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Features

Features
1.

There are quick notes in each chapter. It helps student to revise the whole syllabus in minutes.

2. In each chapter, the MC exercises are divided into different sub-parts. The classification help you
focus and find a way of tackle varieties of questions.

3. Up-to-date questions are provided in this book.

Features

4. Regarding the solution for the MCQ, the level of difficulty, explanations and hit boxes are
provided.
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Preface

Preface
This book is designed to align with the latest HKDSE examination curriculum. New question types
are included in the book which helps students to perform well in both school-based assessments
and in public examination.
In Paper 1 of the public examination, Multiple-choice questions will be set on the compulsory part
of the curriculum. All questions are compulsory. The weighting is 30% and there is a total of 45
questions. The Multiple-choice questions of Economics will contain questions testing candidates’
knowledge and analytic ability in the fundamental and selected areas of economics, and those
testing higher order thinking skills. This book guides students to apply their economic knowledge
in analyzing practical problems and helps them to understand economic principles through
comprehensive questions and examples.
This book contains 10 chapters of Multiple-choice questions and 2 sets of mock paper which
enables students to gain sufficient and useful practice. Detailed solutions with hint boxes and
examples are clearly presented to convey the economic concepts in a well-reasoned manner.

By K.W. Lee
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Chapter 4: Competition and Market Structure
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✎Chapter 4: Competition and Market Structure
Chapter 4 - Quick Notes
The term market structure describes the way in which goods and services are supplied by firms in a
particular market or industry. More specifically, it relates to how a market is organised in terms of the
number of firms and the barriers to entry for new firms wishing to join the market.

Key terms:


Perfect competition: an ideal market structure that has many buyers and sellers,
identical or homogeneous products, no barriers to entry.



Monopoly: a pure monopoly is just one firm in an industry with very high barriers to
entry.



Monopolistic competition: a market structure where there are many firms,
differentiated products and few barriers to entry.



Oligopoly: a market structure with few firms and high barriers to entry.



Imperfect competition: any market structure except for perfect competition.
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Chapter 4 - Practice
Part I : Perfect competition
Areas:

Skills

(i)

Distinct characteristics:

Definition of market

(ii) General features
–

Number of sellers

–

Number of buyers

–

Nature of product

–

Ease of entry

–

Availability of information

–

Price taker/price searcher

–

perfect information

–

homogenous products and services

1. A market is regarded as perfect competition when __________.
A.

there is perfect information

B.

there are many sellers selling differentiated products

C.

there are both price and non-price competition

D.

there is freedom of entry into the market

2. A market is regarded as perfect competition when __________.
A.

market information is perfect

B.

the market is dominated by a few sellers

C.

the government restricts the entry of sellers into the market

D.

different sellers sell similar but differentiated products

3. In a perfectly competitive market,
A.

firms are price-taker.

B.

its return will be positive.

C.

it faces no competition

D.

it bears no risk.
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Part IV: monopoly
Areas:

Skills

(i)

Distinct characteristics:

Definition of market

(ii) General features
–

Number of sellers

–

Number of buyers

–

Nature of product

–

Ease of entry

–

Availability of information

–

Price taker/price searcher

–

one single seller

–

no direct competitor

23. A market is regarded as monopoly when __________.
A.

there is imperfect information.

B.

there is only one seller in the market.

C.

there is no competition.

D.

there is entry barrier.

24. A market is regarded as monopoly when __________.
A.

market information is imperfect.

B.

the market is dominated by a single seller.

C.

the government restricts the entry of sellers into the market.

D.

many sellers sell homogenous products.

25. Which of the following statements about the electricity power industry in Hong Kong is correct?
A.

The two dominating companies are monopolist because its average cost of production drops
when there are more customers.

B.

The electricity power industry guarantees a profit because it is protected by the government.

C.

The two dominating companies have no competition with each other.

D.

The two dominating companies are interdependent in their pricing strategies.
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Part VII : Money demand
Students are expected to understand the

Skills

meaning of and factors affecting
–

transaction demand for money,

Money demand is a function of nominal interest

–

asset demand for money.

rate Ma and income Mt .

52. Which of the following can explain a rightward shift of the money demand curve?
A.

a decrease in income of households

B.

a decrease in the required reserve ratio

C.

a fall in the interest rate

D.

a more widespread use of HSBC PayWave

53. Refer to the following diagram.

Which of the following will cause the money demand curve to shift from D1 to D2 ?
A.

a rise in the nominal interest rate

B.

a fall in national income

C.

More service fees charging on credit card

D.

An open market sale of bonds by the central bank

Chapter 10: International Trade and Finance
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Part II : Comparative advantage
Areas：
explain which country has a comparative advantage in the production of a good in a given case,
and calculate the gains from trade
6. Under free trade, a country imports books and exports pillows. Which of the following statements
about the country MUST be correct?
The country __________.
A.

has an absolute advantage in producing pillows.

B.

has an absolute advantage in producing books.

C.

has a comparative disadvantage in producing pillows.

D.

requires more resources to produce each unit of books.

7. If Country X is less productive in producing every good than Country Y, then
A.

the two countries may still trade with each other.

B.

the gain from trade of Country X will be less than that of Country Y.

C.

Country X will have a higher opportunity cost in producing every good than Country Y.

D.

neither country will benefit from their mutual trade.

8. Suppose there are two countries A and B. The following tables shows the output per unit of
resources in these two countries in a certain year:
Good X (units)

Good Y (units)

Country A

4

OR

2

Country B

1

OR

3

According to the above table, Country A has a comparative advantage in producing Good
___________ because ___________.
A.

Y ... with the same amount of resources, Country A can produce more Y than Country B

B.

Y ... Country A has a lower opportunity cost in producing 1 unit of Y than in producing 1
unit of X

C.

Y ... Country A's opportunity cost of producing 1 unit of Y is lower than Country B

D.

X ... Country A's opportunity cost of producing 1 unit of X is lower than that of Country B

Mock Test 2
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Economics Mock Test 2
There are 45 questions in this paper. Choose the BEST answer for each question.
1. The private high-class restaurant located in government headquarter launched sales promotion in
lunch time, i.e. $10 for a ricebox. This is an example of using ______ to solve the problem of ______.
A

government command ...... ‘what to produce’

B

government command ...... ‘for whom to produce’

C

market mechanism ...... ‘what to produce’

D

market mechanism ...... ‘for whom to produce’

2. Which of the following statements about interest is correct?
A

Without banking system, interest does not exist.

B

Without competition, interest does not exist.

C

Without private property rights, interest does not exist.

D

Interest is the compensation paid to the lender for delayed consumption.

3. A private good
A

is a good with positive marginal cost of production.

B

can be provided by the government.

C

must be protected by private property rights.

D

allows concurrent consumption by many individuals.

4. Hong Kong Express cancelled 100 flights in September 2017. Over 3 000 travelers were affected.
Which of the following would be loss(es) to Hong Kong economy?
(1) the damage to the image of the quality tourism services of Hong Kong
(2) the damage to the corporate image of the Hong Kong Express
(3) the extra costs spending on handling customers complaints and flight shifts
A

(1) only

B

(2) only

C

(3) only

D

(1), (2) and (3)
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17. Suppose Good Y is an inferior good. When people’s income drops and the production cost of Good
Y increases, the equilibrium quantity of Good Y
A

will increase

B

will decrease

C

will remain unchanged

D

may increase or decrease

18. Suppose the government raise the effective minimum wage level. Which of the following would
LEAST likely occur?
A

The surplus of labour supply would increase.

B

Black market would emerge.

C

People with low education background would be able to find a job more easily.

D

Employers would have a lower incentive to increase the fridge benefit of employees.

19. Which of the following statements about oligopoly are correct?
(1) There can be a few or many buyers and sellers in the market.
(2) The goods and services provided by the sellers are heterogenous.
(3) The sellers are price searchers.
(4) There are free entry and exit in the market.
A

(1) and (3) only

B

(1) and (4) only

C

(2) and (3) only

D

(2) and (4) only

20. The HKSAR government imposed a new law on evict rich public housing tenants on October 1,
2017. Which of the following statements about this new law is correct?
A

It increases the average waiting time for public housing.

B

It increases the number of applications in the waiting list for public housing.

C

It helps equalising outcome to rich public housing tenants as they are forced to buy or rent a
flat in the public market.

D

It helps equalising opportunities to those poor families would have a higher chance to rent a
public housing.
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35.

Answer
Answer: A

Level of difficulty: ☆☆☆☆

LRAS determines the full employment level
and potential national income level.

(1)

is correct. More people work in the country.

(2)

is correct. The potential national income as LRAS increases.

(3)

is incorrect. LRAS shifts to rightwards. Given a downward-sloping AD curve, price level decreases.

(4)

is incorrect. With the increase in employment and LRAS, the changes in deflationary gap is
uncertain.

36.

Answer: C
A.

Level of difficulty: ☆☆☆☆

is incorrect. Long-run aggregate supply remains unchanged. Output level in the long-run won’t be
affected.

B.

is incorrect. Long-run aggregate supply remains unchanged. Potential income in the long-run won’t
be affected.

C.

is correct. Production costs increase.

D.

is incorrect. Long-run aggregate supply remains unchanged.

LRAS determines the
full employment level
and potential national
income level.

37.

Answer: B
A.

Level of difficulty: ☆☆☆☆

is incorrect. Long-run aggregate supply remains unchanged. Output level in the long-run won’t be
affected.

38.

B.

is correct. Aggregate demand shifts upward.

C.

is incorrect. Price level increases in the short-run.

D.

is incorrect. Long-run aggregate supply remains unchanged.

Answer: C
(1)

Level of difficulty: ☆☆☆☆☆

is incorrect. The decrease in national income decreases the import expenditures. Trade surplus cannot
be eliminated.

(2)

is correct. The decrease in tax revenue and exports eliminate fiscal surplus and trade surplus.

(3)

is correct. The decrease in tax revenue and increase in imports eliminate fiscal surplus and trade
surplus.

39.

Answer: D

Level of difficulty: ☆☆☆☆☆

(1)

is correct. The decrease in national income decreases the tax revenue and import expenditures.

(2)

is correct. The decrease in national income decreases the tax revenue and import expenditures.

(3)

is correct. The decrease in consumption decreases the tax revenue and import expenditures.

Chapter 7: National Income Determination and Price Level

Answer
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Unit of account means the price of the
14.

Answer: C

Level of difficulty: ☆☆

goods or services can be expressed.

A.

is incorrect. Units of account allows the relative value of goods to be compared.

B.

is incorrect. A medium of exchange overcomes the drawbacks of the barter system.

C.

is correct. Wealth can be stored in terms of money.

D.

is incorrect. Standard of deferred payment permits a system of credit operation.

Part III : three-tier banking system

15.

Answer: B

Level of difficulty: ☆☆

A.

is incorrect. It can be accepted by licensed banks in Hong Kong.

B.

is correct. They can be accepted when the amount is above $500,000.

C.

is incorrect. They are not legal tender in Hong Kong.

D.

is incorrect. They are interest-bearing asset.
It is a unique characteristic of

16.

Answer: A
(3)

17.

18.

19.

21.

deposit-taking companies.

is incorrect. Deposit-taking companies accept deposit for at least 3 months deposit.

Answer: A

Level of difficulty: ☆☆

(2)

is incorrect. Restricted licensed banks accept deposit for at least 1 month deposit.

(3)

is incorrect. Deposit-taking companies accept deposit for at least 3 months deposit.

Answer: A

Level of difficulty: ☆☆

B.

is incorrect. The amount of deposit is less than $500 000.

C.

is incorrect. The maturity date is less than 3 months.

Answer: A
(3)

20.

Level of difficulty: ☆☆

Level of difficulty: ☆☆

is incorrect. Deposit-taking companies accept deposit for at least 3 months deposit.

Answer: A

Level of difficulty: ☆☆

(2)

is incorrect. The amount of deposit is less than $100 000.

(3)

is incorrect. The amount of deposit is less than $500 000.

Answer: B
(2)

Level of difficulty: ☆☆

is incorrect. The amount of deposit is less than $500 000.

It is a unique characteristic of
restricted licensed bank.
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