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1. Tautology is the theory that cannot derive refutable implication since it is
always true.

ERREAES RIS R AREXKERHM -
(2)

Ad hoc theory is the theory that has limited explanatory power since it adds
too many constraints.
BIrERAEBRNERERD  RAEIAY KZRE

(2)

Since tautology is always true and ad hoc theory has too many constraints,
both have limited explanatory power.
Kt F sV AR AR DBV o

(2)

However, if we can specify enough constraints, we can derive useful theory
from tautology to explain human behavior.

B2 - 2NRTFIMARLSGRG » AL EEESE R S|IHA ANEmER A BT
By o

(2)

For example, equation of exchange is a tautology since total expenditure
must be equal to total output. If we can make assumption on velocity of
money circulation, we can predict how the change in money supply affects
nominal income.

Blan » RZHRIALEERREE - KAESHYERBIRARSE - BINREMR
LUEE BB EBRBERERNERR » ZFILFEESHENEBZNAZERR
W

(2)
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2. Tautology is the theory that cannot derive refutable implication since it is
always true.

ERREAES RIS R AREXKERHM -
(2)

Since tautology is always true, it has limited explanatory power.
EEEENRRERIBIR -
(2)

However, if we can specify enough constraints, we can derive useful theory
from tautology to explain human behavior.
B2 » RBMMARLHGY - AILMEEREED S| HE B ERRE 8T
By o

(2)

For example, equation of exchange is a tautology since total expenditure
must be equal to total output. If we can make assumption on velocity of
money circulation, we can predict how the change in money supply affects
nominal income.

BN - XA RAEEEREE » KARX HERBIANRSE - BIIRIFIA]
DEH BB EERBERENRE - HMALFEREBEENEENATEEER
WA °

(2)
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3. Marginal revenue product is the product of marginal product of labour and

marginal revenue from selling product.
EEAERA (MRP) 255 THVEERE B N & & VR R RYE
(2)

It measures the contribution of workers in production.
EEEREEFTIANER -
(1)

If the wage is lower than the MRP of workers, the employers continue to hire
labour and the MP of labour will decrease. At equilibrium, MRP of labour will
be equal to wage.

MRTE/NRTARIMRP - BEFEEAS T - TAREBRELS T - £
foRh - TEEMRPIES -

(2)

However, MRP of labour may not be equal to wage due to two reasons.
First, the information cost of knowing the actual contribution of workers is too
high. Second, the enforcement cost of giving a higher wage is too low.
25 THIMRPER T ERHEFAIREREN NIIRRE - £— » BT ABERERINE
AMEBERAAS - B2 INBRELEMNAMTERRE -

(4)

After considering these constraints, the difference between MRP and wage
does not mean the postulate does not hold.
FEREARRGIR » TERMRPHEZE N KREBBRBZAKIL

(1)
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4. Statements which are refutable by facts have two main features. First, there

are at least two observable variables. Second, the statement must be
conceivably false.
—(E AT EERIE A B M ERE - B—  BMERRERNESR - £ BE
SE—TE A LUZEER o

(4)

The statements are refutable by facts if we can define what is flower and
spring or what is raining and cloud. Only if we can specify these variables,
we can test the relationship between them.

RBEBMAILINEFERTE - &R ~ TRAE » HAIAILVAIE B EHE
% DAL A RTHERD

3)

Otherwise, these statements are not refutable by facts.

SR DI ERISUER AN AIHERIAY ©

5. Logical consistency means predictability.
e SR ATRENE -
(2)

For example, if we say that there is a pure white wall, we can predict that
there is no black spot on the wall.

Blan - RKMFHE— B2 A - BPIFARER —IRBISRIAIEEE -
(2)

Positive economics asserts that individuals maximize their achievements
subject to constraints. It follows that all outcomes are already the best and
most efficient results subject to constraints.
EEKEERRMEATRRGHTMEHENMURE » ERRMBEREERE
AT ©

(2)

If some economists say that some practices are wasteful and inefficient, it is
inconsistent with the postulate of economics and we cannot understand what
they are talking about.
MEEKEEXBRELRTE2BRENRTUA  EHEKEZNRRERN—
R - BAAAFIE MBI E -

(2)
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6. Equilibrium in economics exists when we can derive refutable implications

subject to constraints.

ERMAULERR TSI RSN R KB LNSEESHAE -

(2)
Equilibrium in physics exists when there is no tendency to change.
B EEER - YIE CNIEESET -

(2)

Equilibrium in economics is not observable and does not exist in reality. It is
concept.

REE LB R —ElS R AUERLAEFERREZH

(2)
Equilibrium in physics is observable and exists in reality. It means stability.
MIRE PN FERRECH - ERAURERS °
(2)
7. First, a theory must have abstract elements since we cannot use fact to

explain fact.
F— ERAFSVUTEERMRNESD - HEFEE  ERZHMW - BHEIFEE
MEEHES » A28 Y - AASEREBRESE  REHKRNER » XE8
SRAEREATIE FSE -

(2)

Second, a theory must be simplification of facts so that we can use
non-facts to explain fact.

BT MASENBRNEL - —EEMt—EfEEEREE TH
T o

L

=N

\

(2)

Third, a theory must have simplification of assumptions. For example, we
assume that there are two countries in simple international trade model.
F=EIFRE - LERMMEME - HFRESH ; BeavRs (HERR AR
BRRE) RUBL -

(2)

Last, a theory must have an unrealistic test conditions. For example, if there

is an increase in price, the quantity purchased will decrease. However, the

price may not increase in reality.

mRE—B "IHFEE, c BARERTY o BISHTIR KB RYM N 60 5B R4
(test conditions) + REALEFR—TERR - EREXERZABILM

BRARE  BEMRTBERZARETER  BFEER LAMKRMEEERN

TR BE Y AY

6 (2)
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8. Selfishness is the basic constraint of economics and it is the starting point of

theory. It can be used to explain human behavior subject to constraints.
RBE2NERBHRE : FEANEFATA  HE2ELENN | FBEH - SEA
HERRNIBER TSR E S FINEARAIA S

(3)

Selfish individuals choose to donate money since the cost of donating
money is lower or benefit of donation is higher.
BMHNASEEERABENHAREREGRZE S

3)

The cost of donating money is lower if there is tax exemption concern.
BENAARBEZR RGN ZRE
(1)

The benefit of donation is higher if the charitable organization is famous
enough.
BENSaREERAAXPBENAZERS °

(1)

9. Good is something that some is better than none.

Y B fTRE— LN m
Economics goods and free goods differ in the following aspects.
KB B R E Y mARTER

First, economics goods have the problem of scarcity and more is preferred
to less. While free goods do not have the problem of scarcity and more is not

preferred.

F— AIBEAMAOMNME  BEESL - MEBRXEHDMUME  FEEE
%

57 o

3)

Second, economics goods command positive MUV while free goods
command zero MUV since the supply is abundant.
F 0 KEYDELEBNERERER  2BYRREERERER  E&
RHEEARZ

3)
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10.  Economics good is the goods that more is preferred to less.
KB R REE LR o
(2)

Fresh air is economics goods in polluted area since more is preferred to less.
It is supported by the fact that individuals prefer to have window shopping in
shopping mall rather than on roadside at Causeway Bay.

SRS - I EZRELEY M AABMAREES - ERBFEXF
1Y - BIEITESE S A\BEREE NP5 EY)
(4)

Fresh air is free goods in remote and less densely populated area since more is
not preferred.

ERBIMIIE - FTRFEREREY M » ARBRMANEEES -
(2)

11. Economic goods are the goods that more are preferred to less.
B PR EE LY@ o
(1)
Market price exists in market only when the MUV a = MUV b.
MiGEERIFAENRTE » & MUV a=MUV b,

Economic goods exist in society and competition is implied.
EMREEN TR  EREEHT -

However, it does not mean that it exists in market only.
BERAREERAFERS -
(1)

It exists in one man economy when an individual prefers to have more of it
and he is willing to pay a price to obtain it.

ERE—AERNEABREZEZY M - (RELHNAE -

Scarcity is implied.
ERTERAME
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12.  Competition is the process of separating winners and losers.

13.

B EBRrBE -
(1)

There is no competition in one man economy even when there is economic
good. In one man economy, there is scarcity and cost only.
F— AR SEBKED S » BROMRAR  REERSE -

(2)

If there is an economic good which is preferred by one individual only, i.e.
film instruction, there is no competition even in society.
g MRIE—EAREXRKESE M » BIAEE - RBHFE

(1)

Scarcity is implied by the existence of economic goods.
BB AR ROMESFE -
(2)

In a society, whenever there is economic good preferred by more than one
individual, scarcity and competition exist.
g REaER— ABREEKEDR  MOMRREEE -

(2)

Competition is the process of separating winners and losers.
mI T EBENERE -

(2)
Property right is the criterion of determining the winners and losers.
EREEREBEER -

(2)

When there is competition, we need property rights to determine who wins
and loses and it is the meaning of competition.

Raand  BMFTREAREBE  BELSEBENAR - E4ERFNE
==

ﬁ o

(1)
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14. a. It is a type of non-price competition.

s ——

ERIFERHT -

It is similar to communist system.
BRI HESE -

b. It encourages the professors to give birth to more babies.

ERRBIREE L/ AR

The tendency to stay at HKU will be higher.
BHEBBRENIRAEAK -
(1)

The bargaining power of HKU in determining the terms will be larger.
BN EHEIIZENRE NS -
(2)

15.  Price competition is the use of price as a criterion to determine the winners
and losers.

ERRFREMERFEREBEIER -

(2)
Whoever can pay the highest price, who will get the goods they want.
THESERNEARTLVESEBEY) @ °

(2)

It encourages production since it can increase the chance of getting the
goods in competition.

B - RAETLUE ST REHE -

(2)
It will provide contribution to society.
EHHEE—EER

(2)

10
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16.  Three aspects:

17.

Under certain constraints, what are the criteria that will be used to determine
the winners and losers?
ERREGHET » BRLERRERS -

(2)

After determining the criteria, economics can predict the change in behavior,
resources allocation and income distribution.

FEORERAZE » AT REE - ERDECRBADTE

(4)
Last, the formation of criteria.
YERIZ AR

(2)
It is arbitrarily assigned number to rank options.
PO NS T -

(2)
It is ordinal rather than cardinal concept.
R MIFEEIBE

(2)
There is no total or marginal utility concept in economics.
RERBIHAZGER AL -

(2)

It cannot be used to have interpersonal comparison.

EARALIAFEARENZERLE -

11
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18. It sets limit to human behavior and assumes that the individual makes
choices to maximize his achievement subject to constraints.
EEFBEATERR MEHRENFRHRS Z IR AT % o

(2)

Utility maximization is tautological if we fail to specify which entity relates to
utility and the cost of acquiring the entity.
WASENMERE—EEEELSE » NRKMINENELTHHMBENY & MEIE R
BRI

3)

If we can specify which entity relates to utility, i.e. non- monetary gains from
saving life and cost of acquiring the entity, i.e. risk of losing life. It can be
used as a criterion to construct theory and we can add conditions to derive
refutable implication.

ANERBAF AT LA E BT FAERER Y an  DIINEER A An B3 F 2 82 o] = SUB BUE R
WA o Blank B4 - BRAIAT LIRS ARCEE R - IABRE
o BREARRITR

3)

19. To keep an individual's real income constant, we need to adjust money
income in accordance with the change in price level. It requires a low
information cost and high bargaining power.

ZS— B ANEBRBRARE » HFIFEREDENKTFNEERBZEENRA > &
FEZENEMERNENZRERTS -
(4)

Utility and indifference curve are unobservable. To assume the individual is
choosing on the same IC, it is not observable and no refutable implication
can be derived since there is no at least TWO observable variables.
A RSERHARAATEHREN » BREAE—ESEHR - EEANTHERIZ
B AR 2 B AT S| o

(4)

12
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20. Giffen good is a good in which the negative income effect is larger than

21.

substitution effect. Upward sloping demand curve is implied.
B ENRARRRRERBR - BRI RA LB -
(3)

It is logically possible that the good has negative income effect, i.e. inferior
good and such may be larger than substitution effect.
e MEBARARR AU &R  ESAWRARRRKRERRR -

(3)

Demand curve so derived can be upward sloping which means that price
and quantity demanded can be positively related.
FRIRALUZMAE L% WERFRERIEL -

(2)

Law of demand states the negative relationship between price and quantity
demanded, other things being constant.
FERERZIEEHERZAZENERT » BREFREMHERER -

(2)

Given the logical existence of Giffen good, economists on one hand have to
assert the demand curve to be downward sloping and treat law of demand
as asserted law.
HRNEE T BRI EmAVAI N - KEEEZTRE S FRERERE MR
ERERRA/—EHSER -

(3)
On the other hand, another economist has to assume that Giffen good would
exist in one man economy.
B—HH ' BRESEGRRESYRRAGCER—AKEZR -

3)

13
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22. Taste is unobservable and it cannot be used to construct theory to derive

refutable implication and explain human behavior. As a result, using change
in taste to explain the change in behavior is then tautological.
MR AR EAREANEIIER > ol RARERNS EREEABRT
o MR (A MREEMBE BT REN—EEREE -

(4)

For example, the increase in chance of aero plane crash would reduce the
demand for airline services, however, there is no need for us to know
whether the taste would change or not.
BI12n - ARSI EIBIN - SRENBEBD » EEAKIRBEIE -

(2)

For another example, when some people spend more time in understanding
and appreciating classical music, they will fall in love with it. It can be
attributed to change in taste; however, if we understand the reason behind,
there is no need to use taste to explain the change in behavior.
S—HH IRBEARYRERE Y BEERFELE - I35 il Z a0 BRI
Y o ERREEL R E R o BAIRIFAE Y BRERR - RANFER MR
HRRE -

(2)

14
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23. It states that the more useful goods generally have a lower exchange value.
EREHASEAEENY R  ENRZBERE -
(2)

Adam Smith committed the following mistakes:

HEISERBRE ¢

1) Water cannot be directly compared with diamond.
KEEA RN LIE#E -
(2)

2) To women, diamond has a high marginal use value since they are
willing to pay a high price for it.
HRLLME - BANERERETER LR -

(2)

3) Considering the relative scarcity, the marginal use value of water is
low.
ERIBEMRAME  KNEREHEERE -
(2)

24.  Price can be market price or cost. In equilibrium, it is equal to marginal use
value.
EREAILIZEMISERIEA » 8% ESNERGRAERE -
(2)

Price is the relative price. It is the maximum amount that an individual is
willing to pay for a good.
EBERERHER  ZERRERZ MmN HaE -

(2)

Price is measured by present value.

ERELREER -

Price can be separated to flow and stock concept.

ERAID RBRENEFRE

15
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25. Consumer surplus is the difference between total use value and total
exchange value.

HEERRERERERNBRZEECHENEE -

pN

(2)

It can be extracted by

72 AJ LI 773 7A 7R Y

1) multi- part pricing: different people are charged according to their
MUV.
ZEEE  REARIEEENEREHEEREE -
(2)

2) all- or- nothing pricing: price is charged according to AUV.
2ENTE  RBHEEENTHEHEEEE -
(2)

3) membership fee: the amount of fee is equal to consumer surplus
itself.
ZEE ARARCHEFNEEERRR
(2)

26. Price elasticity of demand is the responsiveness of quantity demanded to
change in price.
BRERERENEEEBEFTLKEHEEBEIINE -
(2)

It is limited in use to explain human behavior for two reasons,

ERSHAZRERERR

First, quantity demanded is unobservable and we can hardly determine the
coefficient.
FEREARGANAIFEHRE » HOREBBERE

(3)

Second, the price elasticity of demand is known only after the change in
price, it cannot be used to explain the pricing behavior beforehand.
EEREEE - BEBURERME -

3)

16
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27. Second law of demand states that the price elasticity of demand is positively

28.

related to time.
BRE_TEERERTREMERE A IEL ©
(2)

Two examples that refute the second law of demand:

B RN BE EEAVA T RIS

1) Taxi industry gy+172

(1)
2) Cross harbor tunnel ;8 K&

(1)

At the beginning of change in price, the price elasticity of demand is larger,
i.e. there is a large decrease in number of users after the increase in price.
However, after a certain period of time, the number of users increases back
to original level.
FEINENYE » BRFEREBEUERS @ LHAERVBIRERAR - BRY —REEZ
%® BRGEHAEHEGEERAKY -

(4)

Law of demand states the negative relationship between price and quantity
demanded, other things being constant.
FERERZIETHERZAENERT » BREFREMERER -

(2)

Given the high information cost, individuals tend to use price as a means to
judge the quality.
ARNEMERT » EAERUERAGHEEY mAVER

(2)

The higher the price for the same product, the better quality the product is.
BHERARSNER -
(2)

The case of diamond does not refute the law of demand since the
higher- priced diamond is not the same as the lower- priced diamond.
EAALUERIBRER  AhmERNEA R EEREARRFAY -

(2)

17



AT R TE

2 — IR S

ﬂ%ﬁ%*ﬁ%*ﬁﬁ CHAMPAGNE EDUCATION

29. Law of demand states the negative relationship between price and quantity
demanded, other things being constant.
BEREGRIGERCRETENERT  EREBRENEREIR -

(2)

The private property right of subsidy is attenuated if it can be used to make
copy only.
NRBERIER AR » ERWHISSY -

(2)

The price of making copy is lower and more copies are made.

FHHAERE - FENEERS -

However, if the subsidy can be used without any restriction, the private
property right is enhanced.
NRBEEIRBERBRS - EREMNEARTY -

The price of making copy is higher and fewer copies are made.

FHHERS « FEHNEER/) -

30. Indirect price measures the unit price of quality.
Bz ESEEBRERNELER
(2)

If there is fixed charge, the increase in quality will lead to a greater drop in
indirect price and it provides an incentive for individuals to increase the
quality of their consumption.

MRBEENE @ BREBRSTERIERT —BARE Ng - ERINEARES
HEY B RNBK -

(4)

For example, if a man wears suit to attend wedding party, he tends to drink
more red wine.
Blzn s R—EBANE T AREEEEDR » HIRRRREADE

(2)

18
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31.  Theorem of exchange states that when the marginal use value of individuals

32.

are different at last unit, exchange will occur.
R EREIEMRARNAERE —HNEREREEARR - ESZEZHIR -
(2)

Without production, supply curve is no longer the marginal cost curve.
RELE - HEHRAEZEREAEAR o
(1)

At initial endowment, the one has a lower MUV will be the seller of the
goods.
TEEYSG  FANWREESZHASER -

(2)

His MUV curve reflects the minimum compensation that he needs to get for
giving up the goods.
fBIMUV R AR S AR -t H E) BV B AUE -

(2)

It is the supply curve of the good.
EE R ALIERRAR -
(1)

Diagram is preferred!

Market clearing price exists when an individual who is willing to pay the
market price can get all they want at this price level.
MR—EABEERZNTIHER - thAIIERIEREY R - EERTIZEHE -

(2)

Under effective price ceiling, the controlled price is lower than the full price.
AEMRNERLRT » HETNERERZELE -
(2)

If we can observe the existence of queue, i.e. non- price competition, market
still clears.
INERBAFT AT LIRZRBEBR VBN » ERRIFEREHET - TmlhAEH -

(2)

Only those who are willing to wait in line and pay the full price can get the
goods they want.
REFLREIERNAZ ATLUER )@ ©

(2)

19
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