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Microeconomics Hy:
1. Basic Cancepts.

SECTION 1: BASIC CONCEPTS

1.1 SCARCITY, ECONOMIC GOODS & FREE GOODS

Multiple Choice Questions

1991/CE/MI/01
Owing to the problem of scarcity in a socicty. e have to

(1) impose price controls

{2) make choices

(3) adopt a planned economic system
(4) compete against one another

A. (1) and (3) only
B. (1) and (4) only
C.  (2)and (3) only
D. (2)and (4) only
1994/CE/IL/01

‘Even though Japan is one of the richest economies in the world, it still has to face the problem of scarcity.” The statement is

A. false, because scarcity only existsin developing countries,

B. false. because Japan has a high gross product (GNP).

C. true, because what the Japanese have cannot satisfy all their wants.

D. True, because Japan's income is unevenly distributed.
1995/CE/11/01

It was reported that many people queued for two days in order to get the monthly parking ticket for a certain car park. This
phenomenon implics

(1) scarcity in parking spaces.
(2) the existence of compeition.
(3) shortage of parking spaces.

A. (1) and (2) only
B. (1)and(3)only
C. (2) and(3) only
D. (1),(2and(3)
1995/CE/N1/02

Scarcity exists

because there is more than one person in the world.

if at least one person’s wants are not fully satisfied.
because resources are not evenly distributed.

if the market price is kept below the equilibrium level.

Tows
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1997/CE/T1/01
Which of the following statements about scarcity is true?

A.  Once a choice is made. the problem of scarcity is solved.

B. A good is scarce if not everyone has it.

C.  Scarcity means unlimited human wants.

D.  Both rich people and poor people face the probiem of scarcity.
1998/CE/1/54

Which of the following statements about choice is INCORRECT?

A.  People have to choose in order to a avoid competition.

B.  Propl have to choose if there is scarcity.

C. People choose the option with the least cost.

D. People choosc the most preferred option.
1999/CE/IT/0 |

The existence of scarcity implies that

A.  the cconomy is a planned cconomy

B. there is competition for the zood

C. effective price control is imposed on the good

D. wealth is not evenly distributed
2004/CE/11/01

The existence of scarcity implies that

A. resources will be allocated by the price mechanism.

B.  all markets are perfectly competitive,

C. the quantity supplied of all goods is fixed.

D. people need to pay for what they want.
2005/CE/1/01

The existence of scarcity implies that

A. there is no such thing as free goods.
B. human wants arc unlimited.
C. cach and every economic good has a positive money price.
D. there is a cost in obmining some goods.
2009/CE/1/01

Which one of the following statements about scarcity is correct?

A. A goodis scarce when only a small quantity of it is available.

B. A good is scarce when people want to have more of it.

C. There is no scarcity in a planned economy.

D. The problem of scarcity can be solved by adjusting prices.
1990/CE/11/02

A free mood is a good which

A.  nobody wants.

B. s provided by the government fiee of charge.
C. s not scarce.

D. is plentiful in supply.
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Micraeconomics Dy Tapx
1. 8asic Concepts
1990/CEMI/25
Which of the following statcments is correct?
A, Scarcity exists only in poor countries.
B.  Ifthere were plenty of rainwater in Hong Kong, the cost of the domestic water supply would be zero.
C.  The 9 years free education provided by the Hong Kong government is a scarce good.
D. Economics is concerned with how free goods are distributed,
1991/CE/I/Q3
Which of the following are econamic goods?
(1) social welfare provided by the government
(2) eifts from parents
(3) flowers in a garden
A (1) and (2) only
B. (1) and (3)only
C. (2) and (3) only
D. (1),(2) and (3)
1991/CE/IU55
Scarcity of canunodity X will NOT occur when
A. there is a great supply of it
B. nobody wants it
C. itis free of charge
D. oaly one person wants it
1992/CE/TI/01
A scarce resource has the following characteristic:
A, Its supply is fixed.
B. Itis difficult to find.
C. lItis in great demand.
D. It has aprice on the market.
1992/CE/11/02
To society, used aluminium Coca-Cola cans are __ because
A.  free goods ...... nobody wants them
B. free goods ...... there are plenty of them
C.  economic goods ...... they have alternative uses
D.  economic goods ...... they were produced trom scarce resources
1993/CEAN/16
In Nathan Road one day. samples of a ncw brand of shampoo were given away free to passers-by. Within an hour. and
available samples were gone. These free samiples are because .
A, free goods ...... they are free of charge
B. fice goods ...... they are used for advertising purposes
C. economic goods...... the passers-by want them
D. economic goods ...... they are limited in supply relative to people’s wants

lcroeconomics by Topic
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1994/CE/I/02
In a lottery, Peter wins a transferable air ticket to Japan. Which of the fellowing statements is correct?

A, The ticket is a frce good.

B.  Peter will not lose anythiny if he Joses the ticket.

C.  The opportunity cost to Peter of using the ticket is zero.

D. The opportunity cost to Peter of using the ticket increases il the price of ticket increases.
1995/CE/NI/03

To a society, used paper for recycling ts _ because

A, afree good ...... itis frec of charge

B. afree good ...... it has no alternative uses

C.  an economic good ...... more than one peoplc want it

D. an economic good ...... people prefer to have more of it
1996/CENY/SS

Which of the following is NOT true about a free good?

A, Nobody wants to have more of it.
B. Its price is zero,
C. Itis unlimited in supply.
D. Ithasuse value.
1997/CE/I/12

Read the following advertiscmeat

HOTELABC
FREE BUFFET DINNER
Buy two buffet dinners and get one free!
(From Monday to Thursday)
$200 for one person _$400 for two persons plus a friend

The free buffct dinner is
A, afree good because the quantity supglied is greater than the quantity demanded.
B. a free good because it is free of charge.
C. an economic good because more of the food is preferred to less of it.
D. an economic good because non-price competition is involved.

199S/CE/11/0 |
If a good is scarce.

only a small quantity is available.

its price will increase.

its quantity supplicd is smaller than jts quantity demanded at all prices.
more of'it is preferred.

QW



1998/CE/I1/02
Which of the following statements about goods are conect?

(1) Free goods are free of charge

(2) Natural resources are free goods.
(3) Inputs are economic goods.

(4) Outputs are economic goods.

A. (1) and (2) only
B. (1) and (4) only
C.  (2)and (3) only
D. (3)and (4) only
2000/CENI/0Y

Good X is a *free good’ when

A. there is mo opportunity cost involved in using it.
B. its quantity supplied is greater than what consumers are willing to purchase in the masket.
C. nobody wants more of it.
D. its supply is so abundant that consumers place no value on it.
2001/CE/I/47

Which of'the following is NOT classified as ‘economic good’?

A. acompany's stock whose price has been falling for two months
B. the votes for the candidates in Legislative Council election
C. stray and homeless dogs in the strects
D. used paper collected for recycling
2002/CE/11/01

In which of the following situations would ice in the North Pole be regarded as a free good?

A. Theice is a gift of nature.

B. More of the ice is not preferred.

C. The price of the ice is zero.

D. The quantity demanded of ice is smaller than the quantity supplied at a price greater than zero.
2002/CE/1/02

Nowadays, many people download their favourite songs and pictures through the Internet without paying any fee. To society.
these sonps and pictures are

A. free goods because there are plenty of songs and pictures on the Internet.

B. free goods because their original owners have not received any payments.

C.  economic goods because the cost involved in using the Intemet is negligible.

D. cconomic goods because there are costs involved in producing these songs and pictures.
2003/CEN/01

In some poor countrics in Africa, people do not have enough food and have fo cat rats, They have to dig into the ground in
order to find these rats, The rats in the above case are

not an economic good becausc rats are harmful to people.
an economic good because more of them is preferred.
a free good because there is no cost of producing rats.
an economic good becausc rats can satisfy human wants.

oow>

2004/CE/11/03
Good X is an economic good if

A. more than onc person needs it.

B. more of it is preferred.

C. it can satisly human wants.

D. itis limited in supply.
2005/CEN1/02

Upon successful application for a credit card from a bank, Miss Chan obtains a digital versatile disc (DVD) player as a free
gift. These free gifts arc

A. free goods, because successful applicants like Miss Chan have no cost to pay.
B. frec goods. because the quantity supplied is larger than the quantity demanded.
C. economic goods, because more of these goeds are preferred to less.
D. economic goods, because the quantity availabie is limited.

2006/CENMC3

Every July of the Lunar calendar, many charity organizations distribute packs of rice to people frec of charge. Those who
spend a lot of time queuing up for this rice are mostly elderly people.

These packs of charity rice are cconomic goods because

A.  the quantity of this rice is limited.

B. rice can satisfy people’s wants.

C. the wants for this rice are unlimited.

D. people want more of this rice.
2007/CE/1/01

A goodis a free good if

A. itisrare oritcan be found easily,
B. there is cnough of it available free of charge for everyone who wants it.
C. there is enough of it available for everybody who pays the market price for it.
D. nooneownsit.
2008/CE/i/01

From the viewpoint of society.

people will not compete for free goods.

money price is the only criterion of competition for scarce goods.
resources with alternative uses are scarce.

there is no scarcity in a barter economy.

oawp

2009/CE/1/01
Free goods

are unlimited in supply.

arc goods for which people will not pay a price to get more.

can be found only in a planned economy but not in a market cconomy.
¢Xist only in theory but not in the real world.

0w



2014/DSE/1/03
An economic good

A, isagood with its demand greater than its sapply.
B.  brings us more satisfaction than a free good.
C.  isagood whose quantity available cannot satisfy human wants at zero price.
D. cannot be found fiee of charge in any cconomy.
2016/DSE/N/0)

Which of the following statemeats about economic goods is correct?

0w

Economic goods miay not be scarce.

People compete for economic goods.

People prefer cconomic goods fo free goods.

People compete for both economic goods and free goods.

Short & Structured Questions

199 1/CE/1/2(c)(iii)
Define *free good’. Give an example of oxygen when it is regarded as a free good and another example when it is not.

{6 marks)
1994/CE/1/1
The Kowloon-Canton Railway Corporation provides a free shuttle-bus service (8 B 2 £ . 3 ) at some train stations.
Explain whether this service is a frec good” to society or not. (4 marks)
2000/CE/1/}
Statement 1: lce is a free good.
Statement 2: Ice is an economic good.
Explain one situation in which statement | is correct and another situatien in which statement 2 is correct. {4 marks)
2002/CE/I/1
Some job vacancies publications are distributed to people free of charge in MTR stations. Explain whether these publications
are free goods in society. (3 marks)
2004/CE//1
Hong Kong citizens ¢onld use public swimming pools free of charge on Sundays in July of 2003, Explain whether the above
service was a free good to society. (3 marks)
2812/DSE/NI/T
A good which is free-of-charge is a free good. Do you agree? Explain. (3 marks)
2013/DSEAY/S(h)

The following is an extract from a local newspaper article.

The MTR Corparation raised the raibway fares by 5.4% in 2012, This increase was based on the Fare
Adjustment Mechanism set by the goverament, To respond to the discontent of the public ever the fare
increas. the Corporation introduced a concessionary measure “Ride 10 Gel I Free".

Under the "Ride 10 Get 1 Free” scheme, with 10 fare-paying journeys on the MTR from Monday to Friday in the same

week, passengers could get a single journey ticket for free. Is the free journey a free good? Explain. (2 marks)

2015/DSE//(2)(d)
More and mare famous universitics offer “massive open online courses” (MOOC) to students from various backgrounds for
systematic leaming.

Most of the teaching materials in MOOC can be accessed online by anyone free of charge. Explain whether these materials

are free goods. (2 marks)
2020/DSE/TI/1
A fror good must be free aficharge. Da you agree? Explain your answer, (3 marks)
10



Micnoe:onomi;:s Taple
1. Basic Corcepls
MARKING SCHEME

1991/CE/1701 2005:CE/TL01 1993/CEAL/16 2001/CE/MAT 2008/CEALO|

D D D (S A{63%)
1994/CEAT0 L 2009/CE/NL01 1994/CE/1/82 2002/CE/1/01 2009/CENI/01

C B D B (60%) B(31%)
1993/CEN/QL 19S90/CE/1/02 19S3/CE/NO3 2002/CE/LIA02 2014/DSE/03

D (& D D (84%) C (59%)
1995/CE/TI/02 1990/CE/NN25 1956/CENI/SS 2003/CE/I/01 2016/DSET/01

B (deleted) (& (& B (52%) B (74%)
1997/CE1/01 199 1/CEANI/03 1997/CE/M12 2004/CE/11/03

D D C B (70%])
1998:CE/1l/34 199 1/CEAI/53 1998/CE/M:01 2005/CE1/02

A B ] C (68%)
1999/CEI1/01 1992/CE/1701 1998/CE/MI/02 2006/CE/NM1/03

B D B D {72%)
2004/CE/L01 1992/CE/ 11702 2000/CE/11:01 2007/CEAL01

D X © B (77%%)

Note: Figures in brackets indicute the per

ges of cundid, choosing the correct easwers.

199 1/CEM 21 )i
The supply 1s so abundant that it satisfies all human wants for it.

OR
No on¢ is willing to incur a cost getting 1l 2)
The case of a frve good: e.g. oxygen for normal breathing [EA]
The case of an cconomic good: ¢.g. concentrated oxygen [«

1964/CE/ |

Not a free gowd, because ({3
resources nsed in providing the bus service have alternative uses; there are costs of using the resources in providing the bus
scrviee.

OR

meare of the bug service is preferred to less. 3
2000/CEA/
E.g. The ice-Beld in the Polar regions s a free good, becanse f1)

the quantity available is safficient to satisfy all our wants for it/ no sacrifice ofresources of the cconomy is involved (1

E.g. fee cubes in a glass of soft drink arc economic goods, because (1)
the quantity available is insufficicnt to satisfy all eur wants for it/ one has to pay a cest to obtain it [§5]
2002/CE/N/ 1
Nat free goods because ) (D
the resources used to produce them have alternative uscs / there is a cost to society of producing them / the quantity
available is osutficient to satisty all vur wants for them Q)
11

2004:CE: 1
No. becaose (89]
its quantity available is insuificient to satisy our wants / more of tt is preferred
OR
resonrces used 1o provide the service had alternative uses ¢ there is opportunity cost of providing the service. 2)

2012/DSEANI1
No, beceause [¢)]
the good may be produced from scarce resonrce which have alternative uscs.
OR

more of the good may still be preferred 2)

2013/DSENL9(b)
No, because (88]
the provision of MTR service involves the use of scarce resources having slternative uses. th

2015/DSETi(a)i)
No. because T
it has positive marginal cost of production;

itis p_n'::-t'{uccd from scarce resources, which have alternative uses. [¢Y)
2020/DSEAL]

Yes. As the quantity available of free good is able to satisfy all buman wants. No one Is willing fo pay a price to obtain jt. (3
marks }

12
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127" OPPORTUNITY COST

Multiple Choice Questions

1990/CEAL01L

Tommy was asked to choose one birthday present from the following three things: a model spaceship, a walkman and a
Jjacket. He liked the model spaceship the most and the walkman second. What would be his opportunity cost if he chose the
model spaceship?

A, awalkman

B. awalkman and a jacket

C.  the price of a model spaceship

D. o opportunity cost since it was a present

1991/CEN1/02
Susan is choosing between two jobs: being a teacher and being a singer. [f she chooses to be a singer, her opportunity cost
will include

A. the income from being a teacher.

B. the income from being a singer.

C.  the tuition fee she paid for her training as a teacher.

D. the tuition fee she paid for her training as a singer.
1992/CE/11/03

Which of the followiny are opportunity costs of attending school?

(1) school fees

(2) income forgone

(3) poor examination results
(4) expenditure on dinners

A. (1) and (2) only
B. (1) and(3) only
C. (2)and(4) only
D. (3) and (4) only
1993/CE/N1/02

Mr. Wong could spend two hours at a concert or tutoring a student ar $60 per hoor. He could use the time on paindng instead
and earn a total of $150. If the price of the concert ticket is $300, what is the opportunity cost of his choice of going to the

concert?
A $150
B. $300
C. $420
D. 8450

13

1994/CE/11/03
Mr. Lee owns a photographic studio. Previously he received $30 000 per month by letting it out. He now does not let the
studio, but, instead he uses the premises for his own business. He also employs a model at $18 000 per mouth.

What is Mr. Lee's opportunity cost of using the studio by himself?

A. $16 000 per month

B. $20 000 per month

C. $30 000 per month

D. $40 000 per month
1994/CE/11/14

Mrs Wong retired {ast year, Since then she has been helping to do the housework in her daughter’s house and receiving no
money in payment for it. The daughter works as an accountant in her own accounting firm . Which of the following
statements is correct?

A, Although Mrs Wong receives no money in payment, her service is counted in the national income.

B. AsMrs Wong reccives no meney in payment, she is not classified as a producer.

C. To the danghter, the opportunity cost of working as an accountant is lower than that of staying at home just doing
her housework.

D.  To avoid double counting, the daughter’s profits from her firin are not counted in the national income.

1995/CENT/05

Fanny can choose amony three different jobs. Her choice of preference is as follows:
First priority: being a teacher in School X
Second priority: being a secretary in Company Y
Third priority: being a sales representative in Firm Z

Assuming her choice of preference remains unchanged. which of the following will increase Fanny’s opportunity cost of
being a teacher in School X?

A, The students in School X are becoming more naughty.

B. Company Y reguires its secretaries to work longer hours,

C. Company Y decides to increase the salaries of its secretaries

D. Firm Z decides to increase the bonuses for its sales representatives.
1996/CE/11/01

John lives in his own apartment which is worth $ 1 million. He can sell the apartment and put the money in a bank at an
interest rate of 5% pet year. He can also rent out the apartment at $ 5 000 a month. What is the oppostunity cost to John if he
decides to live in the apartment?

$ 1 million

$ 50 000 a year

$ 5000 amonth

There is no opportunity cost because he lives in his own apartment

Dowy
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Micreeconomics by
1. Basic Concepts.!

Answer Questions 2 and 3 by referring to the following information:

Max Department Store has launched a promotion campaign. For every purchase of $1000,customers are given a coupon to
exchange for the following gifts:

Number of Counons Gifts
10 1 camera
20 1TV set
30 1 air ticket

1997/CE/1/02
John has accumulated 30 coupons. What is the opportunity cost to John if he uses them to exchange for one air ticket?
A, aTVset
B.  $30 000
C. acameraand a TV set
D. acamera 2TV set and $30 000
1997/CE/IL/03

Later, John finds that he has to queue up to exchange his coupons for gifts. The queus shows that

A these gifts are truly free of charge.
B. therc is a shortage of gifts for all the customers.
C. the promotion campaign is successful and there is an increase in the demand for the company’s products.
D. customers has an extra cost to obtain the gift.
1997/CE/1/49

Before the sale of a big residential estate, many clderly people queued up outside the site office for potential buyers. This
implies that

A, the value of the flats to these elderly people was higher thas to young people.

B.  the price of the flats was above the cquilibrium level because there was a shortage,

C. the opportunity cost of the queuing time of these elderly people was lower than that of the potential buyers.
D. the opportunity cost of the queving time of these elderly people was zero because they did not have a job.

1998/CENI/S0
May is considering accepting one of the following job offers: (1) a clerk in an import-export firm, and (2) a salesgir]l in a
department store. Which of the following changes will NOT affect her opportunity cost of choosing to work as a clerk?

A.  The import-export firm increases it stafl”s welfare.

B. The department store offers a higher salary.

C. There s third offer paying a higher salary than the original two offers.

D. The department store announces that their business will terminate one year later.
1999/CE/51/50

Peter invites Jason to play tennis in the aftemcon. Jason will NOT have opportunity cost if
Peter pays the fee for him.

He has nothing more worthwhile 10 do in the afternoon.

He likes playing tennis with Peter.

None of the above is a correct answer.

unwe
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veconomics by Tople
Basic Concepts
2000/CE/IV/02

Chan and Wong take a journey to City X separately. They can go there either by Planc or by train. The plane takes 2 hours
while the train takes 10 hours. The air ticket costs $1 000 while the train fare is $200. During the journey to City X, the
foregone earning of Chan is $200 per hour and that of Wong is $80 per hour.

For the journey to City X, Chan would takethe ____and Wong would take the .

A, frain ... train

B. train plane
C. plane ... train
D.

2000/CE/I/33
Which of the following is NOT an opportunity cost of constructing Disneyland in Hong Keng?

A.  The alternative use of the site
B The amount of capital invested
C.  The pollution created by the construction work
D. The entrance fee of Disneyland.
2001/CE/MT/01

Which of the following will change the cost to an individual of attending a concert?

A, Heis an hour late for the concert duc to traffic congestion.
B. His view is blocked by the andience in tront of him.
C.  The singer performs badly.
D. The concert overruns by an hour.
2402/CE/11/04

Which of the following would atfect the cost of constructing the West Rail?

A, anincrease in the damage to the natural cnvironment along the raliway caused by the construction

B. anincrease in the wages of the maintenance staft for the operation of the train service

C. adecrease in the profit from providing the train service

D. adecrease in the revenue of the bus company operating a bus service along the cailway
2003/CE/1/02

Peter is an F.5 graduate who could not get a study place in F.6. Which of the following may lower the cost of repeating F.5
for Peter?

The tuition fee for study in F.5 increases.

The tuition fee for study in F.G decreases.
The wage rate for F.5 graduates decreases.
Peter's new F.5 English teacher teaches badly.

oQws>
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Micraeconomics by.

2003/CEAN1/03
Medical doctors seldom change their occupation. Which of the following can explain this phenomenon?

A They have spentmuch time and effort in getting their professional licence.
B. They have incurred high costs in accumulating the skills and knowledge required for the profession.
C. For medical doctors, changing occupation has a high cost.
D. Being medical doctors has a high cost.
2004/CE/11/02

Which of the following statements about the concept of opportunity cost is correct?

A.  Opportunity cost still exists even when there are no choices,

B.  Opportunity cost daes not exist in a planned economy.

C.  When the valuc of an option decreases, the opportunity cost of choosing that option does not change.

D. When the value of the highest-valued option increases, the opportunity cost of choosing that option will decrease.
2005/CE/N1/03

David is choosing betwecn two ways of spending his summer vacation: to take a summer job or to join an exchange
programme to the United Kingdom. Which of the following will increase his opportunity cost of taking the summer job?

A. The fee for the exchange programme increases.

B. The summer job pays a higher salary.

C.  Avalualle course is added tc the exchange programme.

D. Less training for the summer job is provided.
2006/CE/11/02

Every July of the Lunar calendar, many charity organizations distribute packs of rice to people fiee of charge. Those who
spend a lot of time quening up for this rice are mostly ¢lderly people.

In the sbove case, the elderly rather than the youny people would spend time quening up for thesc packs of charity rice
because

A. itisa tradition to queue up for this rice.

B. the elderly prefer rice to other kinds of food.

C.  the elderly are poorer than the young people.

D. the elderly value their best choice of other activities less than that of the young people.
2007/CE/11/02

A resident of Mainland China is choosing between a tour to Hong Kong and a tour to Macau organized by a travel agent. His
opportunity cost of choosing to visit Heng Kong will increase if

the food provided during his trip in Hong Kong is poorer than expected.

he is abandoned on the streets in Hong Kong by the tour guide.

newly developed tourist atiractions in Macau make it more enjoyable to visit Macau.
the rental of hotel accommodation in Macau increases.

vCnowy
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2008/CEMI/02
‘Which of the following could raise the cost of drug abuse?

A. The price of drugs increases.
B. The government imposes heavier punishments on drug abuse.
C. Drug abuse causes greater damage to one’s heaith.
D. Alf of the above are correct.
2009/CE/IL02

Which of the following situations will increase the opportunity cost to Form 7 graduates of receiving a university education?

(1) The university undergraduate programme increases from 3 years to 4 years.
(2) The wags rate of Form 7 graduates increases.
(3) The academic performance of university graduates generally declines.

A. (1) and(2) only
B. (1) and (3) only
C.  (2)and (3) only
D. (1),(2)and (3)
2010/CEf1/02

Julie is cheosing between Hong Kong and the US to complete her university education. Her opportunity cast of studying in
the US will increase when

A, the number of scholarships offered by the universitics in the US increases.

B. the tuition fec of the aniversities in Hong Kong increases.

C. the university graduates of Hong Kenyg become less competitive in the job market than those of the US.

D. the standard of professional training programs oftered by the universities in Hong Kong improves.
PP/DSE/1/02

Mr. Chan spent $5 000 on buying a new mobile phone which can be sold for $7 000 in the second-hand market. Mr. Chan's
cost of keeping the mobile phone is u

A S0

B. $2 000

C. $5000

D. $7000
2012/DSE/N02

Mr Kwok plans to purchase a new racing car flam a German astomobile manufacturer and drive the car in Hong Kong. In
which of the following situations will the cost of purchasing the racing car increase?

A The first registration fee increases.
B. The price of gasoling increases.
C. The Euro depreciates against the Hong Kong dollar.
D. The racing car performs poorly.
2013/DSET/02

Jeremy is going to watch a tennis match in which Li Na (Z= 8§ ), a Grand Slam (X # 8 ) winner. will play. Which of the
following will increase the cost to Jeremy of watching the tennis match?

A. He is30 minutes late for the match due to traffic congestion.
B. His view is blocked by the spectators in front of him.

C. Due to arainstorm. the match is extended by an hour,

D. LiNaisinjured and does not show up for the match.
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2014/DSE//01

A famous football team, Manchester United, visited Hong Kong for a friendly match. The day before the match, the team
found the pitch in the Hong Kong Stadium had been damaged by prolonged rain and it considered cancelling the match. The
opportunity cost for Manchester United to continue playing in such a poor pitch would because

A. increase there was a higher chance for the players to get injured

B. increase ...... the tcam was likely to have poor performance

C.  remain unchanged ...... the exp on the visit to Hong Kong had already been paid
D. remain unchanged ...... the players spent the same amount of time in Hong Kong

2015/DSE/1/02
David can choose to take the MTR or a bus to Yuen Long, Suppose the required travel time and the fares of both options are
the same in a normatl situation. Which of the following will result in an increase in the opportunity cost of travelling to Yuen
Long by MTR?

A. The air-conditioner on the bus is out of order.

B. The traffic jam makes the bus trip 15 minutes longer.

C. Asignalling problem causes the travel time of the MTR to increase by 15 minutes.
D. David feels annoyed about the news broadcast in the MTR train,

2016/DSE/I/03
Mr Ng. a Hong Kong citizen. is going to travel to Tokyo for leisure. Which of the following will decrease his cost of having
the trip?

A. A typhoon is appreaching Tokyo right before his trip.
B. His boss is goiny to treat all the staff to a free buffet during his leave.
C. The scenery in Tokyo is better than he expected,
D. Japanese Yen depreciates against other currencies.
2017/DSEN/04

Whick of the following would be the loss(es) of delaying the completion of a new railway to an economy?

(1) the travel time of passeagers that would have been saved by the new railway during the period of delay
(2) the damage to the corporate image of the railway constructor for the delay
(3) the nuisance to the shops and residents nearby during the period of delay

A. (1) only

B. (2) only

C. (3)only

D. (1).{2)and (3)
2018/DSE/I/C3

John) a Secondary 6 graduate, is considering studying a programme either in Hong Kong or the Mainland. Which of the
following situations would lower his opportunity cost of studying the programme in Hong Kong?

(1) His tuition fee of the first year will be waived if he studies the programme in Hong Kong.
(2} The graduates of the Mainland programme have better job prospects.
(3) The qualification of the Mainland programme may not be recognised in Hong Kong.

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

vowy
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2016/DSE//03

Mr Lo spen: $§0008 on buying a second band car three years ago. Suppose he can resel} the car at $2000.
Alternatively, he needs o spend $5000 on repairing the car before he can contibue 0 use jt. What s his cost
of contimuing to use the car?

A 32000
B. $5000
C. 37060
D, $60000

2020/DSEAAD

Alfred booked a room in a resort botel. Later he found that Betty had booked a roont in the same hetel stz
lower price. Which of the following are possible reasons for such a price difference?

{1} Alfred's booking was non-refundable while Berry™s booking was with free concellation.
{23 Alfied booked the room in a weskend while Beity booked the room in a weekday,
(3) Alred booked the room with sea view while Betty booked the room with strect view,

A, (1) acd (2) only
B. (l)aad (3}only
C. (2)and (3) eniy
0. (1), () and (3)




Microeconomics by Topic
" 1. Baslc Concepts

Short & Structured Questions

1990/CE/H/(a)(i) ,
Mrs Wang is a Jawyer and is also good at doing heusework. but she employs a Filipino maid to do her heusework. In tenns
of opportunity cost, explain why Mrs. Wong emplays a Filipino maid instead of being a fuil-time housewife. (5 marks)

1990/CE/ /4/(e)(i)
The U.S.A. imposes quotas on garments imported from Hong Kong. The Hong Kong government allocates the quotas free of
charge to some firms. These quotas are transferable at market prices.

Suppose Mr Lee's company obtains quotas from the government. Explain whether the opportunity cost to this company of
using these quotas for exports is zero. (4 marks)

1990/CE/T /5/(c)(i)
The government has announced & $127 billion praject for building a new airport at Chek Lap Kok and improving the harbour
facilities.

An econormist argues that the cost of this project to society is higher than $127 billion. Give TWO reasoas to support his

argument, (4 marks)
1991/CE/1/2(a)
(i) Define “opportunity cost” and *occupational mobility’. (4 marks)
(ii) In terms of cost. explain why medical doctors in Hong Kong seldam change their occupation. (5 marks)
1993/CE/U/S/(2)

Mr. Chan owns 2 flat in Mongkok. The following is his order of preference of ways to use his flat:

First choice: live in his flat
Second choice: rent it to atenant
Third choice: ¢ave it vacant

In terms of opportunity cost. explain whether the costs of the second and third choices are the same for Mr. Chan. (4 marks)

1995/CEN/10/(a)(i)
Study the following piece of news reported in the USA:

Alocal singer has volunteered 1o perform two identical shows and the sales receipt of the concert
tickets will be donated to the Rwanda refugees in Afiica for their food and medical supply

expenses
(1) Define opportunity cost. (2 marks)
(11) Explain with an example why the singer had an opportunity cost in performing the shows (2 marks)
(fIf) List TWO possible bencfits to the singer arising from the performance. (2 marks)

1996/CE/I/1

John has 2 options as to how to spend an afternoon: he can either go to a concert or go to a karaoke lounge with his friends.
Explain whether John's opportunity cest of going to the karaoke lounge would change if

(a) the concert was very boring: (2 marks)

(b} the service of the karaoke lounge was very poor. (2 marks)
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Micraeconomics B!
1. Bagle Concepts

1997/CE/N/11(b)

Suppose Mr. A runs his restaurant in his own premises.

Explain with an example when Mr. A's opportunity cost of using the premises for the restaurant business would increase.

(3 marks)
1998/CE/1/1
David can choose to study in one of three streams in Form 4. His order of preference is shown below:
First preference: Arts stream
Second preference: Business stream
Third preference: Science stream
(a) Define opportunity cost. (2 marks)
(b) Suppose the business stream in now not offered in David’s school. Explain how David’s opportunity cost of choosing
the Arts stream would change. (3 marks)
1999/CE/i/1
David wants to spend $8 to buy a pack of sandwiches or a bowl of noodles from an unlicensed hawker. Explain the effect on
David's opportunity cost of buying the sandwiches if a cockroach is found inside the noodle soup. (3 marks)
2000/CE/1/10(b)(i)
Suppose Bank X of economy A takes over Bank Y of economy B by buying up its controlling share worth $5 million.
(I) Define opportunity cost. (2 marks)
(II) Assume Bank X does not know that Bank Y has a huge amount of hidden debt. Explain whether this would affect the
opportunity cost of the takeover to Bank X. (3 marks)
2001/CE/I/10(d) :

Paul’s order of preference of using his money is shown below:
First preference: purchase of gold coins

Second preference:  savings in banks
Third preference:  investment in stocks

Suppose an intercst lax is imposed on bank deposits. Explain whether Paul’s opportunity cost of purchasing gold coins

would change. (4 marks)

2002/CE/1/10{c)

Suppose some large banks reduce their deposit interest rates while some small banks increase their deposit interest rates.

Use the concept of oppuortunity cost to explain how this would affect the flow of deposits between the above two types of
banks. (4 marks)

2004/CE/N/2

Mr Chan and Mr Lee are secondary school teachers. They earn the same salary of $30 000 a month

(a) Define opportunity cost. (2 marks)
(b) Explain whether Mr Chan's and Mr Lee's opportunity cost of being a teacher would definitely be the same. (2 marks)

(c) Explain whether the opportunity cost of quitting their jabs as teachers would defirtitely be the same. (3 marks)
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omics by Toplk:
1. Basic Conceps
2005/CE/l/9

(b) (i) Explain how an increase in traffic congestion in the Cross Harbour Tunnel would affiect the opportunity cost to its
users of crossing the harbour. (2 marks)

(¢} Explain whether the opportunity cost of crossing the harbour would definitely be the same to every user of'the Cross
Harbour Tunne! when there is traffic congestion. (3 marks)

2006/CE//2
Steven is choosing between studying law or medicine at a university to pave way for his tuture career. Explain whether his
cost of choosing to study law at a university would be affected if

(a) the expected salary of jobs in the legal services sector falls, (2 marks)

(b) theexpected salary of jobs in the medical services sector falls, (2 rmarks)

2007/CE/1/10(c)
Alarge number of departing passengers were delayed at the airport in Hong Kong during a typhoon. Suppose they were
delayed 24 hours on average.

(1) Explain whether their opportunity cost of that visit to Hong Kong would have changed as a result of the delay,
(2 marks)
(ii) During that 24 hours, passengers were either waiting in the airport or had free hotel accommodation atranged for them.
Explain whether your answer in (c)(i) depends on which situation they were in. (2 marks)

2008/CE/V9(b)()
The stock market of an economy is overheated. Many people withdraw money from their bank deposits to buy shares.

Two measures are suggested to cool down the overheated stock market. Explain, respectively, whether the opportunity cost
of choosing to invest in shares instead of depositing money with banks would change when

(1) the deposit interest rate of banks is raised.
(2) the government imposes a tax on the capital gains from wrading of shares.

{6 marks)

2009/CE/i/1
Last summer, Mary and John eachbought a $20 Olympic memorial banknote. Each of them had to pay $138 and queue up
for a whole day for the purchase.

(a) Define opportunity cost. (2 marks)
(b) “Mary's opportunity cost of purchasing the Olympic memorial banknote would be the same as John's.” Explain
whether this staternent is definitely correct. (2 marks)

2010/CE/N1(c)
As the interest earnings from depositing meney with banks are close to zero, some investors choose between investment in
shares and investment in property.

(i) Explain with an example when the opportunity cost of choosing to invest in shares would increase. (3 marks)

(i) Explain whether the opportunity cost of choosing to invest in shares would change when the amount of dividends
decreases. (2 marks)
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2013/DSEAN(c)
The following is an cxtract from a jocal newspaper article.

The MTR Cor poration ruised the raibway fures by 3.4% in 2012. This imcrease was based on the Fare
Adjustment Mechamsm set by the government. To respond to the discontent of the public over the fare
increave, the Corporation introduced a concessionary measure “Ride 10 Get [ Free ™.

Tt was observed that there were queues of passengers redeeming the free fickets at customer service counters in MTR station.
Suppose the waiting time is the same for these passengers. is the cost of redeeming the free tickets #ecessarily the same to
thesc passengers? Explain. (3 marks)

2014/DSE//)
Scrine is a university graduate who is secking a job. Shehas several options and her order of prefierence is shown below:

First preference: to work for the government as an administrative officer
Second preference:  to work in an accounting firm as a trainee
Third preference: to continue to seck a job without accepting any offers

Analyse whether Serine’s opportunity cost of choosing to work as an administrative officer will necessurily remain
unchanged if

(a) the government reduces the starting salary of administrative officers. (2 marks)

() the government provides unemployment benefits for all graduates seeking jobs. (3 marks)

2015/DSE/I/1(b)
More and more famous universities offer “massive open online courses™ (MOOC) to students from various backgrounds for
systematic learning.

Some people preferto take free MOOC while others prefer to take paid courses conducted on the university campus. If the
courses are with the same contents and number of teaching hours, will the cost for a person to take a free MOOC be

recessarily lower than the cost for another person to take a paid on-campuscourse? Explain. {3 marks)

2016/DSE/I/1

Apple Inc. launchesa new model of smartphone. Inorder to buy the new model. some people spend hours in trying to login
the website of Apple Inc, If the resale value of the new model falls, the opportunity cost of buying the new model through
the website of Apple Inc. will decrease. Do you agree? Explain your answer. (3 marks)

2017/DSE/N/L
Serine is working in the Hong Kong branch of a multinational firm. She is considering the nextstep in her carcer. She has
several options and her order of preterence is as follows:

Firstoption:  to work in a firm located in South Korea
Second option: to switch to a local firm withont overtime work
_Third option: _to stay in the current firm

Explain whether the opportunity cast of switching (o the local firm withont overtime swork will necessurily remain unchanged

(a) if the military threat from North Korea to South Korea becomes more intense. (2 marks)

(b) if she wants to enjoy more leisure time. (3 marks)

2018/DSE//

Although air ticket fares and hotel rates are usvally higher during holiday periods, many people still travel abroad. Explain,
in terms of opportunity cost, why it is nof necessurily more expensive for travellers to travel abroad during holiday periods
than non-holiday periods. (3 marks)
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2019/DSE/1/]

A country considers ecquiriag more land by reclamation for building residential flate. Explain whether the
opportudity cost of land reclamation will change if

(2)  the maximum height of the buildings on the reclaimed land is limited to two Storeys due to technical
1€a50D5. (2 marks)

(b)  there isa shortage of th¢ materials for land reclamation. {3 marks)

icroeconomics by Toplc

1. Basic Concepts
MARKING SCHEME

1990:CE/ i) 1900:CRALAO ] 2060/CTE H: 20006/CE11:02 2013/DSEHE2

A C A DS2%: C(Td%)
199 1FCEA102 1O CEAL 20C 1/CEALOL 2007CET02

A D C (78%) A(32%;
FESLCEA3 1997:CEM03 2062/CEA04 2008:CEAL02 2015/DSEN02

A D Afolssy Di58%: T (63%)
199/CEATAN2 1997:CETI/49 2003:CE 102 2009/CE1:02 2016/ DSE5

b} C C {56%%) A(63%) D {76%)
1994/CE103 1998/ CEALSO 2005/CEAT/03 2010°CEARO2 201 7DSELC4

¢ A C(524a) D (78%%;) D (44%)
1994:CE/Ni7 14 {999/CEH/50 2004:/CET1/02 PP/DSE/M02 2018/DSE03

C 8] C(67%) D B (80%)
1995:CEAL0S 2000/CEAI02 2008/CEALO3 2012/DSEN02 2019/DSEN/03

& C C 168%) A(62%) C
2020/DSET0 Note: Figures in brackets indicate the percentuges of candidates choosing the correct wswers.

D
1990/ CE1/(2)(1)
The value of cmploying a Filipino maid (hest alternative use of Mrs Wang's time. ¢.g. incomc earned by a lawyer) is larger
than the cost of so doing (c.g. payment to the maid}. 3
1990/C
No, because (83}

afternatively Mr Lee cau sell these quotas in the market and make money. i.¢. the opportunity cost is the sum of money thos
forsaken. (3}

1990/CE/T/S/e)(1)

The following items have not been included in the $127 biilion:

- pollution arising from construction

- loss incurred by private individuals adversely affected by construction

- permancnt loss of a countevside ¥iow in Lantan

- strain on resources bidding up tactor cost to other scctors

- the sacrifice of more valuable aliemalive projects (2. max: )
(Mark the FIRST TWO points only }

1991:CEA2/a)

iy Opperineity cost is the highest-valued option or the best alternative that has 1o be forgonz . 2)
Occuparionat mwhidity is the case with which a factor moves from one occupation § trade ¢ industry to another. )

11} In changing occupanon. the oppartunity cost of a doctor (in terms of income forgone) can be very high, 2y
The value of taking up 2 new oceupation {re. a doctor s carnings in another job) is usually lower than the cost of so
doing (te. income, salisfaction and social status otc. from being a doctor). (3
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Microeconamics by Topic
1. Basic Corcepts
[993/CET/S(a)
The cost of the second cheice is 1o give op the first choice. 1)
The cost of the third choice is o give op the frst choice. )
.. Both had the same highestsvatued option forgone. (24)
(Remark: mere mention of the definition of opportunily cost ~ max: § wark)

1995/CE1/10/a)i)
(I0 Opportunity cast is the highest-valued optien forgone. 2)
(ITy Her services, time, or other resources used in the performance had alternative uses n
c.g. income forgone from other jobs. (1)

Il) - prestige / increased no. of faws / more popular
~ experience gained
- enjovment in performing the shows
(Mark the FIRST TWO points only.)

1996/CE/LY |
(a) Thecostdecreased / changed. because
the vatue of the concert (which i the highest-valued option forgone) is lowered / changed.

(b} No change, because
enjoyment in the karaoke Tounge is not an option forgone.
OrR
the value of the concert (which is the highest-valued option forgone) has not changed

199T:CEA (b
The value ofthe highestevalued oplion [orgene increases.
eg. the market rental of the premises increasss.

1998CE/ L/ 1
{ay Ttis the highest-valued option forgone.

(1. wax: 2)

(1)
(28]
(1}

[88]

(
@

(2}

(b} Since the science sream is fess preferred than the business stream, i3 change from the option of the business stream to

the ophion of the science stream would fower the opportunity cost.

1999/CLEAS |
Cast decreases. because
valee of the noodle (the highest-valued alierative) §

2000/CE/T0(b)(i1
(1) Oppartunity costis the highest-valued oprion forgone.

(1T;  No, becaase
the sharcs of Bank Y bought by Bank X i the ehosen option, not the highest-vaiued option forgone,
OR
the hidden debt only reduices the value of the fike over.

2001/CE/ (0(d)

The opportunity cost ofgold coin purchase is the value of savings in banks. e.g. the interest return on savings in banks.

A tax on intesest reduces ¢ changes the value of savings in banks,
which means the oppormunity cost of gold coin purchased is lowered ¢ hias changed.
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fdicreeconomics by Topic
1. Basic Corxepts
2002/CET 1)
The costof depositing money with one bank is the deposit imterest thatcan be cared fiom other banks
. 1o deposit money into those jarae (swall) banks hus a higher {lower) cost
2. there will be a flow of deposits from those large banks 1o those small banks.

(Remark * Mere mentiordng of the defintiion of cost without other elaburation - NO marks)

2004/CE1/2
ta) Opportunity cost is the highest-valuzd oprron forgone.

b1 Not necessarily. because
their highest-valued option forgone smay not be the sume. E.g. they may give up different jobs.

(¢) Notnecessarily, because

(2)
o
[¢3}

(3

(1

)

though thetr monthly salary forgone (+ $30 000} are the same. their teaching-related nop-pecuniary retums and other

monctary returns may not be the same.
(In other words, the value of the same job lo them may be different.)

2005/CENS
(b) (i) The opportunity cost increuses, because
need to spend more tinie which bhas alternative uses (i.e. time cost increases).
OR

tucl cost increases.

() No. because
the highest-valoed alternative use of the time may be different for different tunnel nsers.

I086/CE12

{a) Notatlected because
it ouly afiects the value of studying law at a upiversity but not tie opportunity cost which is the value of studying
medicine at a university.

() Affected / decreased heeause

@

I

h

(1)
(2

(8]

the value of the highest-valued option forgone. Le.. the vale of studying medicing ata university, decreases / changes

2007 :CE-1{] 0(e)
1) Yes, because
their time cost of visiimg Hong Keng would have changed {(increased).

(i} No. becauss:
their time cost had not changed ¢ it only affects te value of staying 24 more hours in Hong Kong.

2008:C

The oppatrunity cost is the value of depositing moncy with baaks. Le. the taterest returns from bank deposits.

() Yeshecouse
the interest return trom bank deposits increases.

(2) No because
the tax affects the value of stock market investments but not the cost.

200%/CE
ta)  Opportunity castis the highest-valued option forgone

tby  No, because
their alternative nee of time may not be the same,
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Microeconamics

1. Basic Conce
2010/CEN T L e)
i) The opportusity cost 1§ the return from tovestment in property. e.g . rental incomme ot inerease in the value of property
' the tental income rises or the value of property increases. the epportunity cost increases. (3)
(i1} No, because (1)
it enly affects the value of investing in shares but not the cost 4]

20i3/DSETIS el

No, hiccause i
people have difitrent alicenative nses of tims, their time costs will not be the same (2)

2014/DSENI: 1

fa)  Yes, becuose i
the redaction i the starting salary of adnnnistrative officers wouid only decrease the value of Serine s eheger: option
withont affecting her highest valued opton forgene h

iby No, becovse {13
government provision of unemployment benetits may mner¢ase the value of Senine’s 3* aption © a level higher than
that of the 2™ aption, (1}
the cust ot choosing ta work as an administrative offiver may now change from the vaiue of the 2 oprion tc that of
the 3 aption. if)

2015 DSEN by

No, becuuse {1}

the 1tme cost of a person tak
the course fee:

OR
the former person (MOOC student) may have 1o spend extra Tinoe to access / download the course materials and to
communicate with the course instructor or feaching assisrant:

MOOC mzy be lughes than the time cost of another person taking on campuys course plus

OR
the former person may also have to pay for internct connection in order to aceess the course materials. (2)
2816/DSETIT
The full cost of buying the new model includes the price of new model (imonetary cost) plus the value of ime spent logging
i the website. )

The resale value of the new model is not a forgone optien so the cost of buying the new model does not change when such
value falls,

OR
The drop in sesale value will lower the (speculaters') demand - hence, excess demand - for the pew model, reduciag the time
spent logging in the website and thus the time cost of buying the aew model. The vost of buying the new model falls. (€3]
2017/DSEM
ta) No. because (1)
the valuc of the highest-valued aption torgone (i.e.. the first option) would drop. [€)]
(b) No, because 1
the working timce in South Korea may be quite long, so that (he first oprion would become less preferred. (1)
2018/DSEI1
Full cost = monetary cost 1 tine cost 1)
During holiday periods. althongh the nonetary cost of travelling abroad {including air ricket fares and hotel expenses) is
usnally bigher than that during non-hetiday periods. the time cost {z.g.. income foregone) may be a 1ot lower, ()
[f the time-cost saved ounweighs the extra monetary cast, than in terms of full cost travelling abroad during holiday periods
wonlkd be fess expensive. i}
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201%/DSE/I/1

(@ The opportaity cost will in unchanged. It s B the beight limitation
only reduces the value of the reclaimed Iand but does not zffect the highost valued
option forgone.

(b) The government needs to speed extte money/resources to compete for the Rw
materials in the case of shortage so monetary/non-monctary cost will increase and
the-full cost will increase,

Marks
@
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13 ECONOMIC SYSTEMS

Multiple Choice Questions

1993/CE/TV/20
The Housing Authority is considering whether it should raise the income limits of families for the application of public
housing. What basic economic problem(s) is/are involved in this consideration?

A.  What to produce?

B. How to produce?

C. For whom to produce?

D. What and for whom to produce?
2006/CENL/01

Since the opening of Hong Kong Disneyland, some people have suggested a reduction of the ticket price. This suggestion is
related to the question(s) in Economics.

A. ‘what to produce’

B. ‘how to produce’

C. ‘for whom to produce’

D. ‘what, how and for whom to produce’
2009/CE/1/03

A large number of pregnant mainland women give birth to babies in Hong Kong's public hospitals. Some people have
suggested imposing an additional surcharge on these women so as to reduce the number of them in Hong Kong's public
hospitals.

The above suggestion concerning the service of the public hospitals in Hong Kong is the __question in Economics.
A. ‘how to produce’
B. ‘for whom to produce’
C. ‘what to produce’
D. ‘how and for whom to produce’

2010/CE/11/03
Which of the following illuswates the “For whom to produce’ question in Economics?

A. Local manufacturers set up factories in Guangdong to lower production costs.

B. Tbe local government is developing cruise tourism in Hong Kong and the Asia Pacific region.

C.  The Hong Kong Science Museum offers free admission to full-time students and senior citizens.

D. More Hong Kong licensed banks are engaged in the issuance of Remuninbi bonds.
2013/DSE/l/01

The Hong Kong government proposes to build new towns with residential flats and shopping malls in the North District.
However, there are concerns about the ratio of public housing to private housing. Some people arc also worried about the
size of shopping malls. which may mainly serve mainland tourists.

The above case is related to the question(s) in Economics.
A. "for whom to produce”
B. "what to produce” and "how to produce”
C.  "what to produce” and "for whom to produce"
D. "how to produce” and "for whom to produce”
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2014/DSE/1/04
Mei Ho House (38 i A2, a public housing block built in the 1950s, was recently graded as a historic building in Hong

Kong. The building was then turned into a hostel which provides double rooms, family rooms and disabled rooms. The
above case is related to the question(s) in Economics.

A.  "how to produce"
B. "for whomto produce”
C. "what to producc” and "how to produce”
D. "what to produce” and “for whom to produce”
2017/DSE/N/01
The operator of a canteen in the government headquarters decides to sell sushi and not burgers anymore because the former
can carp a higher profit. This is an example of using 1o solve the problem of :
A, pgovernment command ...... ‘what to produce’
B. government command “for whom to produce’
C. market mechanism ‘what to produce’
D. market mechanism ...... *for whom to produce’
2018/DSE/N/02

The Chief Executive proposed to raise the recurrent education spending by $5 billion. One of her proposals was to provide a
$30 000 subsidy to eligible secondary school graduates studying self-financing programmes. The above proposal is refated to
the . question(s) in Economics. k

A.  ‘how to produce’

B. ‘for whom to produce’

C. ‘whatto produce’ and *how to produce’

D. ‘what to produce” and ‘for whom to produce’

1990/CE/11/03
Basic cconomic probiems in a market economy are mainly solved by

A.  the government

B. the price mechanism

C. the entiepreneurs

D.  thc consumers
1992/CENN/0S

In a market economy, the aliocation of goods and services among consumers is basically determined by

A the preference of the government

B. the preference of scllers

C.  the controlled prices

D. the price mechanism
1993/CE/1/50

When a centrally-planned economy has changed and become a market economy.

its government will make most economic decisions.

its income distribution will be more even.

private owaership of resources should have already been established.
more shortages of goods and services will occur.

gOwy
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1994/CE/11/04
In the New Territories, an indigenous female resident (% ¥ J& /& B ) cannot inherit her father’s property if her father dies
without leaving a will. This is an example of resource allocation by

A.  government rationing.

B. market mechanism.

C. wviolence.

D. social custom.
1994/CEA1/05

Hong Kong is considered to be a market economy because

(1) it hasa high per capita real gross domestic product (GDP).
(2) price is used as a means to allocate resources in Hong Kong.
(3) it has a system of low taxes.

(4) most of its resources are privately owned.

A (1) and (2) only
B. (1) and (3) only
C.  {2) and (4) only
D. (3)and (4) only
1996/CE/1/43

Hong Kong can be describedas a capitalist economy becaunse

A, all problems of resource allocation are solved by the price mechanism.
B. income is uncvenly distributed.
C. notall the public utilities are owned by the government.
D. most resources are privately-owned.
1997/CE/NI/04

Which of the followiny statemsnts about market economy is correct?

A. There is no non-price competition.

B. Competition is perfect throughout the economy.

C. The pattern of production reflects the preferences of consumers.

D. Allresources are privately owncd and controlled.
1998/CENI/03

As compared to a market ¢conomy, a planned economy

A. has aless even income distribution.

B. must havea lower inflation rate.

C. must have alower unemployment rate.

D. has asmaller proportion of privately-owned resources
1999/CE/11/03

In a market-oricnted economy,

the living standard is bigher than in a command economy.

the unemployment rate i slower than in a command ¢conomy.
resources are mostly allocated according to price signals,
allinfrastructure is privately owned.

onmy
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1999/CE/I/37
The government acquired a large number of stocks and shares in the stock exchange market in 1998. Which of the following

is correct?

A, Itwill result ina loss of foreign exchange reserves.

B. It will fead to a contraction of the money supply M3.

C. It will stop the speculative activities in the stock market,

D. It will mean 2 grater extent of government intervention in market mechagism.
2000/CE/1L/04

Which of the following markets in Hong Kong rely heavily on price mechanism to solve the three basic economic problems?

(1) Medical service

{2} Education

(3) Bank loans

(4) Electrical appliances

A. (1) and (2) only
B. (1) and (4) only
C. (2)and(3) only
D. (3)and (4) only
2001/CEAN1/02

Which of the following statcments about a market economy is correct?

A.  All markets in the economy are perfectly competitive.

B.  Most resources in the cconomy are owned and controlled by individuals and private firms.

C. Income is less evenly distributed in a market economy than in a command economy

D. The unemployment rate is higher in a market economy than in a command economy.,
2002/CE/11/05

Which of the following are major determinants of the allocation of goods and services in a market economy?

(1) the planning of government
(2) the costs of production

(3) the demand of consumers
(4) the controlled prices

A. (1) and (3) only
B. (1) and (4) only
C. (2)and (3) only
D. (2)and (4) only
2003/CE/1/04

An economy is considered as a market economy when

the profits tax rate is fow.

prices ate used to allocate resources.

there is competition in all industries.

there are no restrictions on the entry and exit of firms to all markets,

oowpy>
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2004/CE/11/04
Compared to a command economy, a market-oriented economy has

A, aless even income distribution.
B.  keener competition for goods and services.
C.  more production guided by price signals,
D. no problem of scarcity.

2005/CE/11/08

Which of the following statements is a correct description ofa market-oriented economy?

A.  Most resources are privately owned.

B.  All economic problems are solved by the price mechanism.

C. Tncome is less evenly distributed than in a command economy,
D. There is no non-price competition.

2006/CE/11/04
In a market economy, which of the following are gnided by price signals?

(1) resource allocation
(2} production decisions
(3) consumption decisions

A.  (I)and (2) only
B. (l)and (3)only
C.  (2)and (3) only
D. () (Yand(3)
2007/CE/11/03

Compared to a planned economy, a market economy must

A. havea larger income gap between the rich and the poor.

B. have higher inflationary pressure.

C. bave a higher unemploymeat rate.

D. have a greater proportion of resources directed by the price mechanism.
2008/CEA1/03

An economy is considered as market-oriented when

A.  most of the markets ar¢ perfectly competitive.

B. most of the resources are allocated by the price mechanism.

C. most of the goods are economic goods.

D. most of the public utilities are privately owned.
2009%/CE/11/04

Which of the following statements about a market-oriented economy is correct?

Most resources are used for producing consumer goods.
Most markets are perfectly competitive.
Most resonrces are privately owned.

gows
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People who live in a market economy are richer than those in a planned economy.

2010/CE/11/05
In a market-oriented economy,

A. most markets are perfectly compeutive.
B. most resources are alfocated by prices.
C. most production pfans are made by the central authority.
D. most firms produce consumer goods.
2015/DSEN/03

Which of the folJowing is a characteristic of a market cconomy?

A.  Income distribution is uneven in the economy.
B. The government has no role in regulating business activitics in the economy.
C. Most factors of production in the ¢conomy are privately owned.
D. There is only price competition in the economy.
2018/DSE/1/01

Which of the following statements about a planned economy is correct?

onwx

The quantity of public goods in the cconomy is greater than that in a market-oriented ¢conomy.

Most production activitics are carried out by govemment officials.
All resources are allocated by government commands.
Competitions still exist in the economy,

Short & Structured Questions

1996/CE/1/10(d)
Country A is planned economy and Country B is a market economy. Explain TWO differences between these two types of
cconomic systems.

20)9/DSE//02
Which of the following smtemcnts are relsied to the problem of ‘for whom te produce’?

(03]
@
3)

Only the ¢lderly and eligible persons with disabilities can enjoy 8 concessionary fare of 52 per trip
under the Pablic Transport Fare Conressioa Scheme.,

Public reatal housing (PRH) househalds whose family incoms exezeds § times the PRH income limits
should vacate their PRH flats.

The e-Sports & Music Festivalmoved from Hopg Kong Convention and Bxbibitian Ceatre io Hoog
Kogg Coliseum to honse more f£3as from all over the' world.

A () aod (2) only

- B (Dand(3)only

C. (2)abd (3) only
D. (),@adE) *

2020/DSE/N/

If 3 command economy mms into 2 market-oriented economy,

(1)
2
3

the mcome distribution of the economy will be more uneven.
more resources will b all d by price i
people will have privare property rights over all resources.

(1) enly
() enly
(3) only
(1), 2) and (3)

cawy
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1995/CE/I20
(¢

2006:CE/NI0 |
C (54%3
2009:CEAL03
B (56%)
2010/CETIHO3
C (84%0)

2013/DSE10)
C (764%)

2014/DSEA04
D (75%

2017/DSEA0)
€ (0%

1996/CEA710{d)

201 8:DSEA02
D {81%)

1990/CE/TT/03
B

I992/CEML0S
D

1993/CE/T1/50
C

1994/CENI/04
D

1694/ CEAL/05
(&

1996:/CE/11/03
D

MARKING SCHEME

1957:CEALNS
C

1998/CEAL/03
D

1999/CE/L03
C

1969:CEI/57
D

2000:CE/Ti04
D

208 1:CE/1:02
B

2002/CEAL0S
C (74%)

2003:CE/104
B (62%)

2004/CEA11/04
C (55%)

2005/CEL08
A (46%;)

2006:CE/L04
D (58%)

2007/CEA105
D (80%)

2008/CEL/03
B (75%)

2009:CE/N1/04
D (72%)

2010/C

20 (5:DSEL03
C (73%

2018/DSE/I/0
D (59%)

2019/DSE1/02
A
2020;DSEA/
D

Naote: Figures in brackets indicate the percentuges of candidutes choosing the correct answers.

In Country A, most rgsources are aitocated according to government plans and commands: in Country B, the allocation of
most resources is guided by the market mechanism.

@)

In Country AL niost resources we privately owned by individualst in Country B. most resonrces are owned by the

zovernnment
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1.4 POSITIVEAND NORMATIVE STATEMENTS

1986/AL/11/01
Econormics is a science because

A. economic predictions are stated in the form of "if A happens then B will necessarily follow™.
B. of the widespread application of mathematical and statistical methods in economic research.
C. (out of syllabus)

D. ithelps to improve society.

1986/AL/11/02
Economic theory is useful because
A, (out of syllabus)
B. itisalways true.
C. it can be rejected by evidence.
D. ittells us what is right or wrong.
1987/AL/1}/29

An economic theory is useful or testable if

it is potentially refutable by facts.
it is logically consistent.

it is not always true.

all of the above,

oW

1998/AL/II/22 (modified)
Which of the following are refutable by facts?

(1} The area of Victoria Park is jgreater than that of Kowloon Park.

(2) Visitors should not litter in public area,

(3) The quantity of vegetables supplied increases because more quantities are available for sale.
(4) The price of vegotables increases because the cost of production rises.

A (1) and (2} only

B. (I)and (4) only

C. (3)and (4) only

D, (1. 3)und (4) only
2004/AL/I/03

A nccessary condition for a theory to be useful in explaining behaviour is:

A. that it is alwaystruc.

B. thatit must be conceivably false.

C. thatitis rejecied by facts some of the time.

D. that it is supported by facts most of the time.
2011/AL/11/03

Economics is a positive science because

its theories contain testable implications.

it yields predictions in the form of “if A then B™.
{out of syllabus)

Both (A) and (B) are correct.

onwy>
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SP/DSE/I/03
A positive statement
A is always true. 1986/ ALAEGT
B. s refutable with facts. A
C. may contain avalue judgment.
D. may be the same as a normative statement if certain values are shared by many people. 1986:AL1/02
C
2012/DSE//01]

Which of the following statements are positive statements?

(L)
@
3)
(C3]

A,

B.

C.

D.

2015/DSE/N/0t

More workers will be employed on a part-time basis after the imposition of a minimum wage
Less low skilled workers will be unemployed afier the imposition of a minimum wage.

Meal times should be counted as working time in the calculation of a minimum wage.

The imposition of a minimum wage widens the income gap between the rich and the poor.

(2) and (3) only
(1) and (4} only

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

Which of the following are positive statements?

m
@
®3)
@

A,

B.

c

D.

2018/DSE/1/04

Importation of labour from the mainland would resuit in 2 rise in job vacancies in Hong Kong.

It would be better to import labour fom G dong province b they can speak Cantonese.
Productivity of labour from China is higher than that from other Southeast Asian countries,

Unemployment rate in Hong Kong would raise by 15% as a result of labour importation of 30 000 from the
mainland.

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

The following statements are adapted from the 2017-18 Budget Speech by the Financial Secretary of Hong Kong.

Statement (1): The global economy in 2016 recorded the slowest growth since the global financial crisis.

Statement (2): For 2016 as a whole, there was a growth of 1.9%. consistent with the 1% to 2% economic growth as

forecast in Jast year’s Budget.

Statement (3): While recognising the effect of market forces, the Government should play an active role as a

facilitator by taking forward appropriate policies with good use of public resources.

Which of the above is a normative statement / are normative statements?

gows

(1) only
(3) only
(1) and (2) only
(2) and (3) only
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19R7:AL/1E29 2004/ALAT03 SP/DSET032 2013/DSET/01
D B (56%) B C(71%)

19987 ALAN2 2011 ALALO3 201 2DSEL0) 2018/DSET/04
B (modhiicd) D (81%) D{57%;} B {79%)

Note: Figures in bracliets indicate the perceatages of candidates choosing the correct answers.
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1.5 COMPETITION AND DISCRIMINATION

Multiple Choice Questions

1986/ AL/I/07
Which of the following is NOT a torm of competition?

A. racial discrimination

B. waiting in line

C.  paying a price for a product

D. breathing in a desert
1987/AL(1/06

Scarcity implies

A, there is no such thing as 2 free good.

B. competition is inevitable,

C.  alack of proper planning.

D. price is the only viable criterion for the allocation of resources.
1987/AL/T/10

Which of the following statements about economic good is FALSE?

A, An economic good is a good for which the amount available is less than the amount people want at zcro price.
B. An economic good is a good that is subject to competition.
C.  An economic good is a good for which more of it is not preferred.
D. None of the above.
1987/AL/I/18

Which one of the following statements about competition is FALSE?

A, Waiting in line is a form of competition,

B.  The rules of competition define the criteria that determine who wins and who loses.

C. Price is the main criterion of competition in a capitalist cconomy.

D.  There is no competition in a socialist economy because resource allocation is determined by the government.
1990/AL/I/18

The Open Learning [nstitute accepted only 3 000 students out of 60 000 applicants, Which of the following methods of
allocating the places would be discriminatory?

A.  First come, first served
B. Raising the entrance requitements until only 3 000 applicants were cligible.
C.  Random sclection by computer.
D. All of the above.
1992/AL/T/05
Scarcity
A, isimplied by the existence of price.
B. is the same as shortage.
C. applies to all kinds of goods.
D. All of the above.
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1992/AL/1/0%

Recently, some housing developers in Hong Kong have begun selling housing units by {ottery. That is. at their asking price.
there are too many buyers quening up to buy the flats. So, in addition to the purchase price. a buyer must be a winner in the
lottery. This implics

A.  competition for private flats is reduced since buyers no tonger need to line up for days.
B. cfficiency is improved.
C. achange in the form of competition.
D. the Hong Kong government is imposing a control on the price of flats.
1993/AL/V21
Scarcity
A Isimplicd by the exjstence of price.
B. implics competition in society.
C.  does not exist for a free good.
D. Allof the above.
1994/AL/1/02
Scarcity
A is the same as shortage.
B. exists for all goods.
C. can be eliminated by the price mechanism.
D. implies competition and discrimination.
1895/AL/1/01

Which of the following statemeats about competition is correct?

A.  Comupetiticn is inevitable because there is no such thing as a free good.
B. There is no competition in a centrally planned economy.
C.  All competitions are discriminative,
D. Price is the only criterion of competition.
2001/AL/1/066

In a society, scarcity

A. implies competition.
B. implies discrimination.
C. implies a willingness to sacrifice,
D. Allofthe above,
2004/ALT/02

Competition will NOT arise if

onws

all individual are identical.

there is a monopoly in each and every market,
there is no market.

all goods are free yoods.
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2005/AL/1/03
Which one of the following pairings has terms that are closest in meaning?

A.  scarcity and shortage

B. monopoly and competition

C. private property and social cost

D. competition and discrimination
2007/AL//03

Scarcity implies

A, the market is the most ¢fficient place for allocating resources.
B. shortage if the market does not exist.
C. the concept of equilibrium is essential.
D. some people must be discriminated against in a society.
2007/AL/1/25
Non-price competition implies
A.  surplus.
B. shortage.
C. scarcity.
D. monopoly.
2009/AL/1/01

Which of the following statements about scarcity and shortage is correct?

A.  Whenever there is shortage, there must be scarcity.

B. Inaone-man economy, there may be shortage.

C.  Whenever there is scarcity, there must be shortage.

D. Scarcity necessarily implies competition.
2012/AL//03

A university hall accepts only 20 studeats out of § 000 applicants, Which of the following methods of allocating the places
would be discriminatory?

A.  selection based on the applicants’ travelling time to the university
B. first-come-first-served

C. random selection by computer

D. Allofthe above

Short & Structured Questions

199 1/AL//S
*Whenever there is scarcity, there is competition.” Defend this statement.
*Whenever there is competition, there is discrimination.’ Defend this statement also. (8 marks)

2012/DSE/11/5(a)
Country A has imposed an effective price ceiling on Goad X. Suppose Country A climinates all illegal transactions of' Good
X. Can this price control ensure all lower income buyers obtain the quantity of Good X they plan to purchase? Explain,

(4 marks)
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1980:ALA07 1990: ALY 1994 AL 2005:ALA/03 2012740717035
D D D D (St%:i D (38°%)
1902 ALANS 19957 ALAA | 2007:ALAA03
A C D (88%;

1992: AL/ (709 200 ¢°AL:06 )
C D C(62%)
IS8T/ALAS (903: ALI21 2004/ ALT02 2009 ALAN]
D 0 (0% A (49%6)

Nute: Figures in brackets indicate the percentages of candidates chouvsing vle correct answers.

199 ALI/3
A good is suid to be scarce if] (o an individual, more of it is preferred © less of it.
‘When more than one individoals in society waat more of the same good. competition is implied.

With competition. some critetion is needed fo detérmine who wins and who loscs. For whatever criterion chosen, it will

necessary be discrimipatory in nature because different individuals will have different advantages in winning under the same
criterion.

2012/DSE/I/5(a)

No, because (i)
when there is excess demand ! shortage, non-price competition, such as gucuing, will emerge, and the new competitive
criteria does not necessarily depend on income 3)
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1.6 PROPERTY RIGHTS

Multiple Choice Questions

1988/AL/1/23
Under private property rights. the main criterion used 1o allocate resources is
A seniority.
B. pricc.
C.  rank
D.  wealth
1990/AL//29

In an ocean which is NOT privately-owned, fish

A, arca free good. because they are so abundant that more of them are not wanted.
B. are notan economic geod if the fishermen are nat allowed by the government to cempete ameny themselves.
C. are a public good, because the fish are publicly-owned.
D. are an economic good, because we are willing to sacrifice something in exchange for the fish.
1992/AL/24

If private ownership of a forest is abolished. and the forest is subject to common exploitation.

A. the rate of depiction will remain unchanged.

B. the trees will become a public good.

C. the private cost of cutting trees will differ from the social cost.

D. the trees will become a free good because they no longer have a price.
1994/AL/I/10

If the beach in Repulse Bay is privatized,

A.  the rate of utilization will remain unchanged.

B. therate of utilization will most likely be reduced.

C. the beach will be cleaner than before.

D. the poor will be deprived of the opportunity to use the beach.
1994/AL/N/18

The Home Ownership Scheme (HOS) usually attracts 10 times mare applications than the number of flats available for sale.
At present, selection is done randomly by computer, and the flats are not transferable within ten years of purchase. If new

HOS flats are freely transferable.

A

B.
(o}
D

less applications would be expected.

even more applicaticns would be expected.

the poor will sell their HOS flats to the rich.
the rich will sell their HOS flats to the poor.
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1994/AL/1/26
Which of the following isfare associated with private property rights?

A. the right to usc the property exclusively
B. the exclusive right to enjoy income fram the property
C. the right to sell the property outright
D. Allofthe above.
1995/AL// 16

An apple tree subject to unrestrained common exploitation

A.  hasno market valae.

B.  will be harvested later.

C. isapublic good.

D. hasapositive price.
1997/ALAN2

The Diaoyu Islands (£ & 8 ) issue shows that

A. there is a cost in defining and enforcing property rights.
B. exchange is impossible without private property rights.
C. demonstrators pay a cost in exploitation of the common property.
D. All of the above.
1997/AL/V19

A common property

A. has no market price.
B. always implies allocative inefficiency.
C. always has a zero consumer surplus.
D. (out of syllabus)
2000/AL/L/28
A common property
A induces non-price competition.
B. isa free good because it has no market price.
C. isagood that can be consumed concurrently by more than one individual.
D. isagood owned collectively by more than one individual.
2004/AL/L26

Property rights arise whencver

A. there is scarcity.

B. there s a society.

C. thereis a society with scarcity.

D. production is subject to the law of diminishing returns.
2010/AL/20

Which of the followinyg statements about private property rights is correct?

Private property rights may cxist without a court of law.

Private property rights may be protected by local customs.

Private property rights arc an essential preclude for market transactions
All of the above

onw>
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Microeconomics by:

. Basic Concepts I. Baslc Concepls:
2011/AL//02 Short & Structured Questions
Scarcity in society implies
A.  shortage. 1993/AL/1/8
B. the emergence of private property rights. In Hong Kong, during the week before the Chinese New Year, many tlower bazaars are organized by the sovernment to let
C. the existence of price. vendors sell their New Year commodities to the public. The government allocates the right to operate cach stall by tender or
D. there is no such thing as a free good. bids and the right to operate a stall goes to the vendor who bids the highest price for it. The bidding is usually held a month
in advance. Therefore. events that happen after the bidding which would affect the income from operating a stall would not
be reflected in the bid. The right to operate a stall is not transferable,
2011/AL/I/25
Which of the following statements about property rights is correct? If the right to operate a stall was transferable. would the movemment receive higher bids for the stalls? Explain. (10 marks)
A.  Property rights arise only when resources are allocated thought the price mechanism.
B. Property rights arise whenever there is scarcity. 2004/AL/I7(b) .
C. Propertyrights arise when individuals in a society compete for resources. Many people go deer hunting. It is reported that among all the people who go deer hunting, less than 10 per cent of them (the
D. All of the above superior hunters) get more than 90 per cent of the hunted deer, while the remaining S0 per cent or more of them (the inferior
hunters) get less than 10 per cent, or each of them get hardly any deer. Assume for this question that all people who go deer
hunting have the same time cost and that they enjoy hunting equally.
2016/DSEN/03
Marlene had bought a cookery book from a bookstore. Her friend, Kitrnan, said to her, “You have private property rights to As property right to the deer in the wild are not assigned to any individual or a group of individuals by Jaw or by custom,
this cookery book.” Which of the following rights would Marlenc have after the purchase of the book? are there any private property rights to the deer in the wild? Explain. (Hint: Imaging an extreme case where only one of the
participants knows how to hunt.) (6 marks)
(1) To follow the recipes in the book in preparing a dinner for Kitman
(2) To scan and upload the whole book to her blog
(3) Toleave the book on the bookshelf without reading it 2013/DSENL/2(a)
(4) To lend the book to Kitman and ask for a dinner in return The Hong Kong government plans to introduce the “Hong Kong Property for Hong Kong Residents™ policy. The flats built
under the policy can ounly be sold to Hong Kong permanent residents within 30 years,
A (1).(2) and (3) only
B. (1), (2} and (4) only What are private property rights? Explain why the private property rights over the flats may be weakened under this policy.
C. (1), (3)and (4) only (4 marks)
D. (2).(3)and (4) only
2019/DSE/1/0}

Refer 10 the following suggestion for tackling the housing problen.

The govornment should build s new type of housing, called Easy Living, for which the ownars can Iegsa :
their fias 3t 3 controlled reat. If the owners wans %o scll their Suis, they can only sell them back to the |
ZOverament. : e

¥

Compared with owuingl a private
Living housing anit.

2 unit, wiil be weakened for those owning m Kasy

(1) therigittouse
()  the right to recsive income : F
(3) the right to bansier

A, (1) and (2} only
B. {1)and (3)only
G (2)and (3)enly
D. ((Daed(3)
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1988/1./1/23 199410110 1995iALIN6 2080:AL/128 20117411702

B B A A C(51%n
1990/ ALA/29 1994 AL/ 18 1997/ALA2 2004/ ALT26 2011/ ALV2S

D < D C(78%) C(56%,
19923171724 1994:A171:26 2010/AL/1/20 20 [o/DSEADS

« D D C (88%)
20)9/DSET QL

¢ Nuote: Figures in brackets indicate the percentuges of candidatey chiooying the correct 4nswers.

1993:AL:1R

At the mme of anction. the futwe is ne cerram. Events may happen which weuld alfect the vatue of the bid. If'the bid 3
transferable. a bid winner may transfer his riglus o another operator it adverse events happen that are pacticutarly harmind to
him, Therefore, bidders are wilting to ofkc where the bid s rransfirable

wrher bids in the case

Even if ne unexpected events were fu foilew, the bids o
be aware at the titas of the bidding that theiy deststor:

strld e bitgher with transferable debts because the bxdders must
2t b mistakes. given positive infurmation casis

2004/AL/1H(b)

Yes. thers are, praperty rights to the deer in the wild ure delineated by the know-haow or special wi'the iesssthan-10-
cent superior hunters, This is just like a strong man cocupying & picce of land wiihout legal assignment will have an implicht
claim 1o the land if no competitor can lake i€ away or infringe upos his usc rights,

2013/DSEAN2(a)
Private property Tights rafer to the exclusive right to use. the exclusive right to receive income from, and the right to transfer
2 property owned by an individeal (33

The private property rights over the flats under the schemw are weakened as the flat-owners' right of transferring their flats to
non-residents is confinesl. (1)
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1.7 INTEREST

198%/AL//20
‘Interest will not exist without money.” This statement is

A.  true because interest is the premium of present over future money,
B.  true because in the loan market, we pay interest when we borrow.
€. false because interest is the premium of present over future consumption.
D, false because interest is a payment for liquidity.
1993/AL/1/28

“Interest exists even without money.’ This statement is

A, true because we pay interest when e borrow.
B. true because interest is the premium one pays for the earlier availability of goods.
C.  false because interest is a compensation for inflation.
D. false because money is used in all societies
1998/AL//26
Which of the followiay slatements aboul interest is true ?
A, Interest will not exist without money.
B. Interestis a price for the earlier availability of a good,
C. If'there is no intlation, the interest rate will be zero,
D. (outofsyllabus)
2003/AL/1/24

Which of the following statements about interest is correct?

A. Intercst is a premium received for postponing current consumption.
B. (out of syllabus)
C. A more patient individual is willing to pay a higler interest rate for earlier consumption.
D. Ifthere is deflation, interest rate must be negative.
2006/ALA/11

Interest exists in the absence of

vOwy

money.

risks.

a banking systen.
All of above.
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Basic Concepts

1. Baslc Concepl

2012/DSEAS3 MARKING SCHEME
Which of the following statements about interest is correct? -
A, People will reduce current consumption when the interest rate drops. 1989/AL/1/20 1998/AL:1/26 2006/AL/T11 2016/DSE/i4
B. The interest rate will be zero if there is no inflation. C B D (78%) D (45%)
C. Interest does not exist in a planned economy.
D. Interest still exists without money, 1993/AL1/28 2003/ALA/24 2012/DSE3 2017/DSEN/2
B A D (90%) C(53%)
2016/DSE/N/4 Note: Figares in brackets indicate the percentages of candid choosing the correct answers.

Which of the following statements about interest are correct?

(1) Interest is the compensation for deferring consumption.
(2) Interest exists because people are impatient to wait.
(3) Interest exists in a barter economy.

A, (1) and (2) only a price hecause it is a sacrifice one must make to oxchangs for an cconomic pood.
B. (1)and (3)only
C.  (2)and (3) only Ttis a pricc onc pays for the carlier availability of goeds or a price anc pays for carlier over later consumption.
D. (1).(2)and(3)
2004/ALAS
2017/DSEN/2

Disagree. Interest is the price of eartizr availability of goeds. and without money this price or premium still cxists as long as

Which of the following statements about interest is correct? a market (for bosrowing and iending) exists. Hence it may be charged in a barter economy.

A. Without money, interest does not exist. Tlnan you an apple. when you returo it a vear fater, ow agreement woald be you retarn an apple pius a bite from another

B.  Without inflation, interest docs not exist. apple. That bite js interest. Money is not unplied.

C. Without scarcity. interest does not exist.

D. Interest is the compensation paid to the borrower for delayed consumption .
PPDSEMN/]
To Poter: The baokmark was the price / premivm he paid for the carlier avistabiliny of the book (23
To Mary: The bookmark was the compensation she received for defurring consumption. (2)

Short & Structured Questions

1992/AL/V2
Interest is a price. Why is it a price? What is it a price of? (12 marks)
2004/ALN/S
‘Interest would not exist without money.” Do you agree? Explain, (8 marks)
PP/DSE/II/1
Peter borrowed a book from Mary and he promised to return the book with a bookmark to her a month later at her request.

¢+ Explain why the bookmark could be r¢garded as “intcrest™ to both Peter and Mary. (4 marks)
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2. Produetion

SECTION 2: PRODUCTION

2.1 TYPES-OF PROBUCTION

Multiple Choice Questions

1990/CENI/27
FirmA || Firm B - Firm C 4 Firm D
| Lumbering Transporting Wood Refining Fumiture
Manufacturing
Firm E Firm F
- " ™™ Households
Wholesaling Retailing

The following shows the production stages of furniture manufacturing. Which firms belong to the tertiary production?

A. FirmsA.Band C
B. FirmsA.CandD
C. FirmsB,EandF
D. FirmsD.Eand F

1991/CE/NI/04
Mr. Wong, who is a fi reman. also works as a part-time taxi-driver. Which stage(s) of production is he engayged in?

A, secondary prosduction only
B. tertiary production only
C.  primary and tertiary production only
D. secondary and tertiary production only
1991/CE/NI/05
Primary
Production
L.
The above diagram shows the interdependence among the three -
stages of production. The flows of ‘X" and ‘Y should be labelled - Secondary
respectively as Produchion
A. natural resources and consumer goods L
B. natural resources and capital goods
C.  services and consumer goods X Tertiory
D. services and capital goods N ~
Producnion
|

50

1992/CE/11/04
Which of the following is classifi edas consumption?

A. A student saves up unused Christmas cards until next Christmas.
B. A student helps to clean his classroom.
C. Mrs. Hong teaches a TV audience how to cook.
D. Astudent watches a music TV programme.
1993/CE/11/04

‘Which of the following arc examgples of tertiary producers?

(1) apop singer

(2) abaker

(3) abank teller

(4) atruck driver

(5) afilm-developing operator

A, (1),(2) and (5) only

B. (1), (3) and (4) only

C. (1), (3) and (5) only

D. (2),(3)and(4) only
1993/CE/I1/05

Employmeat in primary, secondary
#nd tertiary industries iz 1981 and 1991

Primmy 3% Primary 1%

|
Tertiary \Scczmdavy
48% 50%

Tertiary
61%

1981 1991

Based on the above information,

A the primary sector employed the same number of workers in 1981 and 1991
B. the total value of secondary products was lower in 1991
C. 1tertiary production is becoming more important in terins of its contribution tc employment
D. real income earned in the tertiary sector was higher in 1991
1994/CE/IV60

Which of the following activities is NOT classified as production?

vowe

a mother teaching her child to read

2 son helping his mother to serve dinner at home
a father repairing a TV set at home

a daughter playing with her cat at home
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1995/CE/11/0% 2002/CENN/12
Mary is a sewing worker in a garment factery in the daytime. In the evening, she works as a waitress in a restaurant. Mary is Which of the following statements about production is correct?
a producer.

A, Developed countries have no primary production.
A.  secondary B. Students selling flags for charity organizations are engaging in production.
B. tertiary C.  An Indian restawrant engages in tertiary production only.
C. primary and secondary D. The car repair work belongs to secondary production.
D. secondary and tertiary
2003/CE/11/15
1995/CENV15 Which of the following activities are classified as production in economics?
% share in total employment (1) aman delivering newspapers
{zar 1982 1992 (2) agirl sewing her own dress
Manufacturing sector 45% 19% (3) a boy selling pirated compact discs (CD)
Services sector 50% 78% |
Others 3% 3% A, (B)and (2) only
Total 100% 100% B.  (})and(3) only
C.  (2)and (3)only
From the above table. we can conclude that D. (D.(@)and (3)
A.  the manufacturing sector had a big fall in employment is 1992 as compared to 1982.
B. the services sector had a great increase in employment in 1992 as compared to 1982, 2004/CEMNY - . y
C. the services sector employed the largest number of working people in 1992 % share of total employment
D. the services sector accounted for a greater proportion of gross domestic product (GDP) than the manufacturing Country A Country B
sector in 1992, Primary production 3 1
Secondary production 46 25
Tertiary production 51 74
1997/CEN1/28
Employment by broad economic sector From the above table, we can conclude that
o Numbder (0X) . . 9
U A. most people in country B cnjoy a higher living standard than most people in country A.
1 R “"’“":’;"""_//—V B. most people in each of the countriesengage in tertiary production.
1 e C. more people engage in tertiary production in country B than in country A.
L D. All of the above are correct.
1000 2005/CENV14

The following graph shows the relationship of the three stages of production. What does P and Q stand for respectively?

h\\- e

500 sl : |

3 Manuluctonog vector / Production

] % Y\\\

T Y T T T v i . r T T LS B T .
Mar Jun Sep Dac M Jua Sep Dwe Mar Jun Scp Dac Mar Jun Sep Des M Jun Sep Dee htas Jun Sep £y
1990 i 109 w2 993 1094 Leos ’

3 Secondaty Tertary
+ Production Production

Sousce : HONG KONG 1996, Hong Kong government setvices: consumer goods

producer goods: consumer goods
raw materials services
natural resources; producer goods

According to the above graph, which of the following descriptions of the labour force in Hong Kong from March 1990 to
September 1995 is correct?

oW

In terms of employment, the manufacturing sector was declining while the service sector was growing.
The output per employce in the manufacturing sector was falling,

One major source of manpower in the service sector was imported labour, including domestic servants.
The real wage of the service sector was increasing.

vnwe
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2. Production

2007/CE/[1/13

The following table shows the employment distribution ef Hong Kong,

Year| yogs | 1997 | 2008
Scctor

Primary 2.2% 0.5% 0.4%
Secondary 43.5% 20.4% 13.7%
Tertiary 343% 79.1% $6.0%
(Total) 100% 100% 100%

From the above table, we can conclude that from 1985 to 2005,

A, the number of people engaged in the primary and sccondary sectors decreased while that in the tertiary sector

increased.
B. the overall unemployment rate remained constant,
C.  the contribution to gross domestic product (GDP) of the tertiary sector increased.
D. the relative importance of the secondary sector in terms of employment decreased.
2008/CEAV13

Hong Kong's gross domestic product (GDP) at factor cost was higher in 2005 than in 2001. The charts below show the

contribution to GDP at factor cost by sectors in 2001 and 2005, respectively.

Terdiary
producticn
(86.5%)

Secondary
production
(13.4%)
Primary
production
0.1%)

Year 2001

Based on the above information. we can conclude that in the year 2005

the labour productivity of the secondlary sector decreased.
the output value of the primary sector increased.
the number of workers in the tertiary sector increased,

vow»
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Tertiary
production

(90.7%)

Year 2005

workers in the tertiary sector on average carncd more than those in the secondary sector,

2010/CE/M/15
Study the following information ubont an cconomy:

Microeconomics By Topic:
2. Production

% of total employment

In 1999 |  In 2009
Primary production 39 | 5
Secondary production 2l | 30
Tertiary production 40 65
(Total) 100 {00

From the above table. we can conclude that

A, the primary sector's relative importance in total employment has decreased in 2089 because its average labour

productivity has increased.

g0w

2014/DSE//10

most people have a higher living standard in 2009 than in 1999.
the number of workers engaged in the secondary sector in 2009 may be larger or smaller than that in 1999.
the tertiary sector contributes the largest share to the gross domestic product (GDP) for 2009.

The following graph shows the relationship of the three stages of production. What do E and F stand for respectively?

V4

Primary

Secondary
Preduction

consumer goods: raw materials
producer goods: services

raw materials; services
producer goods; raw materials

SOowp

Pro  damti \

——— | Tertiary
* Production
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Production

Short & Structured Questions

1990/CE/1/1(a)(if)

Mrs Wong is a lawyer and is also good at doing housework. but she employs a Filipino maid to do her housework.

To what stage of production does the work done by Filipino maids belong? Expiain. (2 marks)
1996/CE/1/2

*Sphagetti Housc' is a fast-foad shop selling pizzas and other [talian dishes. Name and explain the type(s) of production that
the shop is engaged in. (4 marks)

2004/CE/1/9(d)
Explain which type of production car agents belong to. (2 marks)

2015/DSEAV/(a)

Many electronic product retailers are Jocated in Mong Kok.

To which type of production do electronic product retailers belong? Explain your answer. (2 marks)
2017/DSE/I13(a)(i)

To cope with the problem of a rapisly aging population in Hong Kong, the government has proposed a retirement protection
scheme under which eligible elderly would receive $38 760 per year.

Mr. Chan, a street sleeper. is eligible to receive $38 760 under this scheme. He would be able to afford the service of an
elderiy care centre and would spend $30 000 of the money to pay the yearly charges,

To which type of production does elderly care service belong? (1 mark)

MARKING SCHEME

1095/ CEAIL LS

2003:CEANIS

3¢

26%0

2004:CE1A10
B (43%;

2008:CETI 14
C(81%)

2007:CEA1A)3

D (33%;

2008:CET 3
C(10%%)

2010/CEAL1S
C (39%)

20)/DSEI/0
D (67%)

Note: Figurey in hrachets indicate e percentuges of cendidutes choosing the correct answers.

1990:CEA1:27 1993:CEAL04
C B

MOLCE (GO CETHDS
B (o

1901/ CEALNS
3]

1992:CEA N4 (905:CETI04
D n

1990/CEN 1ayily

Tertiary production, because
provision of service,

1996/CE/L2

Secondary production - food materials arc cooked in the shop and turned into cooked faed,
Tertiary production - when having mcals. customers are served by waiters in the shop.

2004:CE/L/9(d)
Tertiary producnon. because
they provide services.

2015/DSE/){(a)
Tertiary production, because
it provides retail services.

2017/DSE/T/ 13 (a))
Tertiary production.

(N
iy

jed
2y

(98]
(¢3)

{1}
0
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2. Production

2.2 CONSUMER GOODS AND PRODUCER GOODS

Multiple Choice Ouestions

1992/CE/N1/06
Air-conditioners used in restaurants can be classified as

(1) capital goods
(2) consumer goods
(3) scarce goods

A, (1) and (2) only
B. (1) and (3) only
C. (2) and (3) only
D. (1), () and(3)
1995/CE/NIV14

Electric fans installed in classrooms are classified as

(1) consumer goods.
(2) capital goods.
(3) economic goods.

A. (1) only

B. (2)only

C. (1) and (3) only

D. (2) and (3) only
1996/CE/M1/02

A department store reduced the price of its television sets but there was still unsold stock. These television sets are

A, free goods because the quantity supplied is greater than the quantity demanded.
B. consumer goods because they are sold at a department store.
C.  capital goods because they are man-made .
D. economic goods because people have to pay a price for them.
1999/CE/11/02

Jenny won a cooking competition and was awarded a famous brand microwave oven. This microwave oven is

a free rood because Jenny does not need to pay for it.
aconsumer good because it is a prize in the competition.

an economic good because other competitors want to have it.
a capital god because it has a market value.

oOwe

1999/CE/NY/ 10
Which of the following arc capital goods of a school?

(1) teacher’s knowledge of economics
(2) notes taken by the students
(3) warch-dogs

(1) and (2} only
(1) and (3) only
(2) and (3) only
(1), (2) and (3)

gnwy
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Microeconomics 1

2. Production .
2007/CE/I/12 )
Flourisa when

A.  capital good ...... it is used by Mrs Chan to make a cake for her daughter's birthday :
B.  consumer good ...... it is for sale in the market f
C. capital goed ...... it is used in a cooking program shown on the relevision

D. consumer £00d ...... it is packed for delivery to customers

2009/CEANI/14
Some resort hotels in Japan provide natural hot springs for their customers. These resort hotels are engaged in and these hot
springs are classified as

A.  primaty production ...... producer goods

B. tertiary production ...... producer goods

C. secondary production ........ consumer goods

D. tertiaryproduction ...... copsumer goods
2016/DSE/N/02

During the Hong Kong Cemputers and Communications Festival, the organisers distribute USB flash drives to the
participants as gifts. To the organisers, these USB flash drives are

(1) economic goods
(2) producer goods
(3) consumer goods

A (@) only

B. (3)only

C. (1)and (2) only

D. (1)and (3) only

MARKING SCHEME

1992/CEAT06 1996;CEAL02 F999:CE1IA10 2009/CET/ 14

B D B B (35%)
1993/CETI 14 2007/CETIY 12 2016DSET/02

D C(36%) C (66%)

Nege: Figures in brackely indicate the percentages of candidates chousing the correct anysvers.

2020/DSE/ A

59



23 FACTORS OF PRODUCTION

Multiple Choice Questions

1990/CE/I/13
Which of the following is an example of *land’ in cconomics?

A.  reservoirs

B. factories

C.  rubber plantations

D. mineral deposits
1991/CE/TI/10

Which of the following is an example of {and in economics?

A, reclaimed land

B.  crude oil underground

C. gasoline stored undergronad

D. Victoria Harbour following improvements
1992/CE/NN07

The war in the Middle East has led to fires in the oil wells in Kuwait. Teams of firemen were there risking their lives to put
out the fires. Economists classify crude oil as ., oil pumps as , firemen as and the owners of the

oil wells as
A, capital ...... capital ...... entrepreneurs ...... entrepreneurs
B. capital ...... land ...... labour ...... labour
C. land.... Jand ...... capital ...... enweprencurs
D. land ... capital ,...., labour ...... entrepreneurs

1993/CE/IL/08
Which of the following belongs to the factor of production ‘land’?

A. the reclaimed land in West Kowloon

B. the fishing grounds in the South China Sea

C. the MacLchose Trail

D. the killer whale in the Ocean Park
1996/CE/11/15

Which one of the following is an example of land?

A, solar energy collected from sunlight by a power plant
B. rainwater collected in reservoirs

C. land reclaimed from the sca

D. dewon farmland in the morning

1997/CE/1V/13
Which of the following is ¢lassified as 1and in economics?

A, live fishes sold in a seafood restaurant

B. silver ofe in a mine

C. the newly reclaimed land in Western Kowloon
D. apiece of cultivated land

60

1998/CE/MI/12
Which of the foliowing is classificd as land in economics?

A, Land reclaimed along the Victoria Habour

B. Fish caught in the high seas (2 %3 )

C.  Plants grown in the country parks

D. Crude oil newly discovered underground
1999/CENV/11

Land is different from capital in that

A.  Land cannot be increased but the capital can.
B. Land is more demand inelastic than capital.
C. The use of land does not cost anything but the use of capital does.
D. Land is less occupationally mobile than capital.
2000/CENV/14

*Wild birds in the forests are classified as land in economics," This statement is

true, because they are free goods

true, because they are natural resources.

false, because they can move while land is geographically immobile.
false, because their supply is not fixed.

oWy

2003/CENV16
Which of the following statements about ‘land' js correct?

The supply of land may be increased through human effort.
The supply of land may change over time.

Land is a free good because it is part of nature.

Land is a scarce good because it cannot be produced.

vows

2005/CE/I/15
Which of the following is classitied as Jand in economics?

A soil with chemical fertilizers added to it

B. trees in a plantation area

C. undeiground coal reserves

D. apiecc of cultivated land
2007/CE/MNG

Which of the following statements about tand is correct?

Crude oil unextracted is land because it is fixed in supply.

Ocean is land because it is yeographically immobile.

Rainfall on a piece of farmiand is land because it is a gift of nature for production;
Woodl being cut in the tropical forest is land because it is used for production.

o0w>
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Z Produdion

2008/CE/N1/14
Which of the following are land in cconomics?

(1) the Chinese white dolphins living in the waters around Lantau Island
(2) the giant pandas living in Ocean Park Hong Kong
(3) migratory birds found in the Deep Bay (J& #& &)

A. (1) and (2) only
B. (1) and (3) only
C. (2)and (3) only
D. (1).(2)and (3)
2009/CE/I/15
Which of the following belongs to the factor of production “land™?
A endangered species of Tibetan antelope (£ $ 3 ) found on the Tibetan Plateau (¥7 ¥ 75 & )
B. flowers planted in Hong Kong Disneyland
C. crocodilesliving in Hong Konyg Wetland Park
D. oxygen provided in the trains running across the Tibetan Plateau
1994/CE/NV/16

Capital differs from land in that, for example,

A, capital is produced from scarce resources but land is not.
B.  capital has a smaller supply clasticity.
C. the demand for capital isa derived demand but that of land is not.
D. capital generates a higher retarn to its owners,
1995/CE/Tl/18

The payment for the use of some well-known franchised names such as ‘McDonald' s' and '7-Eleven' can be regarded as

A interest.

B. rent.
C. profit.
D. wags.
1998/CENN/16
Knowledge
A.  isnot capital because it does not have a physical form.
B. isnot capital because its ownership is not transferable.
C. is capital because it is desired by everybody.
D. s capital because it can increase wealth in the future.

2000/CE/I/13
Which of the following is classified as capital?

The singing skill ofa superstar

The sunlight people enjoy on the beach
A stronyg current in the ocean

An oasis in the desert

oowy
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2001/CE/I/09
Which of the following statements about land and capital is correct?

A. Land has no occupational mobility but capital does.

B. There is no cost of producing land but there is cost of producing capital,

C. Landis a free good but capital is an economic good.

D. Over time. the quantity of land is fixed but that of capital is not.
2001/CE/I/T

Which of the following is classified as “capital'?

A
B,
C.
D

sunshine in California

oif welis in Kuwait

sand in the Sahara Desert
fresh air in the Alps

2002/CE/M/1S
In economics, which of the following statements abous capital is correct?

A.  The quantity ol fixed capifal cannot be changed in the short run.

B.  Capital eamns the highest rate of return among alt factors of production.

C.  Capital is produced to satisty consumers” wants directly.

D. The geographical mobility of capital is greater than that of land.
2007/CE/U17

Land is different from capital in that

A.  the supply of land cannot be controlied. whereas that of capital can be.
B. land is a free good but capital is an economic good.
C. Jand has a lower occupational mobility than capital.
D. land has a greater supply elasticity than capital.
2007/CENI/18

In Economics, a taxi is classified as

A. lanod..... rent
B. capital ...... interest
(&5 interest
D.

2010/CE/IV17

‘Which of the following about ‘land’ and *capital’ is correct ?

Saw»

Both land and capital can be increased by human effort.
Bothland and capital arc fixed factors of production,
Land is more elastic in supply than capital.

Land is less geographically mobile than capital.
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__and the income of the taxi owner from renting the taxi to a driver is classified as
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2 Preduction
2016/DSE//6

A school is a production unit which provides educational services. The following are people and objects that are usually
found at a school:

(1) the school building

() teachers

(3) students

(4) private cars owned by teachers
(5) sanitisers (% F ¥ ) in the toilets

Which of the above items are capital of the school?

A. (1) and (4) only

B. (1) and (3) only

C.  (2) and (3) only

D.  (1),(4) and (5) only
1990/CE/11/28
Which of the following factors of production wonld have its retumn determined only after the products are sold?

A, land

B. Iabour

C. capital

D. entrepreneurship
1991/CEA1/07

Which factor return has ail of the following characteristics?

T Itcan be negative
I Itcan be very large
1T It is not known before sale of finished products

A, rent

B. wages

C. interest

D. profits
1992/CE/NI/88

The main function of entreprencurship is

A.  to design new products

B. tobearrisks

C. to provide technical expertise

D. tomake routine business decisions
1995/CENV1%

Which of the following about the return for entrepreneurship is true?

It can be determined before the commodity is sold.

It can be positive or negative.

It does not vary with the business performance of the firm.
It is higher than the return for labour.

OO0 W

64

Microeconomics

1997/CE/IL/57
Mrs. Lee is a hawker. She sells fresh flowers in Mong Kok, Which of the following is INCORRECT?

A.  She is a secondary producer.

B. Sheis atertiary producer.

C. She provides entreprencurial skills.

D. She provides labour service.
2001/CE/MIN2

Dennis opened a convenience store and he has employed his friend, John, as a storekeeper. Dennis™ work is classified as
and John's work is classified as 7

A. secondary production ...... labour

B. tertiary production ...... entrepreneurship

C. labour ...... secondary production

D. entrepreneurship ...... tertiary production
2004/CE/11/14

Michael Owen is 2 famous football player for Liverpool Football Club. In economics, he provides the service of
e enpages in production.

entreprencurship ...... secondaty
entreprencurship ... tertiary
labour ...... secondary

labour ...... tertiary

onwy

2006/CE/11/13
Mr Chan is the owner of a printing factory and he employs Mary as an accountant. The factory engages in
production and Mary provides the service of the factor

secondary ... labour
secondary ...... entreprenenrship
tertiary ...... fabour

tertiary ... entrepreneurship

vows

2019/DSE/1/88
Which of tho following are capital of a cafe?

(1} coffes machines

(2} coffec heans

(3} video game consoles brought by its axsmmers for parry

(4}  somic bosks which can be borrowsed by Jts customers fkee of charge

A (Had(Ronly

B. (I}, (2)=0d (8) anly
C.  (I),{3)and (&} only £
D.  (2),Gyand (4) only
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2020/DISE//6

Refer to the following dialoguc.

I own a lake with great natural views, How
can 1 eam income from it, Captain Cook?

) have a fishing boatl 1 can be the
Landiord Li captain of some boat trips in the lake!

Captain Cook

Let’s arganise fishing towrs and charge the tourise 3 large sun!
1 will pay you a daily rate, Ceptain Cook. And | will pocket the
remaining income. We will cam a lot of money together!

Giventhe return of Jaad is tent, 1he retan of fabour is wage, the return of capital is intterest while the returm of
entrepreneur is profit. The income earned by Captain Cook consists of while the rernaining income
<arned by Landiord Li consise of

WIEC...... prefit

interest -eent and profit

wage and interest ... ..rent

wage and interest ... rent and profit

vNw >

Short & Structured Questions

1991/CE/N/4(a)(i)
M. Chan was 3 lorry driver of a construction company. Last year, he left the company and began to work on Lis own witk
his lorry, taking orders directly fom customers.

Explain whether Mr. Chan runs a firm. (3 marks)
1995/CE/V/11(b)

Mr. Ip owns a property agency (#) 3% £33 17 ) and hires Mary as a clerk of his firm. Dissinguish between the economic
roles played by Mr. Ip and Mary. Explain your answer. {4 marks)
1996/CE/I/4(b)

A traffic light, which was worth $1 500, was knocked down in a traffic accident. The driver was fined $3 000 and the
government used $2 000 to install another traffic light.

Explain why the traffic light is a kind of capital. (2 marks)
1997/CE//1

Peter owns a plot of land for farming in the New Territories. He hires workers to work together with him on his farm. To
what TYPES of factor of production does Peter belong? Explain your answer. (4 marks)

2000/CE/N3

Explain why an incineratar (4% £ 22} is a capital. (2 marks)
2004/CE//%(e)

Explain which type of factors of production the cars displayed in the showrooms belony to. (2 marks)
2005/CE//2

Ka Miny is the owner of an air-conditioner repair company. He also repairs air-conditioners for his customers. To what types
of factors of production does Ka Ming belong? Explain. (4 marks)
2014/DSE/1/2(a)

Ah Wing runs a store selling mobile phone accessories in Mong Kok. To what factor of production does Ah Wing belong?
Explain your answer, (2 marks)
2016/DSE/I/10(b)

Solar energy becomes an increasingly important energy source in the sunny western provinces, like Gansu and Xinjiang, in
China,

Solar panels are installed atop the roofs of many residential buildings to generate solar energy in those western provinces.

Explain to which type of factors of production the sunshine belongs in the production of solar energy. (2 marks)

2018/DSE/1/2(b)
Last year, Peter operated a sole proprietorship. Recently he invited Paul and Mary to form a partnership to expand the
business to other markets.

Mary has invested in the firm but would not take part in its management. To what type of factor of production does Mary
belong? Explain your answer. (2 marks)
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MARKING SCHEME

1990/CE/II/13 1999/CE/IV11 1994/CE/T1/16
D A A
199 [/CEAN/10 2000/CENL/14 1995/CEAN1S
B B A (deleted)
1952/CEAL07 2003/CEMt/16 1998/CE1/16
D B (20%) D
1993:CEAL/0S 2003/CEATTS 2000/CEI/ 13
B C (S0%) A
1996/CEA1/ 15 2007/CENL16 2001/CE/T1/49
D C (41%) B
1997:CETI 13 2008/CEAL 14 200 L/CE/N/ 1Y
B B (847 B
1998/CEAI 12 2009/CEN/ LS 2002/CEALS
D A(83%) D (50%%)

2007/CE/ 17
A (69%)

2007/CE// 18
B (28%)

2010/CEAL 1T
D (82%)

2016:DSEA/06
B ($4%)

1%90/CE/11/28
D

1991/CEALQT7
D

1992:CE/HUS
B

Microeconamics

1995/CENI/19
B

1997/CE/ST
A

2001/CEAIA2
D

2004:CE/ 14
D (84%)

2006/CE/M/13
A (79%)

2019/DSE/T08
B

2620/DSEL6
D

Note: Figures in brackets indicite the pescentages of candidates clivasing the correct answers.

1991 /CEAMta)ii)
Yes. hecause
he makes dectsions and bears risks in a firm.

1995/CEA/11(b)

The distinctive economic role 1s that Mr Ip belongs to enlreprencurship, because

he has to bear (he risk of the business / formulate policies.

Mary does not belong o entreprencurship / she belonps to labour, becanse
she does not have to bear rsk / she provides human effort in production.

1996/CE/Hb)
A traffic light is a man-made resource used for production.

1997:CE//1
Entrepreneurship. because

he bears risk / makes decisions.
Labour. becauss

he provides human effort in preduction

2008/CE/1L3
It is man~made and it is used for production.

2004/CE//9(e)
Capital. because
those cars are man made resources (used for production).
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2003/CE/L2
Entreprescurship, becaunse

he bears risks / makes decisions.
Labour, because

fre provides haman effort in production.

2014/DSE/N12(a)
Entepreneurship, because

e bears business risk and makes business decisions.

2016/DSE!I/10(b)
Land, becanse
it 18 a natoral resource which is a gift of nature

2018/DSEMI2b)
Entreprenensship, hecause
she hears business eisk.
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2.4 LABOUR SUPPLY AND PRODUCTIVITY

Multiple Choice Questions

19906/CE/1/20
Which of the following will increase the supply of labour?

(1) The legal minimum working age is raised.
(2) The government introduces an unemployment benefit scheme.

(3) Workers are willing o work for longer hours at the same wage rate.

(4) The retirement age is raised.

A. (1) and (2) only
B. (1) and (4) only
C. (2)and (3) only
D.  (3) and (4) only
1991/CE/IV09

Which of the following will improve the average productivity of labour?

a larger population

longer working-hours

more opportunitics for tertiary education
the emigration of skilled workers

vowy

1991/CE/II/56
The supply of labour does NOT depend on

A, the size of the population,

B. the composition of the population.

C.  the legal minimum working age.

D. the productivity of workers.
1992/CE/NI/ 10

Which ot the following can increase the productivity of tactory workers?

(1) abandoning the piece-rate system

(2) installing more machinery

(5) importing labowr from Mainland China
(4) providing a better working environment

A, (1) and (2) only
B. (1) and (3) only
C. (2)and (4) only
D. (3)and (4) only
1992/CE/1l/14

The Hong Kong government is expanding the tertiary education. This means that

the provision of tertiary education no longer involves opportunity cost.
the provision of tertiary education is not subject to diminishing retumns,
resources allocation will definitely be more efficient.

the future labour productivity will increase.

oo
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1993/CE/11/86
Which of the following will improve the average productivity of labour in an economy?

(1) extending compulsory education to a higher level
(2) raising the refirement age

(3) increasing the quantity of capital goods

(4) raising unemployment benefits

A, (1) and (3) only
B. (l)and (4) only
C. (2)and(3)only
D. (2) and (4) only
1993/CE/I/19
The following table shows the output of dresses from a factory in 1991 and 1992.
Year 1991 1992
Number of workers employed 20 25
Units of dresses produced 90 000} 80 000
Number of working_hours per worker 3 000 2 000

The factory employed a

A, larger ... higher

B. larger...... lower
C.  smaller ...... higher
D. smaller ...... lower

1994/CE/X/17
Which of the following factors would tend to increase the labour supply in Hong Kong?

(1) The government re-employs some retired civil servants
(2) There are more public holidays cach year.

(3) There is greater proportion of males in the population.
(4) The educational level of workers becomes higher.

A, (D and (3)only
B. (l)and (4} only
C.  (2)and(3) only
D. (2)and (4} only
1995/CE/I/16

Which of the following will increase the average productivity of labour?

(1) alarger labour force

(2) better education and training of workers
(3) better organization of production

(4) fower public bolidays

A, (1)and (2) only
B. (1)and (4) only
C. (2) and (3) only
D.

(3) and (4) only
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1995/CE/I1/59
Real GDP value-added per employee
car 1982 1992
Manufacturing sector $41 000 $165 000
Services sector $103 000 $280 000

Which of the following statements is NOT a conclusion drawn from the above table?

The manufacturing sector had a higher labour productivity in 1992 than in 1982,
The services sector had 2 higher labour productivity in 1992 than in {982,
The services had a higher labour productivity than the manufacturing sector in 1992.

oQwyE

1996/CE/V/12
Which of the following will decrease the labour supply of a country?

fewer job vacancics

more universities place for students

an increase in the retirement age of workers
an increase in the number of immigrants

onwy

Refer to the table below for Question 13 and 14:

The services sector had a higher labour productivity growth rate than the manufacturing sector.

Fimn A Firm B
Number of workers employed 200 120
Number of working hours per worker 1 000 1900
Units of output produced 100 000 110 000

1996/CE/N1/13
Which of the following comparisons is correct?

A, Workers in Firm B has higher productivity.

B. Firm B employed more labour services.

C. Firm B enjoys a greater ¢conomies of scale.

D. Production in Firm B is more capital-intensive.
1996/CE/V/14

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

A, Dbetter training of workers in Firm A

B. better working environment in Firm B

C.  alarger labour force in Firm A

D. ahigher wage rate in Firm B
1997/CE/NV/55

An increase in the number of Form 7 graduates studyieg in the universitics wil! result in

(1) adecrease in the present labour supply.
(2) a decrease in the present unemployment rate,
(3) an increase in fiture average labour productivity.

(1) and (2) only
(1) and (3) enly
(2) and (3) only
(1).{2) and (3)

oW
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1998/CE/11/14
The average productivity of labour will increase if

oAy

(1) there isan increase in the number of machines.

(2) there is an increase in the size of the labour force.

(3} there is an improvement in the health conditions of workers
(4) workers work more hours per day

(1) and (2) only
(1) and (3) only
(2) and (4) only
(3) and (4) only

1998/CE//15
Which of the folfowing would increase the labour supply of Hong Kong?

vnw>

The demand for imported workers increase

AH women are not atlowed to work overtime.

More employers provide child care scrvices to their employees.
More job vacancies are available.

1999/CE/I/ 14
Which of the following would increase the labour supply of Hong Kong?

onwy

The provision of more day-time child-carc services

A change in the payment system from piece rate to time rate

An increase in the number of public holidays in a year

A decrease in the number of people migrating to other countries.

1999/CENI/20
Refer to the following table:

Firm A Firm B
Number of workers emploved 100 60
Number of working hours per worker 350 650
{Output (Units) 140 000 156 000

Which of the following concerning Firm A and Firm B is correct?

A, Finn B has 2 higher average labour productivity than Firm A.
B. Firm A has a higher average Jabour productivity than Firm B.
C.  Firm A has large labour supply than Firm B.
D. FimB has a large fabour supply than Firm A.

2001/CENV13

Under which of the following situations would the labour supply in Hong Kong decrease?

oNnwy

All universities in Hong Kong admit fewer full time students.

More Hong Kong companies provide training courses to their staff during office hours.

Fewer Hong Kong people are allowed to emigrate to the US.

The Hong Kony government provides subsidies to private firms for instailing high-tech equipment,
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licroeconamics by Tepic
2. Production E 2. Production
2001/CE/I/15 2007/CEAI/) S
Refer to the following table:
{ Country A| Country B
FirmA|__Firm B/ Number of workers e 100 X
Number of workers employed 60 40 Avcrase working hours of workers per day | 8 Y
Total number of working hours 1200 1.000| Total output (unit) | 7200 7200
Total output (Units) 10 800! 9 500}
. . . . . In the above table, if the lubour productivity in Country B is higher, the possible value of X and Y would be and
Which of the following is a possible reason for the difference in the labour productivity of Firm A and Firm B? respectivel —
pectively.
A.  Firro B has a better working environment A 6
B. Firm A has a higher degree of division of labour. B 5
C. Firnn A enjoys greater economies of scale. C‘ : 4
D. Firm B uses a more Jabour intensive method of production. C .
D. 300...3
2002/CEN/ 14
A higher average labour productivity means a higher 2009/CEAL16 ) )
If the government raises the legal retircment age,
A, average output per worker, . . -
B. margiial pnt'gdugt per ;an‘ A.  the occupational mobifity of workers will increase.
C. total output per worker. B. theaverage labour productivity will increasc.
D. total product per unit of labour. C. the supply of labour will increase.
D.  more diviston of Jabour will be practised,
2005/CE/I/ 16
Study the following table: 2010/CE/NY/18
Which of the following will increase the average labour productivity?
Economy - A B | C D
Number of workers 20 5 30 15 (1) The number of promotion posts increases.
Weekly working hours per worker 35 25 H 20 (2) The number of retired workers increases.
Total output 11000 | 12000 9000 | 10000 (3) Production becomes more capital-intensive.
Which economy has the largest labour supply? g 8; :'l:g g; Z";g’
A A C. (2)and (3) only
B. B D. (1).(2)and (3)
C C
D. D
2010/CE/11/20
Which of the following would decrease the labour supply of Hong Kong?
2005/CELT A.  better and more job opportunities in mainland China
Which of the following situati il i verag ductivity? : A g . .
hich of the following sitaations will increase the average labour productivity B. the imposition of a minimum wage law for low-skilled workers in Hong Kong,
A, employing more workers C. afower average salarics tax rate in Hong Kong
B, extendins the working hotis D. anincrease in the retirement age in Hong Kong
0 5 S
C. changing from time rates to piece rates
D. reducing the degree of divisien of labeur IS eI

Which of the following policies will result in an increase in the labour force of Hong Kong?

2006/CE/1/14
A.

. 3 5 9 . e g H 5 P .
Which of the following would raise the average labour productivity? extension of fiee education from 9 years to 12 years

B. anincrease in the mininium capital requirement of the Capital Investment Entrant Scheme (3% 725 £ % 35 A\ 8%
she)

C. anincrease in the immigration scheme queta for talented persons from the mainland

D. introduction of maximum working hours

a larger working population

fewer public holidays

a larger quantity ot advanced equipment

alower degree of occupational mobility of labour

UOw»>
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2. Productien
2012/DSEA/10
Refer to the table below.
Factory A Faclory B

Number of workers empleyed 60 10

Total number of working hours 2000 5 000

Total output (units) 12 000 20 000

Which of the following is a possible reason for the difference between the labour productivity of Factory A asd Factory B?

A, Factory B provides more training for its workers.

B. More machines are used in Factory B.

C. The working environment in Factory A is poorer.

D. Factory A pays its workers at piece rate while Factory B pays at time rate.
2014/DSE//09

Which of the following will increase the Jabour supply of an economy?

A. More firms allow male employees to take paternity leave.

B. More companies offer free transport to employees working overtire.

C.  Universities provide more full-time associate degree programmes for secondary school graduates.
D. The government adopts maximum working hours for the civil servants.

2015/DSE/N/06
Refer to the following table:
Factory A Factorv B
Number of full-ime workers 25 0
Number of part-ime workers 0 50
Average working hours of full- 8 0
time workers
Average working hours of part- 0 6
time workers
Total output (units) 12 000 15 000
A. Factory A uses time rate while Factory B uses piece rate to pay its workers.
B. Factory A provides more training for its workers,
C.  The part-time workers employed by Factory B are more skilled.
D. Factory B uses more capital goods.
2016/DSE/N/08

The labour supply of a country will increase if

more training is provided for the existing labour force.
the legal minimum working age is Jowered from 16 to 15,
foreign direct investment increascs.

the government increases the salaries tax rate,

oow>
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2019/DSEA/0G

In the 2013-19 Budget, the Hong Kong Government raised the subsidy ceiling of the Continuing Education
Fund from $10000 to. 320000 per applicant to encourage members of the public to pursues further edncation.

This policy will lead to a rise in and in the foture,

A.  labour supply ...... geogaphical mobility
B.  labour supply ...... occupational mobility
C.  labour productivity ...... geographical mobility
D. labour productivity ...... occupational mobility



onomics by Topic
2. Production
2017/DSEN/1)
The iniput-output relationship of a firm is as follows.
Year 1 Year 2
Number of workers 30 35
Number of working howrs per worker per day 10 8
Quantity of output (units) 3 000 2 900
Based on the above information. labour supply  and average Jabonr productivity
A, rises ..., rises
B. rises..... falls
C. falls..... rises
D. falis....falls
2018/DSE/N/09

The labour supply in Hong Konyg would increase if

mcre Hong Kong people migrated to foreign countries.

more Hong Kong students studied in tertiary institutions.

the Government lowersed the qualification requirements for the Quality Migrant Admission Scheme.
all working fathers were allowed to take two extra days of paternity leave.

gowx>

Short & Structured Questions

1990/CE/1/2(b)
The data below refer to Hong Kong's financial sector in 1985 and 1986:

1985 1986
'Value-added (in thousand dollars) | 39 589 000 47 052 000
at constant (1985) market prices

Emplovment (in thousands) 177 190

(i)  Use the above data to show how the average labour productivity in the financial sector changed from 1985 to 1986.

(4 marks)
(if) Suggested TWO reasons for the change in (b)(i). (4 marks)
1994/CE/1)2
What is meant by the average labour productivity? Suggest TWO methods of raising Jabour productivity. (6 marks)
2000/CE//11(c)
Suppose Country B has a higher average Iabour productivity than Country A. Define average labour productivity and give
THREE reasons for the higher average labour productivity of Country B. (3 marks)
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2, Production
2002/CE/1Z
Firm A Firm B
Number of workers emploved 100 120
Nuomber of working hours per worker 500 800
Output (units) 100 000 144 000

Calculate the average labour productivity of each firm and state TWO rcasons why the two productivities are different.
(4 marks)

2005/CE/1/10¢a)(ii)
The two countries have a dilferent output of watches, with ¢ach country using the same amount of resources in their

production. State THREE possibic reasons for such a difference. (3 marks)
2007/CEN2
Study the following information on a factory.
[ Year 2006 2007

Number of workers employed 40 50

Number of working hours per worker 300 200

Units of output produced 36 000 40 000
(a) Calculate the Jabour productivity of the factory in 2006 and 2007. respectively. (2 marks)
(b) Give TWO possible rcasons to explain why the labour productivity has changed. (2 marks)

2010/CE/112
Refer to the following data of Finn A and Firm B. Both firms are engaged in the same industry.

Firm A Firm B
Number of workers emploved 20 12
Number of working hours per worker 100 200
Number of output {uoits) 100 000 | 200 000
(a) Explain whether Firm A has a larger labour supply than Firm B. (3 marks)
(b) Explain whether Firm B has a higher average labour productivity than Firm A. (3 marks)
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MARKING SCHEME

1990/CE/1:20 1694/CEfI:17 1998/CENL 14 2005:CETII6
D A B D (51%)
199 1/CEAI09 [99S:CEMI/ 6 199S/CEI/15 2005/CETI17
C C cC C{84%)
1991:CE/I/S6 1995/CE/M1:59 19S9/CE// 14 2006/CE/1/14
D D A C (72%)
1992/CE11/10 1996/CETI/ 12 1959/CEMT/20 2007/CE/LS
C B > B (67%)
1992/CEM/14 1996/CEANT/13 2001/CEM/13 2009/CE1N6
D B B C(81%)
1993/CE/N/06 1996/CE/11/14 2001/CE/Mif S 2010/CEAT1*18
A A A B (68%)
1993/CEAL 19 1997/CEALSS 2002/CE/H 14 2010/CE/TI/20
(&5 jcl D (29%;) A (84%)
2019/DSE/N06

D

1990/CE/1/2(b)
(i} Average labour productivity in 1985: $3% 589 mn ¢ 177 000 = $223 666.7
Average laboar productivity in 1986: $37 032 min + 190 000 = $247 642. 1

.. Higher labour productivity in 1986
(i) - better training and knowledgze
- more investrient in technalogy and machines

- better monagement. e.g. division of laboor
iMark the JIRST TWO points only.)

1994:CEA2
Average labour productivity is ovrput per unit of labour, e.g. output per man-hour.

Methods o raise labour productivine:

- division of labour

-~ incrzasing quantity / quality of capital goads

- more tratning of workers

- Incentive schemes, ¢.g. 4 change frem tme rate 1o piece Tate
{Mark the FIRST TWO points only.}

2000/CE1:11{c}

Output per wnit of labour or outpat per man-hour
- better education / training

« better capital

- better technology

~ better management, ¢.g. division ot lsbour

- better working conditions

(Mark the FIRST THREE points only.)
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2012/DSE/06
C (86%)

2012/DSEA10
D (38%)

2014/DSE1/09
B (79%)

2015/DSE/06
B (73%)

2016/DSE08
B (86%)

2017/DSEA11
C (75%)

2018/DSEA/09
C (94%)

Norte: Figures in brackers indicate the pereentages of candidates choosing the correct anywers.

2@ max :4)

{2i@, max: 2)

() @. max:3)

2602:CEL3
Fimn A: 500 000 =+ (100 ~ 500) = 2 units of ontpnt per man-hour
Firm B: 144 000 + (1206 ~ R00Y = 1.5 units of output per man-hoor

- different education ¢ raining

« different capital

- different technology

- different management

- different working conditions

(Mark the FIRST TWO points only y

2005/CE/710talii)

- different quality of factor input

- ditferent education and training

- different degree of technological advancement

- different management efficiency / different degree of division of Jabour ,
- different working environmeat

- different labour welfare and incentives

[Mark the FIRST THREE points only.]

2007/CE/1:2
(a) Inyear 2006: [36 000/(4C * 300) =] 3 umits / man-hour
In year 2007: [40 000/(50 » 200) =] 4 units / man-hour

(1) - better capital / mechanization \
« better training / education
- better working condition
- hetter management, ¢.g. the practice of division of labour
- higher incentives, ¢ g. change from time rate 1o picce rate
- improvement in technology
[Mark the FIRST TWO points only. |

the [abour supply of Firim A== (20 ~ 100 =) 2 000 wan hours is smaller than that of Firm B
= (12 % 200 =) 2 400 man howss.

(b) No. because

the [abour pracuctivity of Firm B = (120 000 ¢ 2 400 =5 {0 units of eutput per man howr is
the same a5 that of Firm A= (160 006 7 2 500 =} 50 units of output per man bour,
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25 DIVISION OF LABOUR

Multiple Choice Questions

1992/CENMI/11
The Ha family and the Wong family are living next door to each other and their children go to the same kindergarten. The
children are taken to school by Mr Ha and brought hame by Mrs Wong. This is an example of

A, division of labour.

B. diseconomies of scale,

C.  diminishing retums.

D. absolute advantage.
1993/CENINS

Specialization is beneficial to an economy because

A.  more resources are used in producing capital goods.

B. the threat of protectionism can be avoided.

C. the risk of unemployment is lowered.

D. the productivity of the factors of production is raised.
1994/CE/IU/59

Which of the following is NOT an advantage of division of Jabour?

A, higher work incentive

B.  higher labour productivity

C.  asmaller amount of tools required

D. the right person doing the right job
1997/CE/1/48

The production of good X involves twa different tasks, When Mary focuses on one task and Peter on another. their total daily
output is greater than that when each of them has to do both tasks. This can be explained by

(1) <conomies of scaie.
(2) the principle of comparative advantage.
(3) the advantages of division of labour.

A, (1) and (2) only
B. (1)and(3) only
C.  (2) and (3) only
D. (1),(2)and (3)
1999/CE/I/52

Which of the following is NOT an advantage of division of labour?

greater economies of scale

economy in the use of capital

higher Jabour productivity

improved skill through mere practice

vows
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2000/CEM/19
When division of labour is practised,

A
B.
(&5
D.

workers have greater job satisfaction.

machines are used more intensively,

producers produce a greater variety of goods to suit different consumer tastes.
the occupational mobility of workers increases.

2081/CE/NI/16
Which of the following is an advantage of division of labour?

A wider choice of goods and services can be provided.
Workers have a greater incentive to wosk.

Workers have higher occupational mability.

Less time is required to train workers.

onwx

2003/CE/NI/17
In a secondary school, ditferent teachers are responsible for teaching different subjects. Which of the following are reasons
for the above arrangement?

(1) Itcan reduce the cost of training.
(2) Practice makes perfect,
(3) Different teachers are good at teaching different subjects.

A (1) and (2) enly
B. (1)and (3)only
C.  (2)and (3) only
D. (I).(2)and (3)
2004/CE/1/17

When division of labour is practised,

A firms will cojoy greater economies of scale.
B. workers will have a higher occupational mobility.
C.  workers will have a higher income.
D. output per man-hour will increase.
2007/CE/IV14

Division of labour can raise labour productivity. One reason is that

A, fewer tools are needed.

B.  geographical mability is increased.

C. time is saved ffom not moving trom task to task.

D. there would be a higher degree of interdependence among different production stages.
2009/CENV/17

Which of the following is a possible reason for the increase in average labour productivity resulting from practising division
of labour?

Fewer capital goods are required.

The occupational mobility of workers is higher.

The total wage income of workers is higher.

Time is saved from moving workers between difierent tasks.

vaws
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2010/CE/NI/16
A large supermarket chain store is composed of different sections: marketing, sales, delivery, accounts and management. An
advantage of the above arangement is:

A, The staff will have a higher working incentive.

B. A greater varicty of services can be provided to customers.

C.  The supermarket chain store can enjoy ¢conomies of scale.

D. The supermarket chain store can save on the cost of training its staff.
2018/DSEMN/11

A professor has decided to change the way of marking the exam papers of his subject. Instead of asking his teaching
assistants to mark the whole paper for their own classes, be assigns each teaching assistant to mark one question of the paper
for the entire candidature, Which of the following situations would likely occur?

(1) The marking will be more accurate since practice makes perfect.
(2) Training time will be reduced as each assistant only needs to know part of the marking schemes.
(3) The tools required for marking will be reduced such as fewer red pens are needed.

A. (1) and (2) only
B. (1) and (3) only
C. (2)and(3) only
D. (1).(2)and (3)
2020/DSE//3

Which of the {ollowing may exist in u barter cconomy?

(1) specialisation
(2) inflation
(3) imterest

A. (1) and (2) only
B. (1) sad (3) only
€. (2)and (3)only
D (1).(2)and (3)
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Short & Streutured Questions

1995/CE/1/2
In the production of television news reports broadcasted every day, different people perform different duties. For example,
there are reporters, editors, cameramen, etc,

What economic principle is illustrated by this? Give TWO reasons to explain why the application of this principle can

increase the labour productivity in this production. (5 marks)
1997/CE/1/10(c)

Define average labour productivity and give TWO reasons why specialization can raise the average labour productivity of a
country. (6 marks)
2001/CE/V/1

Given THREE reasons why division of labour can increase labour productivity. (3 marks)
2003/CE/I/10(a)

In the production of textbooks, different people perform difterent duties. For example, there are editors. typists, proofreaders
etc,

What economic principle isillustrated by this practice? Suggest THREE reasons why the application of this principlc can
incrcase labour productivity. (4 marks)
2013/DSENI/ 10(a)

There are cooks. waiters, managers and receptionists working in restaurants,

What economic principle is illustrated by the above phenemenon? List THREE reasons why the principle can increase

labour productivity, (4 marks)

201 6/DSE/TI/13(a)

The airport corporation of Country H is a public corporation which hires different people to operate the airport. For example,
there are security guards. technicians, engineers and financial managers.

What economic principle is illustrated by this practice? Suggcst THREE reasons why the application of this principle can
increasc Jabour productivity. {4 marks)
2018/DSE/I/13(b)

In view of the population projection in Hong Kong, politicians suggest the following measures:

() providing subsidy for firms to improve production technology

(i) importing more workers

Analyse how each of the above two measures affects average Jabour productivity. (5 marks)
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2019/DSE/IL/5

Wong's family and Chan's family live next door to each other. State ONE economic concept involved in
sach of following arrangements and explain why the ammgement is beneficial fo both families.

(3)  MrWongtesches the children from both farnilics English while Mrs Chan teaches them Japanese.
(5 marks)

(b}  On Christmas Eve, the two families buy food ingredients and cook together instead of buying and -

Sodking separately. (2 marks)

economics by Topic

MARKING SCHEME

1992CE/Ni H 2001/CE/lI 16 2007/CHEIV 14 2018/DSET/11

A D C {92%%) A{85%)
1993/CEALTS 1999:CEALS2 2003/CEAKTT 2009/CENAT 2U26/DSEY3

D A D (71%) D (94%) D
1994/CE/11/5S 2000/CEA/ 9 2004/CEM17 2010:CEIL16

A 8 D (65%) D (5595}

Noee: Figures in brackety indicate the percentuges of candidutes chuasing the correct answers.

1995/CE/I/2
Division of Jabour / specialization ()]

- jobs assizned according to talents and skifls

- more skillful at jobs due to continuous practice

-~ time saved from moving fiom one job to another job

~ time saved from learning all the jobs

- enceuraged the use of capitat ¥ more advanced capital 2@, max: 9)
(Mark the FIRST TW® poiats only)

1997/CEN 1 Bic)

Average faboor productivity s ontpud per unit of fabour input. «.g. output per man-hous,

- getting takented or skilful peopls v do the job

- confinuons practice makes workers even more skiltul

- siaves lime becavse not reed lo shift from one task to anothes task {22, max: 4)
(Mark the FIRST TWO pomts onlyt

2001 CEL: L

- stimulus 10 mechanization

~ practice makes perfect

- saves thme in learaing the job

- saves time in moving around jobs

- choosc the best po o do the job (1@, max : 3)
(Nark the FIRST THREE poinis only)

2003/CEN10{ay

Division of Jabauy (D
~ choosing the most suitsble persens for the job

- practice makes perfect / isaning by doing

- saving time fom nainivg

~ saving time Fom movibg around tasks

- stiroufus to mechunization (1@, max: 3)
(Mark the FIRST TEREE points only)

2013/DSENI{10¢a)

Division of Jabour (n
- choosing the most suitable persen for the job

- practice makes perfect

- saving time in training

- stimulus 10 mechanizstion (14G@: max: 3)
[Mark the FIRST THREE points only.]
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2016/DSEML 13(a)

Division of labowr / spzcialization )
Reasons:

- practice roakes perfect

~ choosing the most saitable person for the job

- save time in training

- stimulus to mechanization ()@; max: 3)
PMark the FTIRST THREE points only.]

201%/DSEM/15thy
1) Labour productivity would nse as improved technology or higher guality of cupital goods wonld result in an inctease i
outpul per unit laboar. (@)

(i) Uncertain. Labour productivity would increase iFthe imparted svorkers are mere productive os averawe than the
existing local ones. (3)

2019 DSEANS

() Division of labous/ (Principle of) comparatve advantage (43}
[Mark the FIRST point only.]
Beoefits: @

- TFinding the most suitable person for the job: the parents in both familics cra use
their expertises in wachiog their children so the childron can leam bod
langusges befter.

- Specialisation and exchenge: Ms Worg can specialise ®aching English, e the
production in which his oppartunities cost is lower, thea exchange for his
children lezming Jopanese from Mrs. Chan. The children can learn both
tanguages better with 3 lowsr cost, (Similar argument applies to Mrs Chan i
ber teaching of Japanese as well.)

- any other relcvaat point

() Economies of scale. 1
[Bak the FIRST point only.] '
Beuefits: A Q@)

-~ Yhey can have more discounts when f50d ingredients are purchased in bolk
which would reduce the avamge cost of producing the dinpers.

~ Cooking together can snve the average ‘cooking time and at the same tune can
bavc a lasger variety of food choices.

- any other sclevant point
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2.6 LABOUR MOBILITY

Multiple Choice Questions

1990/CE/L/09
The ban on the ivory trade in general harms the craftsmen most because of their refatively
mobility

A, younger ... low occupational

B. younger.... high geographical

C.  older...... low occupational

D. older.... high geographical

1991/CE/11/06
Suppose the government provides housing subsidies to teachers serving in the same schoo! for over 10 ycars. Such a measure

will tend to __the occvpational mobility and ___ the geographical mobility of these teachers.
A. increase ... increase
B. decrease ... decrease
C. increase ...... decrease
D. decrease ... increase
1992/CE/11/09

Which of the following can increase the occupational mobility of labone?

A.  the development of industries requiring high technology

B. the setting up of more professional associations

C. the expansion of vocational training courses

D. the extension of the Mass Transit Railway network
1993/CENI/14

Lawyers generally have a low occupational mobility because

A theyenjoy social status.

B. theyare not skilful in other professions.

C. they have high opportunity cost in changing jobs.

D. they are members of the Hong Keng Law Society.
1995/CENI/21

Which of the following will raise the occupational mobility of labour?

(1) ahigher degree of specialization of skills
(2) more information about job vacarcies
(3) greater power of labour unions

(4) provision of retraining programmes

(1) and (2) only
(1) and (3) only
(2} and (4) only
(3) and (4) only

Uowy»
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1997/CE/M/14
Which of the foliowing has the Jeast occupational mobility?

A, lorry driver

B. salesman

C. actor

D. dental surgeon
1999/CE/I/16

‘Which of the following types of people is more occupationally mobile?

A. professors in econamics in a university
B. accountants
C. salesmen
D. company secretaries
2001/CE/NU/14

Suppose the government starts to recruit experienced Putunghua teachers from Mainland China. This would
mobility of experienced Putunghua teachers in Mainland China.

A, reduce ... occupational

B. reduce ...... geographical

C. increase accupational

D. increase ...... geographical
2004/CE//15

the

In order to attract more Mainland professionals to work in Hong Kong, some firms plan to provide a housing allowance for

them. This would the_ of these Mainland professionals.

A, reduce ...... occupational mobility
B. increase...... occupational mebility
C. reduce ... geographical mobility
D. increase ... geographical mobility

2006/CE/NY/15

When division of labour is practiced. waorkers will have a occupational mobility because
higher ...... the labour productivity is raised.

higher ... ...... the capital goods are used more fully

Jower ...... work becomes dull and monotonous

lowes ...... workers are only trained for a particular skilt

onw®»

2008/CE/I/1S
fn which of the following situations will the occupational mobility of labour increase?

improvement in the transportation network

tightened restrictions on obtaining a professional licence
provision of mare retraining programmes

raising the legal retirement age

Cowp
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"2, Preduction

ictoeconomics by Topic

2012/DSE/I/05
The occupational mobility of labour in an economy will increase when

A. the cross-border railway network is improved.

B. licences are required for more types of job in the labour market.

C. taxallowances are provided for continuing education.

D. thereis agreater degree of specialisation in production.
2014/DSE/U/11

Which of the following would most likely increase the occupational mobility of labour in an economy?

A.  The labour unions have stronger bargaining power for the welfare of their members.
B. The labour department provides tuition fee rebates for participants of retraining programmes.
C.  The transport network is improved by the extension of highways.
D. The government stops granting funding for an online data system about job vacancies.
2015/DSE/L/04
The __mobility of labour will decrease if
A. geographical the government introduces “city-bike rental scheme” in all train stadons.
B. geographical several big companies set up child care centres in their offices.
C.  occupational the travelling subsidy scheme provided by government is reduced due to a budget deficit
D. occupational ...... licences are required by the government for more professions
2016/DSE/L/0S

Which of the following is the most mobile i terrus of occupational motility?

a professional basketbalf player
a licensed plumber (7K %% [ )
a graduate trainee in a law firm
aclerk in an accounting firm

oO0w>

2017/DSE/1/07
Certain restaurants in Chiua found that they can introduce robots to replace some workers in serving customets without

reducing their output. This will

A, increasc the quantity supplied of restaurant workers.
B. increase the labour productivity of those restaurants.
C. decrease the geogiaphical mobility of restaurant workers.
D. decrease the occupational mobility of restaurant workers.
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Short & Structured Questions

199 1/CEN/2(a)

(i) Define ‘opportunity cost” and “occupational mobility". (4 marks)
(i) Interms of cost, explain why medical doctors in Hong Kong seldom change their occupation, (3 marks)
1993/CE//2/(b)(ii)

Mote and more workers in Hong Kong are shifting from the manufacturing sector to the tertiary sector. State THREE
problems these workers may face in changing jobs. (6 marks)
2013/DSEAT/11(b)(i)

The government has Jaunched the “Work Incentive Transport Subsidy Scheme™, with the following objectives:

(1) Torelieve the burden of travelling expenses commuting to and fom work on the part of low-income
households with employed members
(2) To promote sustained employment

Applicants must meet the monthly income and asset limits of the household (e.g. for a single person, the monthly income
cannot exceed $7 300 and the assets cannot exceed $72 000) and work no less than 72 hours per month in order to apply for
a subsidy of $600 per month.

Discuss the effects of the scheme on labour mobility. (3 marks)

2015/DSENI/10(c)
Professional football players often retire in their mid-thirties. Although most of them have once been wellpaid as footballers,
some of them can only find low-paid jobs after retirement. Explain the above phenomenon in term of labour mobility.

(3 marks)

2017/DSEM/12(a)

Before the British people voted against staying in the European Union (EU), i.e. Brexit, workers from the EU were free to
work in Britain and vice versa. Brexit has shocked the economies in Europe and the following table shows some views on
Brexit:

British politicians: Low-skilled EU workers should be required to apply for a visa to work in Britain.

Referring to the view of the British politicians, explain how labour mobility of the low-skilled workers from the EU would
be affected. (3 marks)

39

MARKING SCHEME

1990:CE/11:409 1993/CEAL2] 200-HCE: 13 2014/DSET/ 1
C ¢ D {7%) B (83%)
1991:CEN06 1997:CEA)A 14 2015/DSEN04
B D D ($9%}
POO2CENQS F909:CEN i 2016:DSEML0Y
C C D (49%)
109/ CEA1A14 2001VCEAI 4 20VHDSEA07
C D B 165%)

Niter Figares in brackers didicere the pereestages of candidares choosing the correct anywers,

1994 /CEA/2(w)

(i Opportunity cost is the highest-valacd option or the best alternative that has to be forgone . (B3]
Occupational mobility is the ease with which a factor moves from one occupation / trade / industry to another. )

(#i) In changing occupation. the opporthnity cost of a doctor {in terms of income forgone) can be very high. @)
The value of taking up a new oceupation (L.e. a doctor’s carnings in another job) is wsually lower thap the cost of so
doing (i.e. income, satisfaction and social status ete. from being a doctor). 3

1993/CEA/2/(b)(i1)

~ retraining is required / fack of qualifications. oxperience and skills in the new jobs

-~ agc problem

~ loss in income carnings

« licensing requirements ¢ entrance barriers

« lack of information about the job markel

- adaptation to pew working environment (2@, max: 6)
{Mark the FIRST THREE points only.)

2013/DSEAL 11 (0)(E)
It increases the geographical mobility, becanse 2)
workers are more willing fo travel o other districts for work, (R0

[Note: The lump-sum subsidy will not chunge the marginul cost of travelling. But some of the workers originally
constrained by high travelling expenses may have tie incentive 1o travet further for work (for « higher paid job). |

20 E3/DSEAI10(c)
Professional football players bave low oscupational mobikity, becanse (2}
their skills are very specific and nol casily mansferable to vther jobs. (5]

E14120a)
seaphical mobility of Jow-skilfed workess from the EU wonld be Jowered becauss (2)
the visa requirement weuld increase the eost for those FU workers fo go to work in the UK, (1)
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2.7 WAGE PAYMENT METHODS

Multiple Choice Questions

1991/CE/1/08
Private tuition is usually paid for by time rates because

A. theincentive to work is stronger.

B. better examination resalts are guaraateed,

C.  the tuition feeIs less.

D. the ontput is difficult to measure,
1991/CE/l/22

The employment of part-time workers on Sundays enables Chinese restaurants

A.  to reduce their fixed costs

B. 1o enjoy economies of scale

C. 1o increase the labour productivity in a less costly way

D. to meet the higher-than-normal demand in a less costly way
1994/CE/11/18

Instead of receiving only a fixed monthly salary, hotel waiters in Hong Kong gencerally earn a low basic monthly salary and
receive tips from customers. To the hotel owners, which of the following is an advantage of the latter method of payment

compared to the former method?

It is easier to calculate the output of the waiters.
Fewer waiters are needed.

There is a better relationship among the waiters.
The waiters provide better service.

onwy

1995/CEMNT

Secondary school teachers in Mong Kong are in general paid by time rates because

(1) the tasks of a teacher are not standardized
(2) the output cannot be casily measured
(3) there is a higher incentive to work

A, (1)and(2) only
B. (1) and (3) only
C. (2)and (3) only
D. {1),@and(3)
1996/CENI/16
An employer has changed the method of payment to his employees and observed the followinyg results:
Old Svstem New System
Qutput per worker ( per day) 200 300
Output with guality below standard 20 | 50
Most probably the old systemt is andthe new system is
A, time rate ... piece rate
B. picce rate me rate
C. aprofit sharing scheme ...... time rate
D. bpicce rate ...... a profit sharing scheme

1998/CE/NT/17
Private piano teachers are usnally paid at an hourly rate instead of a piece rate. Which of the following statements are true?

(1) They tend to work longer hours.

(2) They are not encouraged to rush through more music picces in a lesson.

(3) Their output is difficult to measure.

A, (1) and (2) only
B. (!)and (3)only
C. (2) and (3) only
D, (1) (2)and (3)
1999/CE/I/i3

Mr Law is a full-time teacher in an aided secondary school in Hong Kong, He is a

a method.

producer and he is paid using

Assume that the payment system of some civil servants is changed from time rate to piece rate. This change will NOT result

A secondary ... time rate
B. secondary ...... piece rate
C. tertiary ..
D. tertiary.
1999/CE/NY/51
in
A.  an increase in their income.
B. an improvement in the quality of their work.
C. anincrease in the monitoring and supervision cost of their work.
D. an increase in the quantity of work cosupleted by them.
2000/CE/TI/1S

Refer to the staff recruitment advertisements below:

ABC Companv
Mail Assistant

Requirements:
Age: 20 1030
Male/fenmale
Salary: $8 000 per month plus $5
for cach delivery of letter/parcel

XYZ Company
Mail Assistant
Requirements:
Age: 20 [0 30
Male/female
Salary:$12 000 monthly

91

vows

The cost of measwring wage payment is higher in the XYZ Company
The working incentive of mail assistants is higher in the XYZ Company
The income of 4 mail assistant is higher in the ABC company.

The cost of supervision is lower in the ABC company.

2002/CE/NI/16
Under the previous wage payment system. Mrs Chan found that her workers were lazy. Now, she has adopted another wage
payment system under which the quantity as well as the quality of the output of her firm has been raised. This improvement

could be due to the fact that the previous wage payment system was

gow>

piece rate ... tune rate
piece rate ..., protit-sharing
time rate ...... plece rate
time rate ...... prolit-sharing

92

and the present one is
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2003/CE/I/18
A factory owner has changed the method of payment to his workers and observes a higher labour productivity of his
workers, but a lower quality of output. Most probably the old payment system is __and the new payment system is

A. timerate ... piece rate

B. piecerate ...... time rate

C.  profit sharing scheme ...... time rate

D. piecerate ...... profit sharing scheme

2006/CE/V16
Suppose the wage payment system of the salesmen employed in ABC Company changes as follows :

Salary: $7 000 per
mouth plus commission

Salary:
$15 000 per month

It results in

A. alower cost of calculating the wage payments.

B. alower cost of monitoring the salesmen's performance.

C. alower income for the salesmen.

D. alower quality of services provided by the salesmen.
2009/CEAI/18

Whose employer would have the highest cost in monitoring the performance of his work?

A.  an office clerk who is paid with a fixed monthly salary

B. a property agent who is paid through commission

C. atourist guide who is paid with tips

D. amovie star who shares the profit with his film producer
2612/DSE/I/07

Some property agencies pay their employees a basic salary plus commission because

(1) it can increase the working incentive of the employecs.
(2) it can transfer part of the business risk to the employees.
(3) the cost of calculating wages is lower.

A. (1) and (2) only
B. (1) and(3) only
C. (2) and (3) only
D. (1), (2) and (3)
2013/DSE/1/07

Teachess in sccondary schools are usually paid by time rate because

this can improve their work incentive.
they prefer a stable income.

most teachers are hardworking.

it is costly to measure their outputs.

vows
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2. Preduction

2016/DSE/N/10
Which of the following is most likely to be paid on a piece-rate basis?

a newspaper columaist

a primary school teacher
a fireman

a bus driver

Dowye

Shart & Structured Questions

1990/CE/H/ 1 (a)(iii)

Mrs Wong is a lawyer and is also good at doing housework. but she employs a Filipiro maid to do her honsework.

Give TWO reasons why Filipino maids are paid by time rates instead of picce rates. (4 marks)
1952/CE//1(c)

Suppose a taxi owner employs a driver to provide a taxi service and shares the total revenue with the driver. Suggest and
explain ONE advantage and ONE disadvantage of this payment method to the taxi owner. (6 marks)
1993/CE//1(d)

Yummy Yammy is a fast food shop. The manager of * Yummy Yummy" is paid a fixed monthly salary and shares part of the
profits. Give ONE advantage of EACH ofthe above two payment methods to the shop. (4 marks)
1996/CE/1/12(b)

Piece rate is a common payment method in the manufacturing industry. From an employer’s point of view, explain ONE
advantage and ONE disadvantage of this payment method. {4 marks)
1998/CE/1/11(a)

Car agents in gencral pay their salesmen a commission for each car sold in addition to their basic monthly salary.

From the viewpoint of car agents. explain TWO advantages of using snch a wage payment method. (4 marks)
1999/CE/N/3

Study the following two advertisements:

Company A Company B
Lorry Driver Wanted : Lorry Driver Wanted

Wagne: $10 000 per month | Wage: $200 per trip
Name the two types of wage payment method and give ONE advantage of EACH over the other from the viewpoint of the
employer. Explain your answer. (6 marks)
2001/CE/1/9(c)
Mr Chan is the owner of a garment factory and pays his workers at piece rate. State ONE advantage and ONE disadvantage
te Mr Chan of using this payment method over the time rate method. (2 marks)
2002/CE/1/12(b)(i)
In order to cut expenses, Mr Wong reduces the monthly salaries of the staff working in the bookstore.
Give ONE advantage and ONE disadvantage to Mr Wong of paying his staff by time rate over piece rate. (4 marks)
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2007/CE/N/2
Refer to the following job descriptions cf Post A and Post B.

Post A Post B
Typing clerk Typing services
Working hours: 9:00am. - 5:00pm, Transforming documents into WORD files
5 days a week Payment: $4 per A4 paper
Wage: $8 000 per month (about 200 words)
(a) What are the wage payment methods for Post A and Post B, respectively? (2 marks)

(b) Explain ONE disadvantage to the employer when using the wage payment method in

(i) PostA. (2 marks)
(i) PostB. (2 marks)
2008/CE//%(c)
Some employees of securities firms (2§ % 47 ) are paid a basic salary plus commission.
Give TWO advantages of such a payment method over time rate to the employers (4 marks)
2009/CE/N/4

Refer to the fallowing descriptions o {Job A and Job B.

Job A
Distilled water delivery driver
Payment: $1 per unit of
distilled water delivered

Job B
Distilled watcr delivery driver
Wage: $300 per day

(a) The wage payment method for Job A is 3 (1 mark)
The wage payment method for Job B is __ i (1 mark)

(b) Explain ONE advantage and ONE disadvantage to the empioyer of using the wage payment method for Job A over Job
B. (4 marks)

2010/CE//3

The salespersons in many large electrical appliance reseiling shops are paid a basic salary plus commission. From the
viewpoint of the shop owners, explain ONE advantage of using this wage payment method over the payment method of a
basic salary only and ONE advantage over the payment method of a commission only. (4 marks)

2013/DSE/I/10(b)
The following is a job advertisement for a manager in a restaurant.

Manager
Working hours: 12:00 noor - 10:00 p.m.
6 days a week
Salary: $15 000 per month + performance-related bonus

(i) From the viewpoint of the restaurant owner. explain ONE advantage of the above payment method over time rate.
(2 marks)

(ii) From the viewpoint of the manager, explain ONE advantajze of the above payment method over a profit-sharing
scheme. (2 marks)

g
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Production
2015/DSENL/10(b)
The following are contracts for two professionat football players.
Contract A Contract B
Player A: Player B:
$10 000 $8 000 per match
per week $10 000 for each
goal scored
Explain TWO advantages of Contract B over Contract A from the viewpoint of the employer. (4 marks)

2017/DSE/N1/2(a)
Steven is a restaurant ownet. He pays his waiters 2 monthly salary and allows them to keep the tips from customers.

Compared to time rate, explain why the above arrangement is preferred from the viewpoint of
(i) the employees.
{if) the employer.

(4 marks)

20)8/DSE/11/10(a)
Foreign domestic helpers are paid with a minimum wage at HKS4410 per month tor a two-year contractual period in Hong
Kong.

Explain why foreign domestic helpers arc paid by a monthly salary instead of a piece rate. (2 marks)

2019/DSE/L9

A beauty queen in Hopg Kong, Miss Amy Ar, is famous for dernanstrating the use of cosmetic products
with short vidcos on social media webrsites, She also sclls Japanese cosmetic products on her website.

1ans 10 hire two steff members 10 operate her website:

Personal assismnt Video designer
Duties: [ Durties: !
Asraoge daily schedules and rmectingp Producs short videas % be uplozded ia social media
Selary: Salary: =
$12000 per month $1000 per video

(¢}  From the viewpoint of Miss Amy Au, suggest ONE ag ge and ONE disadvantage of the
payment method of the personal assistant, T (2 marks)

(@) From the viewpoint of the employee, suggest ONE advantige and ONE disadvaatage of the
payrent metbod of the video designer. (2 mearks)
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MARKING SCHEME

1991/CE/I/08 1996/CE/TL/ 16 2000/CEAIN S
D A D

199 1/CEAT/22 1998/CEAV/17 2002/CE/I/16
D D D (66%)

1994/CEAV1S 1999/CEAL/13 2003/CEAN18
D C A(34%)

1995/CEAI/17 1899/CE/LS | 2006/CEM1G
A B B (75%)

2009/CE/I1/18
ATT%)

2012/DSEN/7
A(76%)

2013/DSEN/O7
D (83%)

2016/DSE//10
A(94%)

Note: Figures in brackess indicate the percentagey of candidares choosing the carrect unswers.

1690/ CE// 1 (a i)

- output s difficult or costly to measure
- work not standardized

~ easy lo calculate wage payment
(Mark the FIRST TWO reasons only.)

1992/CEA¢ (<)

(As compared with the case when the driver is paid a fived wage.)
Advantases:

- part of the risks can be shifted onto the driver

~ the owner may caen a higher income as the driver has a higher working incentive

Disadvantuecs:
- under-report of the true revenue as the driver tends 10 cheat

- Ingher maintenance cost as the driver tends to over-utilize the taxi

{(Mere fisting of point claboration — max. 1 murk. Mark the FIRST point onty.)

1993:CEI/1{d)
Time rates

- the manager 's output is difficult or costly 1o measure 7 work not standardized

~ easy to calculate the wage payment

Praofit-sharine

~ the manager has higher incentive to munage the firm
- better control of preduction cost

- the manager is more loyal to the firm

(Mark the FIRST point enly.)

1996/CE/A/12(b)
Advantages:

- bigher working incentive
- Tower monitoring

Disadvantage:

- less caretul in using the machinery
- better quality control is required
(Mark the FIRST point only.)

97

{31, max:

taa
—

{34, max:

(5]

(2, max: 2

(2@, max: 2

Q@.max.: 2)

(2@.max: 2)

199¢:CEl 11(a)

- basic monthly salary to maintain 2 team of stat¥

- commission 10 increase the iacentive to sell

- 1 lower the monitoring cost because (he amount of commission already reflects the output of the salesman
- to share risk of operation with the salesman because comunission pavment varies with the sales revenoe
(Mark the FIRST TWO points only.)

(@, max: 4)

1999/CE1/3

Company A is using time rate @)
and Company B is using picce rafe. (n

Time rate:

- to avoid the disadvantage of using picce rale under which workers may forego quality for quantity
- to maintain a steady sopply efworkers within a time period
- no need (o measure (he output for defermining the wage payment 2@. wax: 2)

Piece rate
~ 10 kmprove the mcentive to produce more or fo increase productivity of workers
- to save the monitoring cost of werkers (e.g. quality controf)
- less rigid to adjust the total production cost: extra workers can be employed or dismissed according to the business
volume (2@, max: 2)
{Mark the FIRST point only.)

2001/CENQ(c)

Advantage:

- his workers would have & gher working incenlive

- lower cost of supervision (1@. max: 1)

Disadvantage:

« higher cost of monitoring the quality of the products
- more costly ro calenlate the wage payment

(Nark the FERST point onlvi

(1@, max: 1)

Advantay
- 1o maintais & tam of siaft
- lower cost ol measuring the contribotion of the workers (2%, max: 2)

Disadvantage.

- Jower working meentive

- higher supervising cost ’ (2@, max: 2)
(Mark the FIRST point ony.)

2007/CEN2
(@) Post A finic rate i
Post B: picce rare i1

(b) () - higher monitoning cost
- lower working incentive
- lower prodactivity (2

1) - lower quality of product

- higher cost of measuring the output 2)
[Mark the FIRST point only]

98



2019/DSE/11/9
(¢} Advanmge: Cost of measuring ontput of the employees can be saved. @)
Disddvaniege: Work incentive may not be high.
2008/CE/L/9(c) : [Merk the FIRST advantage and FIRST disadvaatage only.}
~ to increase the working incentive
- to Jower the cost of monitoring the performance of the cmployees
- to spread the business risk between the erployer and the emplovees (2@, max: 4) i
(Mark the FIRST TWO point only.) :
(@ Advantage: Higher outgut will yield highes income. @

Disadvaniage: Income may be uastable.

2009/CE//4 ) . [Mank the FIRST advantage and FIRST disadvantage oaly.]
(2) Job A: picee ratc (1)
Job B: time rate (8]

(b) One advantage:
- fower cost of supervising their workers
- higher working incentive
- higher productivity fd]

One disadvantage:

- higher cost in measaring the output

~ higher cost of monitoring the quality of service )
[Mark the FIRST point oniy}

201 0:CEES

Advantage of this payment method fo shop owners over the pavment method of a basic salary only:

- 0 increase the incentive o sell mare

- lower the momioring cost ol the work eitort

- share rigk of operation with the salespersons iZ)

Advantage of this payment method to shop owners over the payment method ol'a cummission only:

- 0 maintain a eam ¢l stafl 7 reduce turnover tate as satespersons won 'tleave casily

- casier 1o enapioy staff doc to more stabls incoms (2)
{Mark the FIRST advantage only |

2013/DSEMN! 10tby

(i)  Itimproves the work incentive of the manager. (2
(it} It gives a more stable income as the manager stifl reectyes a basic salary even if the business is poor. 2
201 5/DSEAL10(bY
The owner of the football team can share some business tisks with Playor B as the former would make less payent to the
latter when no match is played and/or no goal is scored )
The owner of the football (eara can have a lower cost of mositoring players” performance as Player B would have a higher
work incentive in training and in marches (]
201 7/DSEAL2(a)
(i) possibility of getting higher income with more cftort andrar better service 2;
(ii) Ttower cost of monitoring the perforimance of the waiters and/or higher incentives for the waiters to work harder and
provide higher-quality service o the customers (2}
2018/DSE/I 10(a)
The cost of mcasuring the output of the fereigu domestic hepets i wo high / the work of domestic helpers is net
standardiscd. (2)
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2.8 PRIVATE GOODS & PUBLIC GOODS

Muitiple Choice Questions

1985/AL//10
A public good is

A. agood produced by the government and made available to the public.

B. a good which the private sector is not able to produce profitably.

C. agood that is not scarce,

D. agood that can be consumed by many individuals at the same time.
1986/AL/1/08

Which of the following is an example of a public good?

A, the postal service

B. alighthouse

C. aloaf of bread

D. public medical services
1988/AL//G3

A good is a public good if

A. it is provided by the government frec of charge.
B. itcan be conswned concurrently by many individuals.
C.  no one has to give up any other good to get more of the good in question,
D. itis jointly owned by a large number of individuals.
1989/AL/1/24
A public good is
A, afree good.
B. agood produced by the government.
C.  the same as a public utility.
D. agood that can be consumed by many individuals at the same time.
199¢/AL/1/29

In an ocean which is NOT privately-owned, fish

A.  are a free good, because they are so abundant that more of them are not wanted.
B. are not an economic good if the fishermen are not allowed by the government to compete among themselves.
C. are a public good, because the fish are publicly-owned.
D. are an economic good, because we are willing to sacrifice something in exchange for the fish.
1996/A1/1/04

Subscription (fee-paying) television programme broadcast by the Cable TV in Hong Kong is evidence of the fact that

apublic good is produced by a private enterprise,

govemnment action is necessary for reducing the divergence between private and social costs.
free riders can be identified without cost.

a public good becomes a private good whenever a fee is charged.

Onowy
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Microscanomics by

2. Production
1996/AL/1/16
A public good is
A. afree good which can be consumed by an ualimited number of consumers,
B. acommon property because no one can exclude others fromusing it.
C. agood for which the marginal cost of serving an additional consumer is zero.
D. agood for which the marginal cost of producing an additional unit is zero.
1997/AL/1/0S
A public good
A.  cannot be produced efficiently by private firms.
B. s free of charge.
C.  can be consumed by many individuals at the same time.
D. isthe same as a free good.
1998/ALN/25

A public good is

A, afree good.

B. owned by the public.

C. produced by the government.

D.  amenable for consumption by many individvals at the same time.
1999/AL//2 1

Which of the following statements about a public good is correct?

A public totlet (water closet) is an example of a public good.

When the marginal cost of serving a good to an extra consumer is zero, that good is a public good.

A public good is characterized by the fact that one person’s use of the good docs not reduce the amount available
for himselfin the future.

D. None of the above.

0wy

2000/AL/1/28
A comron property

A.  induces non-price competition.
B. is a free good because it has no market price.
C. is a good that can be consumed concurrently by more than one individual.
D. isagood owned collectively by more than one individual.
2001/AL/15
A public good is

A.  agood provided by the government but a price is charged.

B. agood that must be produced by the government because it is too costly for a private producer to sell and collect
payments.

C. agood that can be consumed by many individuals at the same time.

D. apood that may be used by the public free of charge.
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Production
2002/AL/1/28
Which of the following is an example of a public good?
A. books in a public library,
B. apublic beach.
C. the music of Mozart.
D. apiece of abandoned land.
2003/AL//17
A public good
A. isafiee good,
B. may be consumed by many individuals at the same time.
C. is agood produced by a public agent.
D. is agood provided free of charge by the government.
2005/AL/1/28
Which of the following comes closest to a public good?
A. A public telephone in a booth in Central.
B. The singing of Teresa Tang (¥% B2 7B ).
C. The City Hall Library.
D. The public beach at the repulse Bay.
2007/AL/L/29

Which of'the following is a public good?

A, The music of Mozart.

B. A public toilet.

C. Abox of candies shared by many people.

D. Alighthouse serving only one boat.
2008/AL/1/27

Which of the following comes closest to the nature of'a public good?

A, the music of Mozart

B. apiano performance of Mozart’s music

C.  acompact disc of Mozart's music

D. aperformance of Mozart's operas
2010/AL/L23

Which of the following statements about public goods is correct?

A. Apublic good is a good provided free-of-charge by the government.
B. A public good is a good that can be consumed concurrently by a large number of users.
C. There isno competition in the production of public goods.
D. A public good is a good that is not scarce.
2010/AL//30

Which of the following is a public good produced privately?

vowy

national defence

the poems of Su Dongpo (F% B 3% )
the service of'a court judge

the books of Milton Friedman
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2011/AL/I/24
A public good is

A. agood that is not scarce.
B. agood for which the marginal cost ot producing an additional unit is zero.
C. acommon property which is owned by the public.
D, None of the above.
2011/ALN/29

Oysters found on a public beach

A. are not private goods because there are no private property rights governing them.
B. are public goods because there are common properties.
C. are cconomic goods because people are willing to pay a price to get them.
D. are frec goods because they are provided by nature.
2012/DSE//04

A parking lot in the government beadquarter is reserved for government officials. The parking lotis __
because 3

A, aprivate good ...... it is for private use only

B. aprivate good ...... concurrent consumption is not passible

C. apublic good the gavernment owns it

D. apublic good...... no one has an exclusive rightto use
2013/DSE/I06

The television broadcast of European football matches is

A. a public good if citizens can enjoy the broadcast of matches in public areas like restaurants and Karaoke lounges.
B. a private good if alocal television broadcasting company has purchased the exclusive right to broadeast in Hong
Kong,
C. afree good because there is no cost in serving an additional viewer.
D. a producer good if the broadcast is nsed to teach the children in a football training school.
2017/DSE//03

A public good

A. is agood with zero marginal cost of production.

B. can only bc provided by the government.

C. cannot be proiected by private property rights.

D. allows concurrent consumption by many individuals.
2018/DSE//05

Which of the following statements about the exhibits in the Louvre Museum is correct?

They are public goods because the Louvre Museum is open to the public.
They are capital becausc they are man-made resources used in production.
They are consumer goods because more of them are preferred.

They are economic goods because they satisfy human wants.

vow»
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2020/DSEA/ 2

1n Lunar New Year, wuriswk reserve tzbles in waterfrant restavrants to enjoy firework dispiry. The firework

display s a because
A.  publicgood...... the government payy for the firework display
B. public good ...... one individes!'s consumption will not reduce its availability to others
C. private good ...... private fims have to use resouxees to produce the fircwork display
D. private good ...... the scats in watcrfront ressaursnrs are excludable in conswrption

economics by Toplc

Short & Structured Questions

2015/DSE/I/1(a)(ii)

More and more famous universities offer “massive open online courses™ (MOOC) to students from various backgrounds for
systematic learning,

Most of the teachieg materials in MOOC can be accessed online by anyone trec of charge. Explain whether these materials
are public goods.

(3 marks)
MARKING SCHEME

1985:AL710 1996: AL 04 2000:A1A28 2007/ALA29 201 1ALA29

D A A A (@1 C (?3%)
1986 ALY J9967 AL 6 20017ALAS 2008/ALT27 20 12/DSENV4

B (& (&5 A {95%) B (72%;)
1988/AL03 2002/AL28 2010:AL7 2013/ WSE

B (© B =
[989:AL/124 19987 ALT23 20053:ALT17 2000:ALE30 201 77DSET03

n D R B D (82%
1990/AL/T29 19997ALA21 2005/ ALT2R 201EFALA24 2018/DSE/05

D ® B (82%} D (63%) B (58%)
2020/DSEA2 Nate: Figares in brechets indicate the percentages of candidates choosing the correct answers.

B

2015/DSE/IL1(a)it)

Yes. because (0
a person can download and study the course materials without reducing the availability of those materials  others. i.e..
these materials are pon-rivalrous in consumption (2

INote: The answer can be “No® if there exist network capacity constraints {or congestion problems) in
dvwnlouding the course marerials.|

104



Microeconarmics by Topi
3. Inpta-Output Relationship

SECTION 3: INPUT-OUTPUT RELATIONSHIP

3.1 THE LAW OF DIMINISHING RETURNS

Multiple Choice Questions

1990/CE/1/06
No. of Workers Marginal Output
1 10
2 12
3 14
4 13
5 12

From the above table, the average output will be the highest when workers are employed.

A2
B. 3
C. 4
D. 5
1992/CE/I/17
Suppose labour is the only variable factor in producing Good X. The daily total product of X is shown below:
Number of Workers Tatal Product (units)
1 10
2 23
3 42
4 62
5 80

Diminishing marginal retumns will set in after workers are emnployed

A 2
B. 3
C 4
D 5
1994/CE/I/21

The law of diminishing returns

states that firms will keep on adding variable factors to fixed factors
imglies that firms will eventually operate at a Joss.

implies that marginal product can be negative

explains production in the long run.

TOwy
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1996/CE/11/22
Short run is a period in which

(1) there are fixed factors of production,
(2) ihere are variable factors of production.
(3) the technology of production is fixed,

A. (1) and (2} only
B. (J)and(3) only
C. (2)and (3) only
D. (1),(2)and (3)
1996/CE/11/23

[No._of werkers [1 T 2T3 7T a]
Average product (units) | 2 | 6 | 7 | 4 |

Refer to the above table. Diminishing marginal return sets in after workers are employed in the production.

A1

B. 2

C. 3

D. 4

1999/CE/1I/15
No. of warkers Marginal Output (Units)

1 10
2 12
3 11
4 10
5 7

From the above table. the average output will start to diminish when the warker is put to work.

A. first
B. second
C. third
D. fourth
2002/CE/TI/13
The following table shows the monihly production of a firm with two inputs, labour and machines.
Machines (Units) Labour (Units) Total Product {Units)
! 3 18
1 4 28
1 ) 40
t 6 30
I 7. X

Ifthe law of diminishing marginal returns applies to the firm, X

must be smaller than 50.

can be any valuc greater than 50.
tust be smaller (han 60,

is equat (o GO.

ONw>
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Microeconomics
3, input-Output Refatiorship

2403/CE/1N20
The information below refers to Mr Chan's factory.

No. of workers Average Output (Units)
10 3
1 6
12 7

Suppose diminishing marginal refum sets in when more than 12 workers take part in production. The total output of {3

workers
A, can be greater than 102 units,
B. may be equal to 102 units,
C.  must be less than 102 units,
D. is indeterminate.
2004/CE/11/18
The input-output relationship of Finn A is as follows:
Labour (Units) | Machinery (Units) m&iir?'u(?lz :;f
4 1 6
4 2 7
4 3 8
4 4 7
4 5 5

According to the above table, diminishing marginal returns set in when the ___ unit of machinery is employed.

A 2
B. 3¢
C. 4%
D. s*
2006/CE/I/17

The input-output relationship of Firm A is as follows:

Labour (Units) | Machine (Units) “ﬁ;‘ﬁj{gﬂﬁg Clé
1 2 4
2 7 76
3 2 8
4 2 X

Diminishing marginal returns set in after the 3rd unit of labour is employed. The average product of 4 units of labour can be
___units of output.

A 16
B. 165
Cc. 17
D. 175
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3. Input-Output Refationship
2008/CE/M/16

The input-output relationship of a firm is as foliows:

Labour (units)

Machinery (units)

Average product o f
labour (units)

2 (19 e

[N} INY N}

Diminishing marginal returns set in after the 3rd unit of labour is employcd. The marginal product of the 4th unit of labour
must be any number of output smaller than

A 13
B. 16
c. 17
D. I8
2010/CE/TI/18

units.

The input-output refationship of a firm is as follows:

Machine (units)

Labour {(units)

Average product of

labour {units)

3 1 20

3 2 12 =—]
3 3 11 |
3 4 10 -}

According to the above table, diminishing marginal returns set in after unit(s) of labour is/are employed.

vaw»
o R

2014/DSE/1/05

The following table shows a production plan of a firm which employs two factors only. namely labour and machinery.

Labour (unit) Machinery (unit) Tota(lll::): e
1 4 100
3 2 120
3 4 150
L 4 4 170
| 5 4 163

The marginal product of labour will start to diminish when the

A, second
B. third
C. fourth
D. fifth
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3. InpL-Output Retadonshij : IhpurOutpLt Refationship
2015/DSE/N/09 Short & Structured Questions
The table below shows the total product of Firm A, which empleys only capital and labour in production.
Lab it Capital (unit Total Product 1994/CE// | i(a)
abour (units) apital (units) (units} Mr Chan owns a farm. The following table shows the input-output relationship of this farm.
2] 2 110
12 3 130 Fertilizers | Land Labour Total Output of
12 4 160 (Units) (Units) (Units) Veeretables (Units)
12 S X 0 10 40 30
i 10 40 70
Which of the fotlowing statemerts about Firm A is correct? 2 10 40 120
3 10 40 160
A. Ifthe above data illustrate the law of diminishing marginal return, the value of X can be equal to 180. 4 10 0 190

B. TIfthc above data illustrate the law of diminishing marginal return. the value of X can be equal to 190.
C. Ifthe above data iltustrate the law of diminishing marginal return, the value of X can be larger than 200.

A R : A State the law of diminishing returns and explain whether this law applies to Mr Chan’s farm. (6 marks
D. The law of diminishing marginal retarn does not apply to Firm A because capital is not a fixed factor. e e e L . aw appiles fo M Shan (Smasts)

1997/CE/N/3

2018/DSE/L/10 B . X .
fi iz h f 4 k N ) <.
The following table shows the input-output relationship of a firm . The only inputs required are capital and fabour. The following table shows the fall in total output of 2 factory when there are sick workers who canaot come to work
: No. of sick workers Decrease in daily
. . . 2 duct of
Capital {units) Latour (units) Mq;g:;i‘:;?‘i::; © absent from waork output (units)
2 1 5 1 20
2 2 7 2 50
) 3 9 3 30
3 2 3 4 140
2 5 6 3 200
The average product of labour is at the highest when the guantity of labous is __units. Use the above data to illustrate the law of diminishing marginal retums. (5 marks)
A2
B. 3 1998/CE//4
C. 4 The following table shows the weekly production of a garment factory with only two factors of production
D 5
No. of Machines | No. of Workers | Total Product (Units)
1 2 20
2 3 28
3 4 31
4 5 31
5 6 30
(a) State the law of dimirishing marginal returns. (4 marks)
(b) Explain whether the above data illustrate the law of diminishing marginal returns. (2 marks)
2000/CE/1/4
The table below shows the production of a firm.
| Machinery Labour Average output of
I (units) (units) labour (units)
10 7 30
10 8 34
10 9 37
i 10 10 39
I 10 i1 40
State the law of diminishing maiginal returns and explain whether the above data illustrate the {aw. (6 marks)
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2001/CEM/3
The tablc below shows the production of a firm.

Labour (Units) | Machinery (Units) | Total Product (Units)
10 5 100
1 5 150
12 5 250
13 5 400
14 s 530

Explain which law in economics can be illustrated by the above data.

2003/CEA/2
(a) State the law of diminishing marginal returns.

Microeconomics
3. InpLrOutput Relativnship

(7 marks)

(3 marks)

(b) The following table shows the input-outputrelationship of a frm. Explain why the table illustrates the law in (a).

Machine Labour Average output of
(Unit) (Unit) machinc (Unit)
1 3 12
2 3 13
3 3 14
4 3 13

2006/CE/1/4
The table below shows the input-output relationship of a firm.

Labour (Units) | Machine (Units) E’gg{li"{‘{‘]’;‘t:’f
2 10
3 3 )
4 3 150
5 3 180
s 3 200

State the law of diminishing marginal returns and explain whether the above data illustrate the law.

2007/CE/T/3
(a) State the law of diminishing marginal returns.

(b) Study the following information on a factory.

Machines {units) Labour (units) Avcrz(agzissr)uduct
1 5 30
1 6 70
1 7 90
1 8 100

Explain whether the above data illustrate the law of diminishing marginal returns.

111

(3 marks)

(6 marks)

(3 marks)

(4 marks)

3. InpUEOpLL Relationship

2009/CE/T/3
The table below shows the input-output relationship of a firm.

Labour (Units) | Machine (Units) A‘]':;Zii ‘()SE;‘;)Of
1 2 10
2 2 12
K} 2 14
4 2 16
5 2 i7

State the law of diminishing marginal returns and explain whether the above data illustrate the Jaw.

20]2/DSE/L2
The table below shows the input-output relationship of a firm.

Workers (units) Machine (units) Total output (units)
10 1 10
15 2 23
20 3 42
25 4 62
30 5 30

State the law of diminishing marginal returns and explain whether the above data illustrate the law.

2016/DSE/I/3
The table below shows the input-output relationship of a firm .

Machine {units} | Labour (units) A\;:;aii ?“::Eg i
2 1 10
2 2 12
2 3 14
2 4 14
2 S 13

State the law of diminishing marginal returns and explain whether the above data illustrate the Jaw.
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{5 marks)
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MARKING SCHEME

1990;CE/IT/06 1996/CE/It:22 2002/CE/1E13 2008 CEAI17 2014/DSEA/GS
C D C (38%) A(58%) C (79%:

1992/CEANI17 1996/ CEMA3 2003/CEA120 2008/CE i 16 2015/DSEA/Q9
< B C(62%) D (53%) A(7%%)

1994:/CE//21 199%/CE/TV 15 20)0/CETIAS 2¢18/DSEL/ 10
C D C (44%) C (65%)

Note: Figures in brackess indicare the percentages of condidites choosing the correct anywers.

1994:CEA 1i(z)
Law of diminishing returns:
When variable factors are added conttunously to the fixed fictors, (he marzinal praduct will eventually diminish. )
Festilizers 1 g i.abonr TP MP
(Lins) iUniig) Linits) (Lilss
16 40 30 -

| 16 40 T 4G

2 it 30 i20 30

3 i 40 160 40

4 10 40 190 30

From the above table, after 2 vaits of sl variable factor (ertilizers) are emploved, an additional noit of fertilizers feads to a
fall in MP = the law applics o ihe farm. 3

1997 CENS

. Assumdhat the factory has 1006 workers. (The number is arbilranyj After 95 workers are employed. the change in MP
caused by adding more and more workers in production can be feund by canvestiog the table wiven in the guestion into the
following table:

Ne. of worhers coming to work MP {anits / dav)
95 -
96 60)
97 50
o8 40
99 20
100 20
)
In other werds, when the variable factor (iabour) is continnously added to the fixed factors (land, capital and
entreprencurship). the marginal product will eventually diminish. This is the law of dininishing marginal returns. (3)
1958/CE/1/4
(a)  When a variable factor is successively added to the fixed factor(s), (holding rechnolegy constant) 12)
the marginal product will eventually diminish. (3}
(b) No, because
all factors are vartable / Jorg-run prodoction, 2
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2000/CEL'4
The law states that when variable factors are added continuously Lo the fixed fastors, (holding technotogy constan(), the

marginal product will cventually decrease. i(3)
T'he marginal product caiculated is shown below: N
AP NP
30 -
34 €2
37 61
39 S
40 3
A The data illostrate the faw of DM.P
20017 173
(The data show that) machiuery is a fixed factor and (€3]
wihien the variable factor. labowr, is added successively fo machiaery. n
the margingd product eventusily diminishes 2y
}.abour (units) Machinerv (unife} MP {units)
o 5 -
I 5 30
12 b 100
13 3 150
14 5 130
{2)
. the data slustrate the ko of dinunishing macginal retwrns ¢

aw states that as the variable factor is continnonsly added to the fixed factor, the margnel product will eventually

diminish. (3)
(b
Machine {Unit) MP {Linig)
1 3
2 14
3 16
4 (]
It illustrates the law in {a) since MP cvenmually diminishes from 16 units of output to 16 units of output when the 4%
unil of meachine is added Lo the production. i3)
2006/CE/L4
The law states that when variable factors are added continnously 10 the fixed factors. [olding teclinology constant.] the
marginal product will eventually decrease, 131
Labour (Units) 4 3 6
Marginal Product (Unils) 50 | 30 20 2}
OR
Diminishing marginal product of labour sets in when fabour increases from 4 units to 3 units as the mazginal prodnct falls
fram 60 to 30 units. )
»+ The darta illustrate the {aw of diminishing marginal rcturns. (1
2007/CENS
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(a) The law states that when variable factors are added contiguously to the fixed factors, the marginal product will

eventually decrease. ©)]
(b)
Labour (units) Marginal product (units)
5 -
6 220 (2)
7 210
8 170
Yes, because (1)
the marginal product decreases. (03]
2009/CEA3
The law states that swhen varfable factors are added coutinuously to the fixed factors, the marginal product will eventually
decrease, (33
. . Marginal output of
Machine (units) Jabour (units)
3 I8
4 2
5 =
(]
Yes, because Q8]
the marginal product decreases
2012/DSE/N:2
The faw states that (holding technology constanl.) when more units of a variable factor are added successively to a given
guantity of fixed factors, the marginal product of this factor wal) vventually diminish. (3)
No, because 83}
there is no fixed factor / long-run production. 1)
2016/DSEALA
The law states that (holding fechnology constant) when more units of a variable factor are added suscessively to a given
quantity ef fixed factots. the marginal products of this factor will eventually diminish. 3
Yes, because )
whenlabour increases from 3 10 4 units, the marginal product of labour drops from IS te 14 units{, so the law of
diminishing retums bolds). 2
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32" VARIABLE AND FIXED COSTS
Multiple Choice Questions

1990/CE/II/11
Which of the following is regarded as a fixed cost of a restaurant?

A.  the water charges

B. the wages of the part-time workers

C. the expenditure on meat and vegetables

D. the rent of the restaurant
2003/CE/1I/10

Suppose the MTR extends its service hours on New Year's Eve. Which of the following are the MTR's variable costs of
extending the service hours?

(1) electricity expense
(2) overtime payment to the drivers
(3) interest payment for loans Gom banks

A (Dand(2) only
B, {1)and (3) only
C. (2)and(3) only
D. (1).(2)and (3)
2017/DSE/I/10

An art centrc extends its business hours for one hour in order to offer more painting classes. Which of the
followtny are variable costs invoived in the extra hour of operation?

(1) salary of the accountant
(2) celectricity fee

(3) expense on paints’

(4) rental payment

(1) and (4) only
(2) and (3} only
(1). (2) and (4) only
(1), (2). (3) and (4)

vowy
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Short & Structured Questiong

1991/CE//4(a)(ii)
Mr. Chan was a lorry driver of a construction compagy. Last year, he left the company and began to work on his own with
his lorry, taking orders directly from customers.

Suggest ONE fixed cost and ONE variable cost in the above production process. Explain your answer. (6 marks)
2014/DSE/MI/2(b)

Ah Wing runs a store selling mobile phone accessories in Mong Kok. Give ONE example of variable cost incurred in Ah
Wing’s business. Explain your answer. (2 marks)
MARKING SCHEME

1990/CEAI/1) 2003:CEMA10 201 UDSET0

D A(90%) B (87%)

Note: Figures in brackers indicate the percentages of candidates cheosing the carrect unswers,

1991/CEAHa)ii)

License fee of the lory 7 mouthly parking fse of the lorry / registration fee of the firn i a fixed cost. because n
it does net vary with the ouput level. [ed]

Cost of petrolenm ; depreciation of the lony is a vadable cost. because Q3]
it varies with the output level. 23

20 14DSE2UD)

Cost of buying the accessortes. or wages of part-time workers. because ()

expenses on these items would vary (increase) with the ostput of Ah Wing s shop (i
[Mark the FIRST example only.]
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3.3 ECONOMIES & DISECONOMIES OF SCALE

Multipte Choice Questions

1990/CENY/22
*As the carrying capacity of a bus increases, the oil consumption increases, However, the oil consumption increases at a
slower rate than the carrying capacity. This is an example of

A. extemal economies of scale

B. technical economies of scale

C. mabagement cconomies of scale

D. research economies of scale
1991/CENL/20
The cost per tonne of goods transported by a bigger lorry is lower than that of a smaller one. This is an example of

A, management cconomies

B. marketing cconomies

C. financial economies

D. technical economies
1992/CE/i1/20

The Urban Council and Regional Council are responsible for growing young trees for planting around Hong Kong, Each
nursery is usually large in size. Furthermore, a large number of the same kind of young trees are planted in the same area of
the nursery. This type of nursery has the foflowing advantages:

(1) economy of scale on irrigation facilities
(2) cconomy of szale by caring for plants of the same kind
(3) economy of scale in purchasing fertilizers

A, (1) and (2) only
B. (1) and (3) only
C. (2)and (3) only
D. (1),Q2)yand (3)
1993/CE/11/21

*It is uneconomical to use a jumbo aircrafi to carry a small number of passengers.” This can be explained by

A.  the principie of comparative advantage
B. the law of diminishing rcturas
C. technical economies
D. discconomies of scale
1995/CENT/22

Which of the following about economies of scale is true?

It applies to short-run as well as long-run production.

Tt will lead to a decrease in the average cost of production when the output increases.
It occurs only when scale of production is sufficiently large.

It will lead to a decrease in the total cost of production when the output increases.

vows
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1998/CE/I/ 13
In general, which of the following arc the advantages of a small firm over a Jarge firm in the same industry?

(1) There is a better relationship between the employees and the employer.
(2) It is more adaptable to changing market situations,

(3) Specialization can be carried out more extensively.

(4) More funds can be raised at a lower cost.

(1) and (2) only
(1) and (3) only
(2) and (4) only
(3) and (4) only

onwpy

2008/CEM/17
Which of the following implies the existence of economies of scale?

A.  The total cost of production decreases when output increases.

B.  The average cost of production decreases when the production scale increascs.
C.  Profit increases when output tncreases

D. The amount of output increases by a smaller proportion than that of inputs.

2004/CE/11120
Compared with smalli stores, large supermarkets purchase a large stock of goods from suppliers at a lower average cost. It
shows that these large supermarkets enjoy o economies of scale.
A.  finance
B. management
C. technical
D. marketing
2005/CE/1V/18
When a firm enjoys economies of scale, it is in the and its is decreasing.
A. short run ...... average cost
B. longrun ...... average cost
C.  short run total cost
D. longrun..... total cost

2006/CE/NI/18
If large publishers are more able to fully utilize their machinery to lower the average cost than small publishers, then these
large publishers enjoy economies of scale.

A. financial

B. management

C. marketing

D. technical
2008/CE/MI/17

Compared with local small accounting firms, large accounting firms in Hong Kong are more willing to
use resources to familiarize themselves with China's laws in order to expand their business into Mainland
China. One possible reason is that large accounting firms enjoy

financial economies of scale.

technical economies of scale.

marketing economies of scale.

economies of scale in research and development.

vowp
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2013/DSEA/0S

In order to increase the number of nurses for expanding medical services, the government has allocated more resources to
expand the nursing programme in universitics. In this casc, private hospitals will

A. enjoy internal economies of scale.

B. suffer internal diseconomies of scale.

C. enjoy external economies of scale.

D. suffer external diseconomics of scale.
2016/DSE//07

A school is a production unit which provides educational scrvices. The following are people and objects that are usually
found at a school:

{1) the schoo! building

{2) teachers

(3) students

(4) private cars owned by teachers
(5) sanitisers (¥ T+ #4) in the toilets

In the long yun. which of the above items arc variable factors of production of the school?

A, (D and (3) only

B.  {1).(2) and (3) only

C. (2).(3)and (4) only

D. (). (2). (3) (#)and (5)

2018/DSE/I/12
Which of the following st ts about ecc jes of scale is correct?
A, It could be a source of monopoly power.
B. It exists when the average fixed cost is falling.
C.  Onlylarge firms enjoy economies of scale.
D. Ttis the result of the law of diminishing marginal returns.

2020/DSE//7

Tai On Building (X % #) in eastern Hong Kong Island is well-known as a *foodie paradise’. A variety of
strect snucks such as cant noodles, egg wafTles, dumplings and mango mochi are sold by numercus small
vendors. Customers from different districts fill their stomaches at Tai On Builéing.

Based on the above information. streer snack vendors at Tai On Building can

. cojoy iniernal <conomics of scale
cnjoy external economies of scale
suffer internal diseconomies of scale
suffer external diseconomies of scale

gow s
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Short & Structured Questions

1992/CE/1/1(b)
Suggest TWO reasons why it can be more advantageous to run a farge taxi company with many taxis rather than a small taxi
company with only one taxi. (6 marks)

1993/CE/I/ [(c)
Yummy Yummy is a fast food shop.
(1) Last year, ‘Yummy Yummy’ planned to establish a branch. Explain whether this was a short-run or Jong-run plan.
(2 marks)

(i) Afer the opening of this branch, the vnit cost of producing hamburgers is lower. Give TWO economic reasons for this.

(6 marks)
1995/CE/I/10(a)(ii)
Study the following piece of news reported in the USA:
A local singer has volunteered to perform two identical shows and the sales
receipt of the concert tickets will be donated to the Rwanda refugees in Africa
for their food and medical supply expenses ...... |
Explain TWO economigs of scale that may arise fom holding two identical shows instead of only one show. (4 marks)

1997/CE/N/9(2)
Suppose the government builds a railway in northwest New Territories.

If the new railway is to be run by the Kowloon~Canton Railway Corporation (KCRC). give TWO reasons why this can bring
down the average cost of KCRC, (4 marks}

2000/CE/1/10(b)(i}
Suppose Bank X of cconomy A takes over Bank Y of economy B by buying up its conwrolling share worti: $5 million.
Explain what type of expansion the takeover belongs to and explain THREE cconomies of scale that may arise from the

takeover. {8 marks)
2004/CE//11{c)(i)

A famous chain of fashion stores opens a new branch.

Explain TWO cconomies of scale that the chain stores might enjoy due to the expansion. (4 marks)
2007/CEN/

It is expected that the average cost of providing the railway'service will decrease after the integration of the Mass Transit
Railway Corporation Limited (MTRC) and the Kowloon-Canton Railway Corporation (KCRC).
Give THREE reasons to explain why such integration could seduce the average cost. (6 marks)

2009/CE/I/9(a)

In recent years, the price of textbooks has become a public concem.

Textbook publishers usually print textbooks in large amounts in order 1o reduce their average cost of production.

Explain TWO economics of scale that a firm may enjoy when it expands its production scale. (4 marks)

2010/CE/1/9(a)

Ocean Park Hong Kong is undergoing a major redevelopment plan.

Ocean Park will expand to double the number of its attractions. Explain TWO economies of scale that it may enjoy after
expansion, (4 marks)
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2015/DSE/NI2(b)
Many electronic product retailers are located in Mony Kok.

Suggest TW® rcasons why an electronic product retailer in Mong Kok may enjoy external economies of scale. (4 marks)
2016/DSENT/2{c)

The average cost of providing the services decreases when the Group operates more tutorial classes in different districts. Give
THREE reasons to explain why its average cost decreases. (3 marks)
2017/DSEA1/2(b)

Duge to the opening of several new branches, the average cost of production of the restaurant has increased. Explain with TWO
reasons why this happens. (4 marks)
2018/DSE/N/3

Shenzhen has become China's 'Silicon Valley'. The headguarters of many high technology firms such as Tencent (B #l ),
Huawei (3¢ ) and BYD (bt 58 38 ) are located there. Explain TWO extemal economies of scale high technology firms may
enjoy in Shenzhen. (4 marks)

2020/DSE/NL/2

{¢)  Afier the opsuing of 10 more restanrants, the firm found that its average cost deereased. State TWO
possible reasons for this, {2 marks}
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MARKING SCHEME

1990/ CEA1:22 1993 CE/T1:2 1 2006:CEAL 1T 2006:CEAI R
B e B D (72%) 2016/DSEA/07
B (529%)
199T/CE1220 1995/ CE32 2004/CEA20 2008/CEALTT
D B D (63%) D (38%%) 2018/DSE

A(519%)
2013/DSENA03 zozu:’gsxzﬁm

1902:CEMI20 199%/CETTS
A C{Ity

D

Note: Figures in bruackers indicate thc peceentages vf candidates choosing the correct answers.

1992/CE? {(b)

It enjoys cconomics of scale (48]

- purchasing economy: bulk purchasc of sparc parts at a discount

~ financial cconomy: lower cost of berrawing due to goodwill / sufficient collateral

- technical economy: fally utilize machines and spare parts (i.e. less than proportionate of part and components are kept for
maiptenance purpose) (3@. max: 6)

[Mere listing of points without elaboration — max. 2 marks. Mark the FIRST TWO poiots only.]

1993/CE/T/1(c)
(1) Longrus, because
all factors are variable / the scale of production is enlarged becanse the employment of all factors is increased. 2)
(i) - ceonomics of scale (without explanation) m
- managcment ccenamy: increased productivity due to greater scope of specialization 3)
- technical cconomy: fully utilize machines e.g. a van for delivery sendcee (3)
- purchasing economy: bulk purchase of foud materials at a greater discount 3)
(tmax: 6)
[Mere Jisting of points without ¢claboratien —max: 2 marks. Mark the FIRST TWO points only.]
1995 CE/L/ 10ta) i)
- the s2t up cest required for two shows is the same as that for one 2)
- mahagenent sconomies: the expertise required for two shows is the same as that for one (ie the payment to such
professionals as designers and accountants can be spread over a larger output.) (2
- marketing cconomies: the advertising fee for marketing two shows is the same as that for one (i.c. the advertising fee can
be spread over a larger cutput.) (#3]
- purchasing cconomies: puschase of materials required at a bigger discount than that for one show Q)

2@, max:d)

[Mark the FIRST TWO points only.]

1997/ CEMS(2)

Elaboration ofthe following pomts 1 relation o KCRC:

= techaucal economies, fully vrtfize plants and couipment, such as maintenance depots

- financial economies of scale: borrow at a Jower inteest sate due ta more collaterals

- managerial ecopdmivs of sealer increaszd productivity due to greater scope of' speeializaton

- purchasing cconomics of scale: butk purchasc of new trains, parts and consumables. etc. at a greafer discount
~ research and development ccenomics: spreading RED costove als
{ivark the FIRST TWO points only]

(Remark : Mere mention of the term "cconomics of svale” without clahoration - maxe [k |

s .
{2, maox. 4}
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2000/CE/L'10{bX 1)
Hortzontal integration, becanse N
they are domng the same or sumitar businesses th

Elaboration of X of the [olowing.

- tmancial cconomics of scale: borrow 4t 2 lower interest vate due tor more collaterals

- managerial economies of scale: increased productivity duc ta greater scope of specialization

- purchasing ceonomies of scale: bulk purchasc of stutionary. printing service (lesfler), cte. at a greater discount
- research and development ceconomics: spreading RED cost over a larger vutpat
[Mark the FIRST THREE points anly.]

200 CEN T Lo
Nanie 2 relevant ceunones of scale vwith elaboration,

- marketing cconomics of scale: bulk purchuse atlower cost, ete

- technical economies of scale: atotler use o the plants and equipment

~ mavagerial economies of scale: a wider scope for spesialization

-~ financial 2conomies of scole: easier to raise capital and at a lewer intersst rate (2@, max: 4)
[Remark: Mark the FIRST TWO paints ondy.}

2007/CEN/

- management: higher productivity due to a greater scope for specialization ¢ due to benetits from management expertise

- technical: fuller use of resources and facifities ¢ climination of duplication ot resources

- financing: more tlexible to raise funds / borrow from banks at a lower interest rate

- purchasing: bulk purchasc of raw materials with &€iscoant

~ marketing: can spread the advertising cost over & larger output

- research and development: can spread the R&D cost over a larger outpor (242, max: 6)
[Mark the FIRST THREE points only.}

2009/CE/1i9(a)

Large firms can utlize more tully the machines and plant equipment and thus reduce ~

- Technical cconomies of scale:
the average cost.

- Masnagerial economies of Alarge firm with a wider scope of specialization can raise efficiency and reduce the
scale: average cost

Largc firms can obtain capital at a lower cost, c.g.. borrow from a hank at a lower
interest rate
- Marketing economies of scale | Buying raw materials in bulk helps (o obtain disconnts in the porchase and results in a

- Financial cconenics of'scale:

in purchasing matertals: decrease b averase Cost.

- Marketing economics of scale | As the advertising cost and the cost of providing cxtra service to customers spread
in advertising: over a larger output, the averare cost also decroases.

- Risk diversification: | Large firms can reduce risk by diversification of markets { scurces of raw miaterials.

Targe firms can afford to do research and developmient say. for new praduction
techniques, 10 reduce the average cost.

~ Resgarch and development:

(2@, max: 4}
[Mark the FIRST TWO powts only]
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2010/CET/9a) 34 SHORT RUN OR LONG RUN? I

Wheb the firm s larger in scale. it may enfoy the following sconomies of scale.

|
- Financial ccenomiss: QObtaining copital af a lawer cost. c.u.. borrow from a bank at a lower intercst rate. Multiple Choice Queslions
- Munagertal sconomivs: A wid ope ol specialization can raise efficiency and reduce the gverage cost.
B . When the outpor is larger, machines can be utilized mare faily and efficiently and

- Technical ccotomics: 5 = 8 X y -

reduce the averave cost, 1994/CE/11/22
- Marketing economies of scale | Buving raw materials in butk helps 10 obrain discounts in the prrchase zind result in A producer increases all his input to double the output. He finds that the total production cost increases by 80%. This can be

in_purchasing materiuls: decrease in averave cost. explained by

- Marketing cconomies of scale | Spreading the advertising cost and the cost ol providing eaira service [0 customers
|__in advertisina: | »ver alaraer outout can seduce the averawe cost A, the law of supply.

- Rescarch and devefopment; Spreading research cxpenses Over 3 Jariee output can reduce the average cost. B. thelaw 'ofdiminishing returns.

- Risk beasiusie Wirth wore aud varied ctions, it can spread risk by divasification of markets / | C. CFOHOWCSPF scale.

i sowrces of raw materials, L D. diseconormies of scale.
(2@, max: 4)
{Mark the FIRST TWO ponts only.|
1996/CE/11/24

2015/DSEAL2h) [ No. of machines No. of workers Total output
- reduce cost of marketing and promotion [ 5 7 100
- reduce transportation cost for supplices | 5 3 120
- more related businesses available such as accessories and repair (2@. max: 4) | 5 9 150
[Mark the FIRST TWO points only.] | 5 10 200

Refer to the above table. Which of the following is a possible reason for the increase in total output?
2016/DSET2(c)

- cost of advertising shared by s larger number of stadents A, division of [abour
- bulk purchase of raw material in production B. the law of diminishing returns
- morc extensive division of labour (1@, max: 3) C. the law of comparative advantage
D. economies of scale
2017/DSEV2(b)
- may have become foo Jarge in scale, so managerial efficiency stasts dechning 1997/CE/NL/15
- may bave Jurge ontstanding loans, so the marginal cost {interest rate) of further borrowing increases During the busy season before Christmas, a factory increases the number of workers to increase output. The result is shown
- market may have saturated. feading to @ rise in the marketing cost (2. max: 4) below:
[Mark the FIRST TWO points ooly.]
No. of workers Total product (Units)
2] 210

2018/DSEL3 22 242
~ reduction of marketing and promotion costs, becanss 23 276

the region would attract more customers for high=tcchnology products/services. 24 300
- reduction of tragsportation cost. because 25 310

transport network and other infrastructures would develop morce quickly, tius improving accessibility
- reduction of average/marginal cost of recruiting more expericnced and skilled workers, becanse The change in output can be explained by

more of these workers would be attracted to the region. (2@, max: 4)

fMark the FIRST TWO points only.] the law of diminishing returns.
diseconomies of scale.
(out of syllabus)

(out of syllabas)

2020/DSE/L2

onwy

¢. Financtal economies of seale
Technical economizs of scale
Marketing econoames of scale
Management economies of suals
Purchasing cconomies of scale (2 marks )
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2000/CE/TI/16

The above data refer to a

Number of machines Number of workers Total output (units)
3 3 90
3 4 160
3 5 250
3 [ 360

situation in which

Micraeconomi Topi
3. InpUt-Output Relationship

] ‘onomics by Topic
3. Input-OutpLt Relatisnship

2006/CE/N/19

A producer increases all his inputs to double the output. The following table shows the change in average cost after a change

in outpul.

Total Output (Units)

Average Cost ($)

10 000

6

20 000

7

Based on the above information, we can conclude that

A. shortrun...... the law of diminishing returns applies A the firm enjoys cconomies of scale.

B. short run ...... the law of diminishing returns does not apply B.  the firm suffers from diseconomies of scale.

C. long run ...... cconomies of scale exist C. tbe law of diminishing marginal retumns applies to the firm.

D. long run ...... diseconomies of scale exist D. the fizm produces at the optimal scale of production.
2001/CE/II/17 2007/CEM/19

The table below shows the production of Good X in a firm, Only two inputs are required in the production process. The input-output relationship of Firm A is as follows :

Capital (Units) | Labour (Units) | Total Output {units) Total Cost ($) Capital funits) Labour (unis) erg/inaAI ouiput
i 1 20 100 . {units}
2 2 35 200 1 10 10
3 3 45 300 1 11 9
4 4 50 400 ) 12 8
i 13 7
From the above data,
From the above table, we can conclude that, as the labour input increases
A. the law of diminjshing marginal returns applies to the finn. . .
B. the firm enjoys economies of scale. A. total output is increasing.
C. diseconomies of scale exist for the firm. B. average output js increasing. )
D. the firm produces at its optimal scale of production. C. firm A is experiencing disecconomies of scale.
D. the average cost of production is decreasing.
2005/CE/II/19

The table below shows the production of Good X in a firm. Only two inputs are required in the production process. 2008/CE/II/18

When a firm expands production by only employing more labour.

Capital Number of Average working hours | Total Output
(Units) Workers of workers per day A.  the wage rate of its workers will increase.
2 10 10 5000 B. the average productivity of its workers will increase.
2 10 9 4900 C. the firm will enjoy economies of scale.
3 10 3 4700 D.  the marginal product of its workers will cventually decrease.
2 10 7 4 400
2009/CEN/19

all i < ing th King | vorkers fom 10 h . . . .
guse }:z : rﬁl dx:ymarkct demand. the firm reduces the output by cutting the working hours of the workers &om 10 hours a day Refer to the following information about the inputs, outputs and average cost of a firm, The only inputs
’ required for production are capital and labour.

Based on the above information, we can conclude that

) Capital (units) Labour (units) | W gutput A\'cr?gc Eost
A.  the supply of Good X by the firm decreases. _ = | (:HHKS) .)
B.  the amount of labour cmployed by the firm remains constant. Bo > | " (300 M
C. the law of diminishing marginal returns applies to the firm. ! 9.0 10 ‘} 300 ‘_‘
D. the firm enjoys economies of scale. 1500 15 53500 5

Within the above range of output, we can conclude that

the firm is producing at the optimal scale of production.

the law of diminishing marginal returns applies to the firm.

the firm does not have a comparative advantage in the production of this good.
the firm suffers from discconomies of scale.

vaw>
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2013/DSE/N/03

The following shows the cost-output relationship of a firm.
[Output(units) | o7 1] 2 31 4] 5]
[ Total cost ($) [ o] 28] 42| s3] e[ 7

Based on the above table. we can conclude that

A. the firm enjoys the bencfits of cconomies of scale.
B. the firms eptimal scale of production is 5 uaits ot outputs.
C. the average variable cost is increasing.
D. the total fixed cost is $10,
2013/DSE//04
Machines (unit) Labour (unit) GRS P e
unit)
2 3 30
2 4 40
2 5 50
2 6 55
The above table shows a situation in which
A, short run ...... the law of diminishing returns does not apply
B.  short run ...... the law of diminishing returns applies
C. long run economies of scale exists
D. leng run ...... discconomies of scale exists
2019/DSE//05

The following table shows the production data ofz fim. The only inputs required ars capial and labonr,

Capital (units) | Labour (units) | Total prodace (auits) | Total cost of production (5)
2 2 10 100
3 3 30 - 270
4 4 45 © 360

E s 55 - 385

Based an the sbove mble, we can conclude that

A. thelaw of &minishing returns applies 1o the fira.
B. thetotsi fixed costis $100.
C.  thooptiom) scale is 45 units.
D, the Trm cujoys economies of scate.
2020/DSE/N/8
The following @ble shows the production plan of 3 firm Which employs two facrors only:, ramely lobour and.
‘madtacry.
[ Mochiney |  Labow | Avcrage product of labour
{umitsy {umity) (units)
4 1 0
4 - 21
4 3 22
4 L) X

If the above data tlusieute the lasy of diminishing marpioa! resuns, the enloc of X

cap be 23

<cart be stolier than 22
must be larger than 22
must be smiaffer than 22

coxp

Short & Structured Questions

1993/CE/1/1(b)

Yummy Yummy is a fast food shop. With more customers, Yummy Yummy' had to employ more workers to increase the
output. However, with its existing facilities and equipraent, the shop could not further increase the output by employing more
workers when the number of workers had reached a certain level.

Name and state the economic law which explains the above situation. (5 marks)

MARKING SCHENME

2006/CEAL 10 2009/ CET 19 2014]
B (55%) D (56%6) D

1994/CENI22
(&

2020/DSESY
D

2008/ CEAIIS
D (78%) B (82%;)

Nute: Figures in bruackets indicaie the percentagses of candidares chooving the correct answers,

1993:CE111{b)

Law of diminishing {marginal) remurns Q)

The law states that as more variable jactors are added {saccessively) to the fixed factors, marginal vutput will (gventually)

diminish, (3)
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3, Inpur-Outpit Refationsh

3.5 PROFIT MAXIMISATION

Multiple Choice Onestions

1987/AL//0S
When economists say that a competitive firm faces a perfectly ¢lastic demand curve, they mean

A, the firm will scli an infinite quantity of output at the going price.

B. the law of demand is rejected.

C. all variations in output the firm can make will leave the price nnaffected.

D. the good is not a necessity because the quantity demanded will be zero at a higher price.
1987/ALN/25

Suppose in a price-taking industry, the market price of a product is $6. A firm is producing output at the point where the
average total cost equals the marginal cost. both of which are $8. The average variable cost is $5. In order to maximize
wealtly, tl 1efirm will

A.  keep on producing but reduce its output.
B.  produce zero output.
C. leave its output unchanged.
D. increase its selling price.
1992/ALN2S

The imposition of a lump-sum tax on ¢ach firm in a price-takers" market will

A.  decrease the number of firms in the market.
B. increase the output of each firm that remains in business.
C. increasc the market price of the output.
D. Al of the above.
1995/AL/Y10

Under competitive market equilibrium, all firms will have the same

A. marginal cost of production.

B. total cost of production.

C. profit.

D. [evel of output
1998/AL/I/29

The demand curve facing a pricesta keris perfectly elastic. This implies that

the market price will not change.

the law of demand cannot be applied in the price-takers’ industry.

the market price will not decrease even when a seller increases his output.
All of the above.

oowy

2001/AL//29
Which of the following comes closest to a product sold in a price-wkers’ market?

A jade

B. gold

C. diamond.
D. pear!
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2004/AL/V12
A firm is said to be a price-taker if

A. it has the same cast curves as other competing firms.
B. it cannot ajone decide on its output level.
C. itcanpot ask a price higher than the market price and expect to survive.
D. Itreceives no profit.
2012/DS E/1/09
Refer to the following table showing the production costs of a price-taking §rm.
Total Output Marginal Average variable | Fixed cost
(units) cost ($) cost ($) £3)
2 4 3 1
3 6 4 1
5 4 8 s !
H 10 6 1
6 12 7 1

If the product price is $6,

A.  the firm will produce 5 units of output to maximize its profit.
B. the maximum profit the firmn can make is §5.
C. theaverage variable cost is $5 when the firm maximizes its profit.
D. the minimum total cost of the firm is $13,
2014/DS E//06
The following table shows the cost-output relationship of a price taker.
Output (units) Total cost ($)
1 20
e 43
3 75
4 110
5 150

Given that the profit maximizing outpui of the firm Is 3 units. If the fixed cost increases by $5. the price of the good and the
output will be and respectively.

A $25. . 2units
B. §$30 2 wnits
C. $30 units
D. $75. .. 3units
2015/DS EN1/05
The schedule below shows the marginal cost of a firn in a perfectly competitive market.
{ Output (units) [ 3] 4 s 6] 7] 8 9]
[ Marginalcost(8) | 5| 55 61 65 1] 8| 95|
Suppose therental of the machine hired. a fixed cost. increased by $2 while the marginal cost for each unit of the output is
reduced by $0.5. As a result, the profit-maximising output of the firm __while theprofit of the firm ___ -
A.  increases ...... decreases
B. increases ... ..may increase or decrease
C. decreases...... decreases
D. decreases...... way increase or decrease
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3. Input-Output Relationship
2016/DSEN/12
The following table shows the cost-output relationship of a price-taker.
Output (units) Average cost (§)

2 20

3 21

4 22

5 23

6 24

7 25

Suppose the market price is $25. What are the profit-maximising output and profit respectively?

A. 4 units and $0
B. 4 units and $12
C 7 units and $0
D. 7 units and $12
2017/DSE/1/48
The following table shows the cost-output relationship of a price-taker.
Output (units) Averaze cost ($) |
5 10
6 11
7 12
8 13
9 14

The market prce is $20. Suppose the average cost has ereased by $2 for every unit of output. The prodit of the firm wil)

A. increase by S16
B. increase by $14
C.  decrease by $16
D. decrease by $14
2018/DSE//06

The following table shows the cost-output relationship of a prefit-inaximising firm. The firm has a fixed cost of S3.
lOu_tgut(uuits) i 1] 2] 3] 4| 5| 6]
Average cost (§) | 7] 6| 7 | 38 9.6 | 12 §

Which of the following statements is correct?

The optimal scale of production is 2 units.

There exist diseconomies of scale after the third unit of output is produced.
If the market price is 58, the output is 4 units.

If the market price is §9, the profit is $6.

vowp
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2019/DSE// 10

The following tble shows the cost-0utpe relationship of & price-taking firm.

Total ovtpat (units) | avorage cost (5) ‘
3 10
4 15
5 20
6 25
7 30.

If the profit-maximising Gutput is § wmits, the market price will be |

Al
B,
C.
D.

ggyge

2020/DSENC

Refer to the following table about the cost-cuiput relationship of z profit-meximiking fiens.

i Quniity (units) IR L3 f 4 5 %
,[Ave.—ager.osl(S) N K 8 9

If the average cost of every unit of ourpul decreases by St and the market price s S¥.

Tnwy

the misimum cost of production s SHE.

the profit maximising output is 3 unds.

the muximun profit is S10.

the marginal cost of every uagt of ourput wili remaire unchanged.
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Short & Structured Questions

SP/DSE/I/S(c)

Assume the market of electronic watches is perfectly competitive.

Suppose there is an improvement in technology that lowers the marginal cost of producing electronic watches. The schedule
below shows the marginal costs of a firm which produces electronic watches before and after the technological

improvement.
Marginal cost (S) hefore | Marginal cost ($) after
Output (Units) the technological the technalogical
improvement improvement
500 70 60
600 80 70
700 50 S0
800 10 90
900 110 10

(i) Ismarginal costafixed cost or a variable cost? Explain.

(2 marks)

(if) Suppose the market price of electronic watches was $80 before the technological improvement, What is the output of’

the fim at this market price?

(I mark)

(iiii) Suppose the market price of electronic watches fell to $70 after the technological improvement. What is the output of

the firm at thismarket price?

MARKING SCHEME

(1 mark)

1987/AL/0S 1995/aL4710 2004/ALT/12 2015/DSENQS 20)/DSFE/1/96

C A C (86%) B (73%) D (424%)
1987/AL11:25 19987AL:1/29 2012/DSET/0Y 2016/DSE/N? 12 2019/ DSEN04

A (@ B (39%) B {76%) D
1992/A1.71:25 2001/A1L1/29 2014/DSE/06 2017/DSE1:08 2019/DSEN10

D B C (56%) D (55%) D
2020/DSE9 Note: Figures in brackety indicate the percentages of candidates choosing the correct answers.

B

SP/DSENH(c)
(1 1tis a variable cost hecause
it increases with outpet.

{) 600 units

(iti) GOC uwirs
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(D
(1

(€]
48]

2019DSE/T/04

If the fixed cost of a price-taking fitm decreases by $20¢ and the marginal cost of esch unit of ouput

inereases by $10, the profit-meximising omtput will and the profit .
A. Inqrease ...... will decrease
B. incteasc......may increase or decrease
C.  decease ...... will increase
D. decrease ...... may increase or decrease



Microeconomics by

SECTION 4: OWNERSHIP & EXPANSION OF FIRMS

4.1 PUBLIC ENTREPRISES

Multiple Choice Questions

1991/CE/NV13
Which of the following statements is true about the public utilities in Hong Kong?

A.  All public utilities are government-owned.

B. The setting up of public utilities requires government franchises.

C. The government has imposcd 2 maximum limit oa profits on all public utilities.

D. Inreturn for a franchise, a public utility is regulated by the government.
1981/CE/I/14

Which of the following is a possible consequence when government-run car parks become privately cun? In these car parks,
there will be

A, greatet efficiency in management.

B. more car thett.

C.  less frequent changes in parking fees.

D. shorter business hours.
1992/CE/I/19

Which of the following is an advantage ot Tate's Cairn Tunnel (K % L §# 3 ) being run by the privare sector rather than by
the government?

A The private firm has more freedom in staff management.

B. Management by the private firm helps to ease tratfic congestion

C.  The private firm charges users a lower price than the government would charge.

D. The private firm pays a lower interest rate on its loans than the government would have to pay:
1993/CE/1V12

Which of the following is true about the post office in Hong Kong?

A Ttis akind of capitai,

B. Ttis granted a franchise by the government.

C. It faces no competition in providing its services.

D. Itpaysdividends to its employees whenever there is a profit.
1993/CENI/17

In Hong Kong, a public radio broadcasting campany enjoys the follewing advantage over a private radio broadcasting
company:

lower production costs

priority in obtaining world news

a more extensive division of labour

the ability to deal more casily with financial difficulties

vaw
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Short & Structured Questions

1993/CE/I/3(a)

The Mass Transit Railway Corporation (MTRC) is a public corporation.

(i) Who owns a public corporation? (2 marks)

(ii) From the view point of society, give TWO advantages a public corporation has over a government department 2nd
ONE advantage it has over a private firm. Answer the question with reference to the MTRC. (6 marks)

(Note: In yeur 2000, the MTRC wus privatized and has since then become a listed compuny.)
2017/DSEAN/10(b)
MTR Corporation Limited (stock code: 66) provides railway services in Hong Kong.
Some politicians suggest that the government should buy back the shares of MTR so that the company would become

wholely owned by the government. Discuss the suggestion by giving ONE argument FOR and ONE argument AGAINST
it. (4 marks)

201S/DSE/NK3

Give ONE cxample of public corporation in Hong Kong, With reference to your example, state TWO
advantages of providing the service by a public cosporation instead of a private caterprise. (3 merks)
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MARKING SCHEME

199Y/CEAA3 199 1/CE/ 14 1952/CEAING 1993/CEAL12 1993 :CEALTT
D A A A D

Note: Figures in brackets indicate the percentsges of cuudidates chausing the correct answers,

1993/CE:1/3(a)
(i) The government (E)

1) Advantages over a government department
- profit motive
- more flexible operation e.g. less red-tape
- higher incentive to lower production cost ¢ efficient use of employces
- better control of cmplovees
~ more respensive to consumers’ demand
- more innovalive e.g. stored valued ticket {
[ark the FIRST TWQO points only.]

[
=)

£

@, max: 4)

Advanlages over a private firm:

- sound financial structure (financially backed up by the governmenty / lower interest on loans horrowed (with
government an guarantor)

- better overall planning ¢ co-ordination of transportation services

- governmznt may receive dividend from the corparation

[Mark the FERST point only.)

Q@. max: 2)

2817/DSEAN! 10(b}

Arguments supporting the suggestion:

- Government will have a better contro] of the train fare, and it can eely reduce the fare to relicve the burden of the
passcnyers

- IFMTR is fully owned and supported by the government, that would make it casier for MTR to get loans to fund its
operation or investment, (2@, max: 2}

Arpumecots opposing the suggestion:

- It may fower the ¢fficiency of MTR's management and reduce its sensitivity to market (price) signals.

- The money involved in the purchase of MTR is substantial. The governmenr may lave better alternative uses of the money,
such as education and medical services. 2@. max: 2)

[Mark the FIRST point only.]

2019/DSEAI/S

Moarks
Exemplex ) O}
- HK Airport Authority
- Heng Kong Export Credit Inswrance Cozporation
-~ any other selevant example
[Mack the FIRST point only.]

Advantages:
= casier to get infonnation sbout the gemeral public from the govemment for
decisioo-aaking
- can provide s@ble service with a lower price @1
- casier to get loan with the backup of the govenmuent max: 2
- any otber relevant point |
{Mark the FIRST TWO points only.]
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4.2 SOLE PROPRIETORSHIPS & PARTNERSHIPS

1990/CE/1/12
The advantages of sole-proprictorship include

(1) limited liability

(2) flexibility in decision making

(3) =ahigh degree of division of labour
(4) morc personal contact with customers

A. (1) and (2) only
B. (J}and (3} only
C.  (2) and (4) only
D. (3) and (4) only
1990/CE/MI/21

Mr. Chan was one of (he owners of a trading firm which recently went bankrupt. The courst then took over his personal
property. To what kind of business ownership did this trading firm belong?

A.  sole-proprictorship

B. partnership

C, private limited company

D. public limited company
1991/CE/NI/ LS

Which of the following is an advantage of a partnership over a sole proprietorship?

A. astrongers incentive for cfficiency.
B. more flexibility in making management decisions.
C. awider range of abilities and talents in management.
D. limited liability to all partners.

1993/CE/IT/09

Peter and Joan form a general partnership. Which of the following is true?

A. One of them enjoys limited Jiability.

B. Peter and Joan share the profits, if any, equally.

C. IfPeter borrows money in the name of the partnership, Joan is also liable for this debt.

D. Peter can xansfer his ownership in the partnership without Joan's agreement.
1993/CE/1/09

‘Which of the following is a feature of a general partnership?

vOwy

Only the sleeping partners enjoy limited fiability

The business will be dissolved on the death of any one partner

All partners enjoy an equal share of the firm’s profit

The consent of the majority of partners is needed for the transfer of shares
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1999/CENI/17
Mr Lee is medical doctor and manages a clinic. He is responsible for the loss in excess of the capital he has contributed to
the firm, The firm is a and Mr Lee is a

(1) sole proprietership ...... sale progricter
(2) partnership ...... general partner
(3) (out of syllabus)

A, (1) only
B. (2)only
C. (Der(2)
D. (2)or(3)
1999/CE/I1/18

John, Andy and Sammi form a general partnership. Which of the followiny is true?

A.  They share profit equally.

B. They can transfer their ownership fieely without the consent of other partners.

C. They have to bear unlimited liatility

D. They have to disclose the financial conditions of the partnership.
1999/CEN/2}

Partoership than sole proprictorship.

A.  has more capital

B isalessrisky type of ownership

C. enioys more economies of scale

D. has less flexibility in decision making
2000/CE/TH20

Mr Wong and Mr Chan have formed a partnership. Which of the following statements is correct?

A They enjoy limited liability.

B. The transfer of ownership does not need the other partner’s consent.

C. Each of them is responsible for the business decisions of the other.

D. The accounts of the partnership have to be disclosed te the public.
2001/CENY22

M ' Lee is a private medical doctor. He wants to expand his business. He can raise funds by

(1) borrowing from banks,
(2) inviting partners to from a general partnership.
(3) forming a private limited company and issuing shares.

A. (1) and (2) only
B. (1) and (3) only
C. (2)and (3) only
D. (i1).(2)and(3)
2005/CE/11/22

Which of the followiny is an advantage of general partnership over sole proprietorship?

The owners enjoy limited liability.

It has a wider sousce of capital.

The risk of running the business is {ower.

There is no need to disclose its financial accounts to the public.
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2009/CE/M/21
Mr. Lee, a sole proprictor. expands his business by forming a general partnership with Mr, Chan. As a result,

A, their tiability to the firm is confined to their investment in the firm.
B. they have to share profits cqually,
C. each of them has to be responsible for the business decisions of his partner,
D. they can issuc sharcs to raise capital.
2014/DSE/1/08

Which of the following statements about partnership and sole proprietorship is correct?

Partnership has better continuity than sole proprictorship,

Partnership has less flexibility in decision making than sole proprietorship.
Partnership has more capital than sole proprictorship.

Partnership ¢njoys more economies of scale than sole proprietorship.

oomy

Short & Strpctured Questions

1995/CE//1

NN ST
Lee. Chau. Lam & Co.. Solicitors

To what type of business ownership does the above firm belong? List THREE features of this type of business ownership,

(4 marks)
1995/CE/l/11(c)
Many small property agencies in Hony Kong register as sole proprietorships rather than limited companies. Give THREE
advanteges of a sole proprietorship compared 1o a limited company. (G marks)
1998/CEN/9(b)

The restaurant is general partnership. Explain TWO advantages of a general partnership over a sole proprietorship. (4 marks)

2018/DSE/NL2(a)
Last year, Peter operated a sole proprictorship. Recently he invited Paul and Mary to form a partnership to expand the

business to other markets.
Suggest TWO rcasons why Peter switched his firm's form of business ownership for expansion. (2 marks;
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MARKING SCHEME

1990:CEN12 1993/CEA1:09 1999/CEA 11718 200 LiCEI:22
8 A

4. Ownership & Expansion of Firms’

20 {4/DSEN08

@ C (& B (74%%)
1990/CE/H/21 1993/CE/11:09 1999/CE/21 2005/CEI22
B B 2] B (S0%)
1991/CEAVS 199Q:CEAL 1T 2000:CET1:20 2009/CEAL24
C C C C (32%;
Nute: Figures in brackets indicate the percentages of candidatey choosing the correct unswers.
1995/CEL1

{General) parnership

¢ ¢ each partner is fully liable for the firm’s debts
- death and banksuptcy of a partner will lead to dissolution of the partnesrship
~ act by one partner binds all other partners
- difficult to admit or withdrow partners
- financial statements need not be publicly disclosed
[Mark the FIRST THRIER features only.]

1995/ CET/( }(c)

- Jow sct up cost

- easy to set up and dissolve, so suitable to business with sudden ups and downs
- lower profits tax rates

- low accountinyg cost

Mark the ¥IRST THREE points only.]

1998/CE/1/5{b)

- wider source of capital

- better division of labour among owners (widzr scope of specialization)
- risk and cost can be shared among partaers

[Mark the FIRST TWO potints only ]

20(8&DSEAL2a)
- Peter wants 1o favite more investors 1o get new funds for expansion o) his businzss.
- Peter can make wuse of different expertise from Paul and Mary in the new markets.
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(1@, max: 3)

(2@, max: 6)

(240, max- 4)
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4.3 LIMITED COMPANIES

Multiple Choice Questions

1990/CE/M/07
Which characteristic listed betow applies to all fimited companies?

A.  The company can own assets in its name.
B.  All shares arc quoted on the Stock Exchange.
C. Shareholders are free to sell their shares to anyone they choose.
D. (out of syllabus)
1991/CEN/16

Which of the following is regarded as an advantage for a private limited company to go public?

A.  Sharcholders enjoy limited liability.
B.  There is separation of ownership and management.
C. There is wider scope for raising capital.
D. Shares become transferable.
1993/CENI/10

The Bank of Credit and Commerce Hong Kong Limited (BCC HK) was a private limited company. When it was closed in
1991,

A, the sharebolders could avoid losses by selling their shares on the stock market.

B. the government took over the bank under the Banking Ordinance.

C. the depositors had the right to claim their money after the shareholders,

D. the losses of the shareholders were limited to their investment in the bank.
1993/CENI/13

One of the advantages of a privatc limited company ‘going public’ is;

A.  limited liability

B. more access to funds

C. being subject to a lower profits tax rate

D.  beting less likely to be taken over by another company
1994/CE/Ni124

A limited company is a legal entity. This implics that

A.  the company must obey the law

B. the company may sue other persons in its own name.

C.  management and ownership of the company are separated

D. its shares can be quoted on the stock exchange.
1994/CE/11/25

A public limited company differs from a private limited company in that. for cxample,

there is no Jegal maximum limit on the number of shareholders.
Its sharcholders enjoy limited liability

(out of' syllabus)

It is subject to a higher profits tax rate.

OO Wy
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1995/CE/11/24
It is possible for a sharcholder to sue his company because

A.  acompany enjoys limited liability.

B. acompany is a leyal catity.

C. acompany is managed by a broad of directors.

D. of'the separation of management and ownership.
1995/CE/I/25

A public limited company has more advantages in raising capital over a private limited company because the former.

A, isowned by the government but the fatter is not.
B.  has more directors,
C.  can issue shares to the general public but the latter can't.
D.  has a larger scale of production.
1996/CE/11/57

Which of the following about the stocks and shares issued by the public limited compantes in Hong Kong is INCORRECT?

A.  All of them are traded in the Stock Exchange of Hong Kong .

B. They facilitate the raising of capital of firms,

C. They provide opportunities for small investors to invest.

D. Their prices reflect the earning power of the companies.
1997/CENI/16

If a listed company is converted into a private limited company,

A. it can avoid being controlled by the government.
B. its firm size will be reduced.
C. it can reducc the risk of being taken over,
D. itloses the status of legal entity.
1999/CE/I1/22

Which of the following is an advantage of a public limited company over z private limited company?

A.  awider source of capital

B. larger economies of scale

C.  abetter specialization in management

D. large number of shareholders.
2000/CE/NI21

Which of the following are advantage of turning a private limited company iato a listed company in the stock market?

(1) The company gains the status of a legal entity.

(2) The company enjoys economies of scale.

(3) The company enjoys a wider source of capital.

{4) Ownership of the company can be transferred freely in the market.

(1) and (2) only
(1) and {4) only
{2) and (3) ouly
(3) and (4) only

TgOw >
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200 1/CE/TI/18
| Firm A Firm B
Legal Status | Legal Entity Lezal Entity
Liability Limited Limited
Transfer of ownership Does not need the consent | Needs the consent of other
i of other owner(s) owner(s)

Refer to the above table. Which of the following is correct?

A.  Firm A has niore capital than Firm B.

B.  Firm A has a greater risk of being taken over by another firm than Firm B.

C.  Firm A s listed company but Firm B is not.

D.  Both firms have to disciose their financial statements to the public.
2002/CE/11/21

Ifa private limited company in Honyg Kong is turned into a public limited company,

A, the company will pay the profits tax at a higher rate,

B. the company will gain the status of a legal entity.

C. the company will have a wider source of capital.

D. the original owners must increasc their investments in the company.
2003/CE/TI/19

Mr Chan is one of the owners of a firm which is a legal entity. Morcover. the transfer of Mr Chan’s owrership in the firm
needs the consent of other owners. The firm is a

A, general partnership.

B. limited partuership.

C. private limited company.

D. public limited company.
2005/CE/1/20

Ifa listed public limited company is turned into a private limited company irn Hong Kong,

A. the company will be at & lower risk of being taken over.

B. the corpany will pay the profits tax at a lower rate.

C. thecompany will lose its legal entity.

D. the shareholders will bear unlimited Hability.
2006/CE/11/20

Angel, Bonnie and Catherine joiatly own a firm. The firm is 2 legal entity. Which of the following statements about the firm
must be correct?

A.  The tirm can issue shares to raise capital.

B. At least onc of the owners has to bear unlimited liability.

C. The firm will be dissolved on the death of any one owner.

D. The accounts of the firm: have to be disclosed to the public,
2007/CE/MI/22

Which of the following about a public limited company is correct?

The company can be a sharcholder of'a listed company.,

The shaics issued by the company are traded on a stock exchange.
The maximum aumber of sharcholders is 50,

It earns greater relurns than a private limited company.

cnwpy
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2008/CE/11/20
In 2006, the Bank of Communications (3¢ i #R 47 ) quoted its shares on the Hong Kong Stock Exchange. A resuit of this
was that
A. the Bank became a Jegal entity in Hong Kong.
B. the Bank can raise capital more easily in Hong Kong.
C. owners of the Bank enjoy limited liability.
D. ownership and management of the Bank can be separated.
2009/CE/NL23

After the 2008 stock market crash, some listed companies in Hong Koag proposed privatizing their companies. If a listed
company is privatized and turns into a private limited company,

A. the company is not a legal entity any more.

B. the firm’s size will be reduced.

C. the company can enjoy a lower profits tax rate.

D. the risks of being taken over will be reduced.
2010/CE/NI/22

Which one of the following statements about a private limited company is correct?

A.  The shares issued by the company are waded on the stock market.

B. The transfer of ownership needs the consent of other sharcholders.

C. Ithas to disclose its financial information to the public.

D. Itis subject to a lower profis tax rate than 2 public limited company.
2012/DSE//09

If 2 partnership is turmed into a private limited company.

(1) the company will become an independent legal entity.
(2) the company will be at a hisher risk of being taken over.
(3) the company will pay a higher profits tax rate.

(4) the number of owners will increase.

A. (1) and (3) only
B. (l1)and (4) only
C. {2) and (3) only
D.  (2) and (4} only
2015/DSE/N/07

A firm has an independent legal entity but the owners cannot transfer their ownership without the consent of the other
owners. When the owners want to expand the firm’s business, they can

Tows

(1) use the retained profit of the firm
(2) issue shares to the public to raise capital
(3) borrow from friends to raise capital

(1) and (2) only
(1) and (3) only
(2) and (3) only
(1). (2) and (3)
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1990/CE/NI/ 14
‘Who will receive the repayment first when a company liquidates?

A. ordinary sharelolders

B.  (out of syllabus)

C. directors

D. debenture-holders
1952/CE/11/18

On the liquidation of a public limited company, which of the following parties will get their money back before the others?

A.  the sharcholders

B. the debenture-holders

C. the government

D. the cmployees of the company
1993/CE/M/03

My. Chan has purchased some shares in a public limited company. Which of the following statements is correct?

A.  He cannot participate in the management of the firm.
B. He will automatically receive a dividend from the company every year.
C. His personal accounts have to be disclosed to the public.
D. His ownership in the company is freely transferable,
1993/CE/11/07

From the viewpoint of a public limited company, which of the following is an advantage of issuing debentures over issuing
shares to raise capital?

A. The company can raise more capital.

B. The existing shareholders have a better control of ownership of the company.

C. The company can pay less to debenture holders than to shareholders when its profit is small.

D. 1tiseasierto obtain morc bank loans if the company issucs more debentures rather than more shares.
1993/CE/I/19

What is the economic role of sharcholders in a public limited company?

A, preparing the company’s accounls
B. making production decisions
C.  bearing risk
D. sharing profits
1996/CE/1/20

When a public limited company liquidates, which of the following will be the last one to have the right to claim rcpayment
from the company?

A.  ordinary shareholders
B. (out of syllabus)

C. debenture holders

D. employees
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1996/CEM/21
The sharehelders of a public limited company is different from the debenture holders of the company in that

A.  the return of shareholders is lower.

B. the return of shareholders is more stable.

C. shareholders have a prior claim oa the income of the company .

D, sharcholders are owners of the company while debenture holders are not.
1997/CEART/18

Which of the following sources of firance would most probably reduce the controlling power of the existing shareholders of
a public limited company?

A, anew issue of ordinary shares to the public

B. (out of syllabus)

C. anew issue of debentures to the public

D. ashort term loan borrowed from a bank
1998/CENI/18

Being a small investor. Peter prefers to be a shareholder ofa public limited company rather than of a private limited
company. This is because

A.  he can enjoy limited liability.

B. the transfer of ownership is easier.

C.  shareholders have the right to suc the company

D. there is no legal maximum limit on the number of sharcholders of a public limited company.
2002/CE/IV17

Which of the following statements about limited companies in Hong Kong is correct?

A, Sharcholders and debenture holders have to bear unlimited liability.

B. Issuing more debentures will increase the risk of being taken over.

C.  Shares and debentures of public limited companies are traded on the stock exchange.

D. Debenture holders can claim the company s assets prior to shareholders when the company goes bankrupt.

2002/CE/1/18
As a small investor, Calvin prefers to purchase the shares of a listed company rather than those of a private limited company
in Hong Kong because

A.  the accounts of a listed company have to be audited by certified accountants.

B. there is a separation between ownership and management in a listed company.

C. the shares of a listed company are freely transferable on the stock market.

D. the liability of the shareholders of a listed company is limited to their investment in the company.
2003/CE/11/22

From the viewpoint of investors, which ofthe following is an advantage of buying debentures over the purchase of shares?

A, The retum of debentures is higher.

B. Debentures can be sold on the stock exchange while shares cannot.

C.  The market price of debentures is fixed.

D. Debenture holders have a prior right to get their money back from the company if it liquidates,
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2004/CE/I23 :
The debentures issued by a listed company __ be traded on the securities market. The company has to pay the I
interest to debenture holders the dividends to shareholders.

A can... before

B. can ... after

C. cannot ...... before

D. cannot.... after
2005/CE/L/21

Which of the following descriptions about the shar¢holders and bondholders of a company is correct?

A.  Ordinary sharcholders have a higher return than the bondholders.

B.  (out of syllabus)

C. Ordinary sharcholders are the creditors of the company.

D. When the company winds up, the bondholders have a right to get the money back from the company in advance of
its shareholders.

2006/CE/i1/22
From the viewpoint of the company. which of the following is an advantage of issuing ordinary shares over bonds to raise
capital?

A.  The company can raise more capital.

B. The company has the obligation to vedeem the bonds but not the ordinary shares.

C. The ordinary sharcs cun be freely transferable on the stock market.

D. The liability of the sharcholders is contined to the amount they have invested in the company.
2007/CE/I1/21]

From the viewpoint of the existing shareholders of a listed company. which of the followiny is an advantage of issuing bonds
over ordinary shares to raise funds for future development?

A. Their power of control over the company will not be diluted.

B. The interest paid to the debenture holders is lower than the dividend.

C. The company need not pay interest to the debenture holders when it incurs a loss.

D. The debenture holders have no right to sue the company. whereas the shareholders do have the right.
2008/CE/NI/21

Which of the foliowing methods of raising capital will dilute the controlling power of existing shareholders in a listed
company

A. borrowing from a deposit-taking company
B. issuing debentures
C. (out of syllabus)
D. issuing ordinary shares
2009/CE/I/20

When a public limited company is liquidated, among the ordinary shareholders, preference shareholders, debenture holders.
and employees of the company, the have the first priority to claim back

ordinary shareholdsts ...... the money they iavested in the company
(out of syllabus)

debenture holders ... the money they loaned to the corapany
employees...... their salaries in arrears

oow>
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2009/CE/I/22
From the viewpoint of investors, which of the following is an advantage of buying ordinary shares over debentures?

A.  The retarn of ordinary shares is higher than that of debentures.

B. The market price of ordinary shares may increase while that of debentures is fixed.

C. Ordinary sharcholders invest in the company at a lower risk than debenture holders.

D. Ordinary shareholders have voting rights in annual general meetings while debenture holders do not.
2010/CE/MI/23

Which one of the following statements about the ordinary shareholders of 2 limited company is correct?

A. They are the creditors of the company.

B. They have voting rights in the Board of Directors’ meetings.

C. They receive dividends at a rate that is not fixed.

D. They receive dividends at a higher rate than the preference shareholders.
2014/DSE/N/07

A public limited company plans to issue new bonds for expansion. For the existing shareholders. which of the following is
an advantage of issuing bonds instead of shares?

A, The accounts of the company need not be disclosed to the public.
B.  They have priority in getting back their capital it the company liquidates,
C.  The interest paid to the bondholclers s lower than the dividend paid to the shareholders.
D.  Their power of control over the company will not be diluted.
2017/DSE/1/06

The government launched the Silver Bond for Hong Kong residents aged 65 or above. Bondhol ders will be paid interest at a
rate linked to inflation in Hong Kong, subject to a minimum rate of 2% per year. Bondholders may sell their bonds at
original price to the government before maturity.

Which of the following statements about the Sifver Bond is/are correct?

(1) The risk of heldiny the Silver Bond is lower than that of the shares of a listed company.

(2) The return of the Silver Bond would increase during inflation while the return of the shares of a listed
company would not.

(3) The interest received by Silver Bond holders is higher than the dividend received by the shareholders of a
listed company.

A, (1) only
B. (2)only
C. (3)only
D. (1), (@) and(3)
2019/DSEN/07
New World China Laud Limited (Stock Code: 9917} d pavatisati of the ¢ mpany and Aled

its listing status at fhe Hong Kong Stock Exchange.
Wich of the following are the possible advantages of the above change?
(1) The company ean choosa not to diselose jts financial to the public.

(2) The company can reduce the risk of being taken over.
{3) Tho company can enjoy a lower profits tax rate. =

A, (Dand (2)only
B. (I)and(3)only
C. @)awd (3)only
D. «(1), @)a0d (3)
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2020/DSE//4

Some smali investors prefer debentures (o shares. Which of the foliowing is a possible renson for that?

The return of debentures is generally higher than that of shares.

The price of shares may rise while that of debentures is fixed.

Shareholders need 10 spend time managing the compony but debenture holders do not.
Companies ¥ave obligakon o redeemn deb es but they have no such obligation for shares.

vape>
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Short & Structured Questions

1992/CE/1/3(c)(ii)

HSBC is a public limited company. Give THREE features of this type of business organization as distinct from a private
limited company. (6 marks)
1996/CE/1/53(2)

Share prices of Vitasoy International Holdings Limited (40t 4th, &% BR M5 442 (4 73 JR 2 5] ) fell because some of its products
were found to be contaminated and were destroyed.

Name the type of ownership of this firm. Explain TWO advantages of this type of ownership. (5 marks)
2001/CENV11(c)

Explain TWO advantages of a public limited company over a private limited company. (4 marks)
2002/CE/N/4

What is meant by limited liability? (2 marks)
2004/CE/1/4

State THREE features of a public limited company that distinguish it fom a private limited company in Hong Kong.
(3 marks)

2005/CE/1/3(a)
The following Hong Kong stock market information is extracted from a newspaper on a certain day,

Code Telecommunication Closing price of shares i
Company (S) |

0331 China Resources Peoples 0.290 1

0315 Smartone $.700

4008 PCCW 4.925
Name the type of ownership of the above telecommunicatien companies. Give TWO advantages and TWO disadvantages to
the owners of this type of ownership over sole proprietorship. (3 marks)
2009/CE/1/2

In 2007, the HKSAR Government bought a quantity of the shares in the Hong Kong Exchanges and Clearing Limited
(HKEX) on the stock exchange. To what type of business ownership does the HKEx belong ‘7 List TWO features of this
type of business ownership. (3 marks)

2012/DSENI/12(b)

Chinachem Group is one of the property developers in Hong Kong. Unlike other major developers, Chinachem Group does
not list its shares on the stock market. State TWO advantages and TWO disadvantages of being a private limited company
instead of a listed company. {4 marks)
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2014/DSE/NI/10
Goodbaby International (Hong Kong stock code: 1086) is the largest manufacturer and supplier of infants” and children’s
products in China,
(c) To what type of businessownership does Goodbaby International belong? (1 mark)
(d) Explain the ditferences between partnership and the type of ownership in (c) in terms of

(i) transfer of ownership.

(1) fegal status, (4 marks)

(e} Source 2 below is an extract from a newspaper article,

Addressing the potential threat brought about by the treads of the birth rate and old dependency ratio in
China, govemment officials are considering relaxing the one-chiid policy in an effort to boost the birth
1ate.

#The policy restrists urban couples to only one child, while allowing additional children in several cases, inclnding
nwins, rural couples, ethnic minorities, and couples who are both the euly chitd in their respective families.

WITHOUT using a diagram. explain why the stock price of Goodbaby International increased after the information in
Source 2 was published in newspapers. (4 marks)

2015/DSE/NI/11(a)
McDonald’s is a private limited company in Hong Kong. State ONE advantage and ONE disadvantage of forminga private
limited company over forming a public limited company. (2 marks)

2016/DSE/2(a)
Sure-Star Education Group is a tutorial centre for secondary school students. The Group can issue shares and bonds to the
gencral public to ratse capital.

Name the type of business ownership of the Group. (1 mark)

2017/DSE/N/10(a)
MTR Corporation Limited (stock cade: 66) provides railway services in Hong Kong.

MTR is a listed company. State TWO diflerences between such an ownership and a private limited company. (2 marks)

1994/CE/V4

Compare the return of ait ordinary shareholder of a bank with that of a time deposit holder. (6 marks)

1999/CE/N/4

In order to raise capital for expansion. a limited company is considering whether to issue new shares or debentures. From the

viewpoint of the comspany, give ONE advantage and ONE disadvantage of issuing shares over debentures, (4 marks)

2001/CE/V10(c)(ii)

Statc TWO advantages to Bank A of issuing shares over debentures for raising capital. (2 marks)

2012/DSE/I/ 10(a)(ii)

Mr. Chan considers investing the $6000 either in shares or bonds issued by a listed company. Explain with TWO reasons

why bonds could be a better choice than shares for Mr. Chan. (4 marks)
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MARKING SCHEME
1990/CE//07 1999/CE/11:22 2010/CEI/22 1997/CE/NI/ 18 2009/CE/1120
A A B {78%: A D (29%)
199 1/CENI 16 2000/CE/M;:2Y 2812/DSEN/09 1998/CE/IL 18 2009/CENL22
(& D B {(3%%) B D (61%)
1993/CEAI£10 2001/CE//18 2013/DSEN0T 2002{CENN17 2010/CEAL23
D B B (74%6) D (59%) C (55%)
1953:CET¥13 3002/CEAT2Y [900/CE11414 2002/CEAIS 20{4/DSEA07
B C (82%) D C(76%) D (7%
1994:CE1/14 2003:CEAL/19 1992:CEAT 18 2003/CE11/22 2017/DSENQ6
B C (60%) < D (73%) A84%)
1994:CEAL2S 2005/CE/L:28 1993/CEAIA3 20304 123 2019:DSEN07
A A(67% M) A{63%) A
1995/CEM24 2006:CEM1i20 1993/ CEALA07 2005/CE/L2Y 2020/D8EA
B Al4(%) B D (74%) 1)
1995/CETI25 2007/CE/U/22 1993/CENTO 2000/CEAIR2
C A(29%) © B(51%)
1996/CE/L:37 2008/CE/ 11120 1996/CEA1/20 2007/CEIIR21
A B(75% A A (64%)
1997/CE/I‘16 2009/CET23 1996/CE1I/21 2008/CEM21
C D (70%; D D (69%0)

Note: Figures in brackets indicute the percentages of candidates choosing the correct answers.

1992iCE//3 ()i

- shares are Beely transferable

- ng upper limit ox the number of shareholders

- financial accounts needed to be disclosed to the public

~ can apply for listing in the stock market

~ can raise fund from the public by issuing debentuses (2@, max: 6)
fMark the FIRST THREE points only.]

1996/CE/L/3(a)
Public limited company )

Advantages:

~ limited liability: loss of an owner of the firm is confined 1o his investment in the firm. / lower risk in investment

- legal entity: the finm can act as a legal person to make contracts. to own properties and he sucd. / profit or loss belongs to
the firm, not the owners.

- Wider source of capital: can issue shares to the public.

- Easy transfer of sharcs: an investor can convert his shases into cash with case.

- Professionals 1o mun the business (separation of ownership and management and ecounomies of scale)

- Lasting continvity: the firmy’s existesce not affected by any investor’s death withdrawal, ete. ¢

[Mark the FIRST TWO points only.}

¢

o
5]

. omax: 4)

152

2001/CEA/ 1)

- wider source of capital because capital can be raised from the public
- shares are freely transferable, approval of the Board of Directers is not required

- wider scope of specialization
[Mark the FIRST TWO points only.}

2002/CE/1/4

The liability of an owner of a finm is confined to the amount of his investment in the firm,

- no upper limit of the number of sharchalders
- $rce ransfer of sharcs

- wider source of capital / can invite the public to be sharsholders

- finaucial accounts are open 10 the public
[Remark: Mark the FIRST THREE pomnts only.]

2005 CF 3 )
Public limited company.

Advantages:

- wider source of capital

~ limited fiabikine

- legal entity

- shares freely trunsierable

- conlinuity of business

[Marck the FIRST TWO points only]

Disadvantages:

- financial accounts disclosed o the public
- higher protjts tax rate

- higher risk of being taken over

- complicated set-up procedure

[Mark the FIRST TWO points only’]

2009/CE/12
Public limited company.

- independent Jegal status

- limited liability

- separation of ownership and management

- lasting continuity

- shaves are freely transferrable

- issne shares to the public

- no upper limit on the number ot sharcholders
« required by law to disclose its fipancial status
[Mark the FIRST TWO points only.]

2012/DSEAT 12(b)
Advantages:

- tighter control of ownership / more difficull to be Lken over

- no need (o disclose the accounting information to public

Disadvantages:
- cannot issue shares 10 geveral public to saise capital
- difficult 1o transfer its ownership
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2014/DSEIL 10
() Pablic limited company ¢ listed company. (3

(Y (1) o apartnership. any given owner canpet transfer his‘her shares of ownership without the consens of other partners
while in a public limited company. the shares are frezly transferable. 2)

(i} A partnership does not have indepeadent Jegal status while a public limited company has an independent legal

status. (2)

(¢) People expected the birth rate to rise. resuiting i an expected increase in fiture demnand for the baby products, (1
So Goodbaby Infernational was expected to carn bigger profits and 1o distsibote more dividends to its shareholders in

the future. {2)

The expected increase in future dividends weuld raise the demand for the company's shares and thus its stock price. (1)

2015/DSEAN/11(2)

Advanrage:

- lower risk of being taken over

- 1o need (o disclose accounting fnformation to the public (1@, mox 1)

Disadvantage:

- owners cannol freely transfer their stocks

- the firm canno! raise capital by issuing stecks 1o the general public (1@, max: 1)
[Mark the FIRST point onlyv.]

2016/DSEAL2(a)
Paublic limited company / listed company. 1)

2017/DSENI10(a)

- Shares of a listed company are feely transferrable while shares of @ private limited company are not.

- A listed company is required to disclose its accounting information o the public while a private limited company is nat.

- Alisted company can issue shares and bonds o the gensral public while a privaie limited company connot. (3@, max: 2)
[Mark the FIRST TWO points onty.]

1994/CE/14
Time deposit holder Ordinary shareholder
Name of relurn: inferest dividends 2)
Rate of return: fisacd rte vartable {2)
Whether the retum depends on the ) (23
. B L TH | yos
bank s business performance: 2 g
1999/CE:4
Advantage:
~ no interest burden 7 ne redenption obligation 12
Dissdvantage:
- easier fo be taken over 123
280 1/CE10(cj(31)
- no incerest burden (0
- no redeinption obiigation n
2012/ DSEAN 101a)n)
He can get interest return even if the company does not make any profit that vear (2)
IHigher priority of getting paid than shareholders if the company is liquidated, (2)
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4.4 COMPARING DIFFERENT FORMS OF OWNERSHIP

Multiple Choice Questions

1995/CE/1/23

Fanny and Estella are the only owners of a firm. They must obtain the other’s consent before they can transfer their
ownership to other people. Besides, their liability to the firm is confined to their individual investment in the firm. Based on
this information, the firm is a

(out of syllabus)

general partnership.
private limited company.
public limited company.

vowe

1996/CEM/17
Which of the following are the advantages of turning a sole-proprietorship into a private limited company?

(1) greater flexibility in decision-making
(2) wider sources of capital

(3) higher incentive to work

(4) limited hability

A (1) and (2) only
B. (1) and (3) only
C. (2)and(4) only
D, (3)and (4) only
1997/CENI/1S
Refer to the following information concemning Firm A and Firm B:
Firm A Firm B
Number of owners 6 7
Transfer of ownership need the consent of | need the consent of
other owners other owners
Legal status of the firm | legal entity not aleual entity
The type of ownership of Firm A and Firm B is and respectively.
A.  public limited company ...... private limited company
B. private limited company partnership
C.  partnership ...... private limited company
D. publiclimited company ...... partnership
1997/CENI/58

Mr. Wai soiely owns a restaurant in Tai Po and his wife runs the business for him. As compared to a public limited company.
the type of ownership of the restaurant has the following advantages EXCEPT

making prompt decision on management.

paying protits lax at a iower tax rate.

separation of ownership and management.

not having 1o disclose the financial status to the public,

DO e
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1998/CE/11/20
Study the following card issued by the ABC Cake Shop.

ABC Cake Shop
promises to give the holder of this card on demand
ONE DOZEN ASSORTED CAKES

The cake shop claims that it will keep the promise forever.

Now suppose the cake shop liquidates and cannot repay its debts to the cardholders. By law. (he cake ship owner(s) need not

keep the promise mentioned above itis a

A.  sole proprictorship,

B. general partnership,

C. (outofsyllabus)

D. limited company.
2002/CE/MI/19

Amy is an owner of a firm. Her liability to the firm is confined to her invessment in the firm and she can transfer her

ownership to anyone else without the consent of other owners.

Based on the above information, the finmn is a

A.  general partmership.

B.  (out of syllabus)

C. private limited company.

D. public limited company.
2005/CE//23

Study the following information about firm A and firm B.

Micraeconomics by:
4. Ownership & Expansion of Fir

2007/CE/11/20
‘Which of the following is a possible reason for turning a partnership into a private limited company?

A, The owners will make more profit
B. The owncrs will enjoy limited liability.
C. Tt will cnsure the financial privacy of the firm.
D.  Ownership of the ftrm can be transferred without the consent of other owners.
2008/CE/{/19
| Firm A | Firm B
| Number of owners 3 12
Transfer of ownership | Needs the consent of other | Needs the consent of other
owners owners
Lepal status Legal entity Not a Icyal entity

According to the above information, which of the following descriptions of Firm A and Firm B in Hong Kong is correct?

A.  All owners of Firm A are legally bound by other owners' business decisions while those of Firm B are not.
B. Firm Ahas to disclose its financial statement to the public while Firm B need not.
C. Firm A is subject to a higher profits tax rate than Firm B.
D. Firm A has a higher risk of being taken over by other firms than Firm B.
2012/DSEA/08
Firm A Firm B
| Number of owners 2 10

Transfer of ownership

Needs the consent of other owners

Needs the consent of other owners

Continuity

Cortinues to exist when one of the
owners goes bankrupt

Will be dissolved wher one of the
owners gocs bankrupt

FirmA Firm B
Number of owners 2 12
Transfer of ownership freely transferable needs the consent of other
owners
Liability limited unfimited
According to the above information, Firm Aisa and Fiim Bis a
A, public limited company ...... private limited company
B. private limited company ...... partnership
C. partnership ...... private limited company
D. public limited company ...... partnership
2006/CE/IL/21

If the owners of a firm have the right to sue their firm but they cannot transfer their ownership freely without the consent of

other owners, the firm is a

general partnership.

(out of syllabus)

private limited company.
public limited company.

uowy
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According 1o the above table, which of the following descriptions of Firm A and Firm B is correct?

A. Firm A is at a greater risk of being taken over by another firm than Firm B.

B. Firm Aisa legal entity while Firm B is not.

C. Both firmos are subject to the same profits tax rate.

D. Firm A is required to disclose its financial status to the public while Firm B is not.
2017/DSE//05

Alan and his partners tarred their partnership into a private limited company. After the change. the firm will

A, have more capital for development.
B. have a lower average production cost.
C. enjoy a lower profits tax rate.

D. have aseparatelegal entity.
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2018/DSE/N/07

Firm X FirmY

Number of owners 2 0

the consent of other owners the consent ot other owners
required NOT required

Transfer of ownership

Disclosure of financial

account to public

NOT required required

According to the above table, which of the following descriptions of Firm X and Firm Y is correct?

Firm'Y earns a higher profit than Firm X,

Firm Y raises more capital than Firm X.

Owners of both firms enjoy limited liability.
FirmY is a legal entity while Firm X may not be.

oNw

Short & Structured Questions

1999/CE/1/10(b)

The governmeut encourages people to start their own business. Suggest TWO advantages and TWO disadvantages to the
owners of businesses in running a partnership over a private limited company. (4 marks)
2003/CE/I/3

John is running a firm with Peter. Since Peter has not been running the firm properly, both of them have had to sell their
personal property to cover the firm's debts.

To what type of business ownership doss the above firm belong? List TWO features of this type of business ownership.

(3 marks)
2008/CE/1/4
A public limited company has limited Liability while a partnership has not.
(2) What is meant by limited liability? (2 marks)
(b) Explain the difference between the above two types of ownership in terms of
(i) ransfer of ownership,
(i) source of raising capital.
{4 marks)

2020/DSE/N/S
if 3 public limited company in Hong Kong gats listed on the stock exchange.

it will face a higher profits wx rate

it can no longer keep its accoumting infermatien cenfidential.
its shareholders wili enjoy higher liguidity of their assets

, &t will enjoy econcmies of scale.

oowy
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MARKING SCHEME

1993/CEA 2005/CEA 1 201S$/DSEL07
C D (65%) T(57%) D {69%)

1996/ 17 2006 201 2 DSEAUS 2020/DSEA/S
C B (37%) C

10570 R 10 2017/MSEAGS
B D (63%6)

Nuote: Figures in brackess indicate the percentages of candidares choosing the correct answers,

[999/CE/10(b)

Advantages:

- lower tax rate [43)
~ ¢asier 1o set up / close Jewn ()
- less Jegal constraints in business operation. so save cost in this aspect (1)

[Mark the FIRST TWO points only.]

Disadvantages:

-~ unlimited Liability (8]
- narrower scope of raising capital Q)
- lack of continuity n

[Mark the FERST TWO posats anly.|

2003/CEN3

General partpership. (1}
~ purpber Of partners ranges from 2 {6 20

- unlimited liability / cach parmer is fully iiable for the firm’s debt

- all partners are bound by stber partners’ business decisions

- difficult ©o admit or withdraw partiers

- casy 1o sct up and dissolve {1, max: 2)
[Mark the FIRST TWO points only.]

2008/CL/ /4
{a) The liability of an owner of the B is confined to the amount of his investment in the firm (&4
(b)
Pablic limited company Partnership
(1) Transfer of Duoes not need the consent of other 3
. . Need the consent of other parmers
owngership shareholders (&3]
. o . . pot s ¢S 3 chentures ¢
1) Sownrce of capitul Can isstie shares and debebrores Canne t,’_mf? shares md debentures / 5
hoirowing fram fiiends, ete ()
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Microeconoml &
4. Ownership & Bxpansion of Firms 4. Ownership & Expansion of Firm:

4.5 EXPANSION OF FIRMS 1994/CE/11/28

In Hong Kong, when 2 commercial bank takes over another commercial bank,

Multiple Choice Questions A. it has greater influcnce on deposit interest rates.
B. itisable to diversify risk in its business.
C. its market share is enlarged.
1990/CE/NI/18 D. it will suffer from diseconomics of scale.
Which of the following is an example of lateral integration?
A.  aflour mill combines with a bakery 1995/CE/NL/27
B. ajeans factory combines with a swimwear factory A publisher takes over a bookstore. To the publisher. this is a ___ integration.
C. ajewelry manufacturcr combines with 2 noodle factory
D. afumiture factory combines with a lumbering plant A, conglomerate
B. forward
C. backward
1991/CEMI21 D. lateral
Cathay Pacific Airways Ltd. took over Hong Kong Dragon Airlines Ltd. (5 i i %% 2 7). This is an example of
1995/CEN1/28

A. horizontal integration
B. lateral intcgration
C. forward vertical integration

Which of the following is the greatest benefit from conglomerate intcgration?

D. backward vertical integration A diversification of product
B. economies of scale
C. ensuring the markets for its output
1993/CE/1/25 D. larger marketshare
A movic-producing firm acquired a number of theatres to present its own films and films produced by other firms. What are
the advantages of this type of integration to the firm?
1997/CE/1/20
(1) The firm can enjoy economies of scale. When a cake shop takes over a coffee shop, which of the following are correct?
(2) The firm can reduce its risks by diversifying its inveswment,
(3) Itis easter for the firm to obtain contracts with movie stars. (1) This can provide an outlet for its products.
(2) The resources can be better utilized.
A, (1)and (2) only (3) The risk of the business is reduced thrfsugh diversification.
B. (1) and (3) only (#) The profit will increase
C.  (2)and {3) only
D. (1).(2)and (3) A (1).(2)2nd (3) only
B.  {1).{2) and (4) only
C. (1), (3)and (4) only
1993/CENI/23 D. (2).(3)and (4) only
Which of the following is an example of lateral expansion of a firm?
A, Atelephone company combines with a telegram company. 1998/CE/MI/19
B.  Arestaurant combines with a supcrmarket. A famous singer expands his show business by producing stationery with his picture on it. This type of expansion is
C. A hospital sets up a school to train student nurses.
D. A fumiture company combines with another furniture company. A, horizontal.
B. forward.
C. backward.
1994/CEN/27 D. conglomerate.
A wave] agent takes over a real estate firm. What kind of integration is this?
A, conglomerate integration 1998/CE/MN/21
B. lateral integration When a shampoo manufacturer introduces a new product — shampoo tor children, it aims at
C.  vertical integration
D. horizontal integration (1) diversifying its market.
(2) saining the economies of scale in marketiny.
(3) eonsuring a market outlet for its products.
A, (I)and (2) only
B. (1) and (3) only
C. (2)and (5} only
D (D.@and ()
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2000/CEN1/24 2004/CENI24
A mobile phone company joins hands with a commercial bank. A customer of the bank can handle matters concerning his A shirt-making factory has expanded its business as follows:
accounts by using the mobile phone produced by the mobile phone company. Which of the following is least likely a motive
of the mobile phane company in this joint venture?

factory < factory

Trousers-making | X | Shirtmak ing | hirt-retailin,
shop

A.  To ensure steady supply of raw materials
B. Tec benefit from more efficient use of resources.
SUR olenenEon] £20n0Miss ghscel To the shirt-making factory, the types ot xpansion shown by X and Yare _____ expansion and expansion
D. To promote goodwill. . =
respectively,
e
Abus con:pany expands its business and starts to provide ferry services to the outlying islands. This enables the bus C backward ... forward
company 0 D. lateral ...... forward
A, diversify the risk ofits business
B.  diversity markets for its product. 2005/CENY24
& ey a Iarg.u et Sh,w" Which method of integration can be used by firms to ensure the supply of raw materials?
D. enjoy technical cconomies of scale.
A.  backward integration
2002/CENY22 g lonv';ard lnft%r.aflcl'l ]
Mrs Chan, a large supplier of frozen beet, opens a chain of beet steak houses. To this supplier. - conglomerale integration
¥ & * - N D. horizontal integration

{1) the expassion is a vertical forward expansion
(2) the risk of running a foss for her whole busingss will be lower. 2006/CE/11/23
(SIthisicaclensutelaistead marketoutistiforherificzeTibes When an intemnational airline company takes over a local airline company, the former has the advantage of
(1) and (2) only
(1) and (3) only
(2) and (3) only
(1). (2) and (3)

ensuring a steady supply of raw materials.
ensuring a better guality of its service.

enjoying management economies of scale.
avoiding the existence of diseconomies of scale.

oOwy
oawy»

Ry i ions 2! 24, . . S .
e SUI TR S S O e e s The MTR Corporation launched the Octopus Card. It is a smart card system facilitating transactions of small

. . amounts. Answer questions 23 and 24 bejow:
‘Towngas Aveoue is the largest customer service centre for Towngas. Towngas Avenue also sells tableware and glassware and 2

operates an in-store cafe.

2007/CE/11/23
To the MTR Corporation, this type of expansion is
2003/CEM1/23
The extension of the business of Towngas to Towngas Avenue is an example of A.  horizontal
B. forward
A horizontal expansion. C. backward
B. vertical backward expansion. D. conglomerate
C. vertical forward expansion,
D. conglomerate expansion.
2007/CE/N24

Such a type of expansion has the advantage of

2003/CENL24

To Towngas, the extension of the business of Towngas to Towngas Avenue has the advantage of technical economies of scale.

increasing the market share of the business.
increasing the profit of the company.

enjoying technical economies of scale. SRy . :
Joying diversifying the risk of business,

ensuting a steady supply of raw materials.
ensuring adequate market outlets,
diversifying production and spreading risk.

vawy

Cowpx
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A catering company owns many restaurants selling different Chinese foods.
Recently, it has opened a new bakery. Which of the following descriptions in questions 22 and 23 concemning the expansion
of the catering company are correct?

2008/CE/NV22
The expansion is an example of

A. borrowing from a deposit-talsing company
B. issuing debentures
C. issuing preference shares
D. issuing ordinary shares
2008/CE/1V23

The expansion enables the catering company to

A.  spread the business risk by diversifying the product.

B. have a greater influence on the market price.

C. raise the productivity of its workers,

D. have a more steady supply of raw materials,
2009/CEN1/24

The integration of the MTR Corporation Limited (MTR) and the Kowloon~Canton Railway Corporation (KCR) is an
example of with the advantage of

A, horizontal integration ...... ensuring a stcady supply of raw materials for production

B. vertica] integration ...... lowering, the production cost

C. lateral integration ...... economies of scale

D. conglomerate integration ...... making more efficient use of resources
2010/CE/NI/24

When a bakery takes over a flour producing factory, the former has the advantage of

A. ensuring a market outlet of its products.
B. enlarging the market share.
C.  ensuring a steady supply of raw materials.
D. diversifying the market.

2013/DSE/1/08

A firm can ensure a steady supply of raw materials by engaging in
share by engaging in «

__while it can increase its market

A. backward integration ... horizonta! integration

B. backward integration ... lateral integration

C. forward integration ... horizontal integration

D. forward integration ... lateral integration
2015/DSE/I/08

759 Store, a local retailer of importedl snacks, expands its business to sell cosmetics and skincare products. Which of the
following is LEAST likely motive behind the expansion?

To reduce competition

To enjoy economies of scale

To expand its brand name to other products
To spread risk by business diversification

oW

164

Microeconomics by
4, Ownership & Expansion of Firms:
2016/DSEM/11
Hong Kong Television Network Limited (HKTV) has launched an online shopping platform “HKTV Mall". This expansion

(1) helps spread business risk.
(2) ensures a higher profit for the company.
{3) extends its brand name to other markets.

A.  (1)and(2) only
B. (1) and(3) only
C. (2)and(3) only
D. (1),(2)and(3)
2017/DSE/N/09

Giordano Intemational Limited is a retailer of casual wear. It has launched the Giordano Ladies. which provides luxury

clothes and suits for ladies. It is an example of — expansion.
A.  horizontal
B. vertical
C. lateral
D. conglomerate
2018/DSE//08

Toridoll Holdings Corporation, a leading company in the restaurant industry in Japan, acquired a Hong Kong noodie chain
Tam Chai Yunnan Noodles (2 45 22 7 K 4% ). Which or the following is the LEAST likely motive behind the integration?

to secure the supply of factor inputs

to spread risk through product diversification
to enjoy economics of scalc

to expand its business to other markets

gow

Shoit & Structured Questions

1990/CEN/4(a)(i}
Lei Sun is a garment manutacturing firm wholly owned by Mr Lee. It will be combined with a garment retailing group to
form a public limited company. Explain TWO advantages to Lei Sun of combing with a retailing group. (4 marks)

199 1/CE//5(b)(iv}
If Bank B takes over Bank A, what type of integration is this? Suggest TWO advantages to Bank B of doing this. (7 marks)

1992/CE/V/4(a)
Company A. which owned several factories in Tsuen Wan, was taken over by a local land developer. Company B. Company
B decided to redevelop some of the factories into hotcls and shopping centres.

(1) What type of integration is this? (2 marks)
(i) Explain TWO advantages of this integration to Company B. (6 marks)
1994/CE/1/9(a)

A truck manufiacturer in Japan expands his production to include private cars. Identify this type of expansion and give TWO
motives for such an expansion. (5 marks)
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201¢/DSE//09

A Hong Kong travel company offers package tours to Japan. It investsd in huilding a hotel, which provides
accommodation services W its tour membets visiting Japan.

‘Which of the foHowing is most likely the motive behind the exgansion? .

A, to increase the market share .

B.  w seamre the sapply of factor inputs

C. 10 ensuxe a market outlet of i sexvices
D. 1oredoce competijon

2020/DSE? /18
ABC Diamond Cutting Facteties expand its business as follows:

| ABC Dismond

f Cutting Factories

F4Y

ABC Joweltery ABCHoel
Shaps

To ABC Diamend Cutdag Facterics, the types of cxpansion shown by X snd Y arc . expansion snd
... expansion respectively.

A, backward...... conglomerate

B. backward . lateral

C.  forward ...... conglomerate

B forward ... latcsal

nomics by Topic

-4 Ownership & Bxparsian of Finms

1996/CE/1/11(b)
Suppose a newspaper publisher starts to publish a magazine which is to be sold separately.
(i) What type of expansion is it? Explain your answer. (3 marks)
(ii) State TWO motives for such an expansion. (2 marks)
1998/CE//3
Atelevision broadcasting company takes over a film production company. Give TWO possibie economic motives of the
takeover. (4 marks)
1999/CE/I/11(b)
A taxi company merged with a restaurant. Identify the type of integraion and explain TWO possible motives for this type of
integration. (5 marks)
2002/CE/N/11(d)
The tutorial school also publishes textbooks for sale to the public. Give FOUR possible motives of such an expansion,

(4 marks)

2003/CE//9(b)(it)

Firm Ais a local manufacturer in Hony Kong producing goods for export only. Suppost Firm A establishes retail shops to
sell its products in Hong Kong. Explain what type of expansion this is and suggest TWO possible motives for such a type of
expansion (6 marks)

2006/CE/1/3

Wien it started. the Walt Disney Company producec cartoon movies only. Later it expanded its business to owning and
operating Disneyland theme parks and hotels. Explain what type of expansion this is and state TWO possible motives for
such a type of expansion. (4 marks)

2010/CE/1/10(b)
Ocean Park Hong Kong is undergoing a major redevelopment plan.
In addition, Ocean Park is planning three themed hotels (the Spa Hotel, Ocean Hotel, and Fisherman's Wharf Hotel) in the

arca for an expected increasc in visitors. Name this type of expansion and explain your answer. (2 marks)
2012/DSEIL3

A telecommunication service provider starts a credit company which offers Joans to the public.

(a) Explain what type of expansion this is. (2 marks)
(b) List THRREE possible motives for the above expansion. (3 marks)
2014/DSENV4

Tat Fai Lok Group operates a chain restaurant providing Chinese food.

(a) Tai Fai Lok Group has recently started Fai Lok Institute, which provides professional training for chefs and managers

for Chinese restaurauts. To what type of expansion does this belong? Explain your answer, (2 marks)
(b) Explain TWO advantages of such an expansion. (4 marks)
2015/DSE/NIS(b)

McDonald’s is one of the major fast food chains in Hong Kong McDonald's has expanded its business by operating McCafg,
which sells premjum coftee like other coffeehouses such as Starbucks. Ta which type of expansion does this belong?
Explain, (2 marks)
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2019/DSE/11/9

MARKING SCHEME

A beauty queen it Hong Kong, Ms Amy Aw, is famous for demanstating the wse of cosmetic products
with short videos on social media websites. She also sells Japanese cosmetic products on her website.

. . 1990/CE/11718 1993:CRAL27 2001/CEAL23 2006/CEA1N3 2010/CEN24
(8 Are the short videos on social media websitespublic goods orprivate goods? Explain. (3 masks). B B A C (75%) C (96%)
:®)  Apart from Japanese cosmetic products, she strts 0 sell Korean cosmetic products on her website. 199 1/CIE/II2 1 1995/CE/1L/28 2002/CE/1)/22 2007 CEAL23 2013/DSE1/08
To \wfhat type ofexpansw?l does this belong? Give TWO possible reasons for this type of ¢xpansion. A A B (33%) D (73%) A(82%)
(3 marks)
1993/CENL23 1997/ CEAL0 2003/CE/AL23 2607CEIV24 2015/DSEN/NS
D A D (74%) 13 (529%) A (S8%)
2020/DSE//2 1993/CEA/23 19SR/CEE 19 2003:CEAN2A 2008/CEAT22 2016DSE11
A D D (75%) AL72%) B (729%)
in resta idiog Chinese cuisine set up 2 sake shop.
L e 1994/CEAT JOOR/CENL2 2005/CEM24 2008/CEN123 2017DSE09
{#)  Explain which type of expansion this was. A A D (77%0 A(92%%) C (57%)
(&) List TWO possible motives for the abave expansion, J994CRAN2S 2000:CEA124 2085/CEA124 2000/CEA1:24 2018/DSE/08
C A A (B0%) € 169%) A (83%)

Note: Fignrey in brackee indicare the percentages of candidates choosing the eorrect answers.
2019/DSEA0Y
5 2020/DSEATI8

©

1900 CEA Ha)

- 1o seeure ottlet of product

- easier o obsain infarmation on consumers’ preferences

- to enjoy ceonomics of scale

- to bsitd up bvand name {2i@, max: 4)
[Mark the first 2 poinls only. Mere listing of points withont elaboration - max. 1 mark.]

1991:CEAS b))

Horizontal infcuration h
Explanation of two advantages:

-~ cconomics of scale

~ greater market power

- reduce duplication of facilities (3@, max: 6)
[Mark the FIRST TWO points only.]

1992/CE/)/4{a)

(1) Conglomerate integration

(i) - more efficicnt usc of the land site
- diversification of production/spread risk
- promotisu of goodwill

- economy of scale with reasonable explacation (3@, max: 6)

{Mere listing of points without claboration — max. 2 marks. Mark the FIRST TWO peints only. |
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1994/CET/9(a)

Lateral expansion {n
Motives:

~ diversification ot product / spread risk

~ make ose of brand name

- economies of scale Q0. max: 4)
[Mtark the FIRST TWO points only.]

1996/ CEAN 1 (b}

) Lateral expansion. because ()
newspapers and magazines are related products but not pecessarily competing with cach other. (2)

(i) - better wilization of resources
- benefits derived from brand name
- diversifieationat mvestment / spread risk
~ zconomics of scale (L@, max: 2y
[Mark the FIRST TWO points only.]

1998/CEN3

- guarantee stable source of films 10 be shown on te television

~ the television company is able to direci or influence the kind of films to be shot by the film company

« cconomics of scale ilustrated by one appropriate example, v.g. the experiise

- to diversiiy the television company s 5isk of investment (242, roax: 4)
{Mark the FIRST TWO points only.|

1999/CEE L)

Conglomerate infegration. )
Elaberation of two of the following,

- diversyfication of produsts - spread risk

- Bnancial econory of scale

- managerial economy of seale

~ marketing economy of scale

- any othes relevant poinr {exsept tzchnical economy of scais: (260 mae: 43
{iviark the FIRST TWO points oniy.]

~ to matke use of brand name )

- to diversify the husiness 13

~ 10 promole its goodwill }

~ to better atilize its resowces £ to enjoy economies of scake )]

2003/CEAS(biih

Vertical forward expansion because (1
the mannfacturer expands 1o the next stage of production. [8Y]

- obtaining market information more casily

- enswring market outlets for its products

- economies of scale. e.p. financial economies of scale

- promote goedwill / make use of brandname (2@, max: 4}
[Mark the FIRST TWO paoints oniy.]
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20066/ CEA3
Conglomeraie expansion because 23]
movie production and hotel business are two different lines of production. ()
OR
Lateral expansion because )
the prodiucts ace related but nor competitive, (1)

Possible motives of conzlomerate wxpansion or lateral expaasion:

- product diversification to spread risk

- making use of brand name to sell another product / promoting goodwill

~ more flexible use of reseurces

~ to beaetit friom economies of scale (1, max: 2)
[Mark the FXRST TWO poiots ooly.]

2010/CE/10(b)
Lateral expansion, becanuse (1
it expands (o include a related but nol competitive business. (1)

[Remark: No mark will be awarded 1o this part if the explanation contradicts with the type of expansion.]

2012/DSE/NA
{a} Conglomerate expansion hecause (n
the firtn has expanded into unrelated industries. (1)

(b) Possible motives:
- to have product / income diversification so as to spread isk
- (o make wse of its brand name of onc prodact in other products
- (o tse tesourves more efficicatly as the two companics can share some of their resvurces
- {0 enjoy veonuinles of scale (e, lower average cost of advertising us the total cost can be spread over a larger
guantiny of outpar. (16@: max: 3)
[Mark the FIRST THREE points only.]

201 4/DSEAT

(ay Vertical backward expansion. becaase H
by starhug Fai Lok Instilete. Tai Fai Lok Group has expanded its operation 1o the previous stage of production 1o
contro) dircerly the supply of labour inputs {chets and managsrs} to its original (food) business o)

(b)

supply of factor mputs sach as chefs and managers

- better use ¥ the brand name:

~ progeam cae be Lilos-made tor those graduates from the Tnstitute who are hired to werk in the Croun™s restaurant, so
as to shorten thewr raining tme, {202, max: 4)

[vlark the FIRST TWE puints oniy |

2015/DSETINb)

Lateral cxpansion, besause 2y
Jast food and cotfee are 1clated bat not directiy competitive products. (D
2015/DSETH/9
(s) Public good. It is becauss the videos are pon-Tivalrous o consnmption 2s people 3)

can concurreatly watch the video without affecting one asother.

(b) Horizontal expansion. , . : @
Reasons;
- enlarpe the madket share @1
- epjoy economics of scalo max: 2

- makouse of the brmd name
~ amy other rolevant point
[back the FIRST TWO poitits only.]




2020/DSE/L2
2a) Lateral. The integration involve in related industry but not directly competing { 2 marks )

b. Economizs of scale.
Betler use of resources
Diversity of risk
Brand nzme effect
- auy two of the above. { 2 matlts )

B i

economics by Topic
. Market Syucire

SECTION 5: MARKET STRUCTURE

5.1 PERFECT COMPETITION

Multiple Choice Questions

1994/CE/11/29
Competition in the market will tend to be imperfect when

() customers favour brand names.
(2) there are ditferentiated products.
(3} there is free entry into the market.
(4) there are numerous sellers.

A.  (I)and (2) only
B. (1)and (3) only
C. (2)and (4) only
D. (53)and(4) only
2000/CE/11/26

Private doctors in Hong Kong charge different price for their medical services. This is because

A, people do not have sufficient knowledge of their illnesses.
B. there are many doctors in the market.
C. the private doctor’s service are different,
D. therc are entry barriers to become a doctor.
2002/CE/11/23

‘Which of the following is a general feature of a perfectly competitive market?

A, Market information is imperfect.

B. There is non-price competition.

C. There is only one price prevailing in the market.

D. None of the above is a correct answer.
2008/CE/11/24

Which of the following is a feature/are features of a perfectly competitive market?

There is freedom of entry and exit of firms,

The market price of the product is stable.

Sellers use non-price competitions to attract consumers.
All of the above are correct.

oW
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Microeconomics by Tepic

Short & Structured Questions

5. Market Structre

1992/CE/1/1(a)

Suggest TWO reasons why the taxi service provided for passengers in Hong Kony is not perfectly competitive. (6 marks)

1995/CE/i/4

Give TWO reasons to explain why the laser disc rental shops in Hong Kony are NOT operating under perfect competition,
(4 marks)

2003/CE/1/4

Give TWO characteristics of the market structure under perfect competition. (2 marks)

2004/CE/1/10(d)

Based on the information given in the following advertisements, give TWO reasons to explain why the travel ageacies

industry in Hong Kong is not perfectly competitive. (4 marks)

2006/CEN/S(b)

ABC Travel Ltd.

Japan 5-day Deluxe Tour

Tokyo (including a ticket
for Disneyland)

S Star Hotels

Special Offer : $5,999

XYZ Travel Ltd.

Japan 5-day Leisure Tour
Tokyo

4 Star Hotels

Special Offer : $3,999

Cosmetics is one of the favourite consumer goods bought by these tourists. There are many retail shops selling cosmetics in
Hong Kong, There is keen competition among these shops.

Give TWO reasons 1o explain why the market structure of these retail shops is NOT perfect competition.

2007/CE//8(c)

(4 marks)

Many university students work as part-time private tutors in their spare time. Give TWO reasons to explain why the market
structure of private tuition in Hong Kong is NOT perfect competition.

2013/DSEAN1

(4 marks)

In Hong Kong, there ar¢ many travel agencies providing tour groups and booking services for air tickets. Give TWO reasons
to explain why the market structure of travel agencies in Hong Kong is NOT perfect competition,

2018/DSE/I/12(a)

Tourism is one of the *pillar industries” in Hong Kong.

Source 1: search result from a hotel booking website

(4 marks)

Hotel A TR Bot}l: now!

i i . HKS2 je0
Tsim Sha Tsui East, 30 square metres Free cancellation oR

Sopleeh 2 Twin Beds RMERI750

Hotl B THARRR Book new!

. Yy

Tsim Sha Tsui East, 32 square metres Noa- refundable HK$2 040
Kowloon 2 Twin Beds OR

Free WIFI RMB#¥]700

With reference to Source 1, give TWO reasons to explain why the market structure of Hong Koay's hote! industry is NOT

rnv‘!"‘aﬁﬂu PAMIASYitiue
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(4 marks)

icroeconemics by Topic
S. Market Structtee

1998/CEA/§0(c)
Personal computers of the same type are sold in many shops in Hong Kony at slightly different prices.

(i)  Explain with an example why there is such a price difference. (2 marks)
(i) [dentity the market structure of these shops. (1 mark)
2001/CE/1/4
Cans of Coca-Cola arc sold at different prices in different shops. Give TWO reasons why there is such a price difference.

(4 marks)
2009/CE/U/11(e)tii)

1dentical bottles of red wine are sold in different shops at different prices. Give TWO reasons to explain why there is such a
price difference. . (4 marks)

2015/DSENN/9(c)
The price of a cup of Espresso in McCafé is lower than that in Starbucks. Suggest TWO possible reasons to explain why
there is such a price difference. (4 marks)
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MARKING SCHEME

1994/CENI2Y 2000:CE2 £11/23 2008:CE/TI24
A C C A132%)

Nute: Figures in brackets indicate the percentages of candiduates cltoosing the correct answers.,

1992/CEN/ 1(a)
~ heterogencous service. ¢.g. 4-seaters and S-scaters
- eatry is not free, no. of licences is regulated by the govemnment
- drivers and customers may not have perfect knowledpe of the marker. ¢.g. while some customers arc waiting for taxis.
some taxi drivers are looking tor customers somewhere else
(3@, max: 6}
[Mere listing of points without claboration —max. 2 marks. Mark the FIRST TWO poinls only.}

19935/CE/L4

- different sexvices or heterogeneous product, e.n. different discs in different shops

- imperfect mformation, e.g. customers may not know well the service of other shops

- existence of non-price competition, e.g. free sifts (2@, oax: 4}
[Mark the FIRST TWO points only.]

2003/CETA

- many selless

- all firms are pnce-takers

- homogencous product

- perfect information

- free enwry and exit (1@. mex: 2)
[Mark the FIRST TWO points onlv.]

2004/CE/ 10(d)
- differentiated products: different serviees for the 5-day package 2)
- under compeftition there are different prices (fees) 2)

{Remark: Mark the RIRST TWO zeasons only)

2006/CET/9(b)

- differentiated products, ¢.g. different sexvice provided by different shops, ...

- differsnt prices ¢ price searching. e.g different discounts to different customers, ...

- imperfect infermation, <., custoners do notkrow the prices of different shops. ...

- pon~price competition. ¢.g., ifts given by some shops to their cusromers. .. (203, max: 4
[Mark the FIRST TWO points only.}

2007:CE1/3tc)

- different prices, c.g. not the same taition feo

~ heterogencous products. e.g. drfforent guality of (eaching

~ non-price competiton, c.g. advertistng in supermarkets

- imperfect information, ¢.g. one may 20! know who can teach well (242, max: B
[Mark the FIRST TWO poinis only. ]
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20 13:DSEN¢)
« sefters provide heterogenenus services. ¢ g diffeyent tour groups,
~ market inJormatior is imperfect. e.g information about routes and services,

- sellers engage 1 bath price and non-price competition, 2.« advertisments. (2. max: 4)

[Mark the FIRST TWO pownts orly.]

2018/DSETH 1 2(0)

- scllers provide heterogencons senvices. .g.. vooms with different size / feasures.

-~ ntarket information is imperfect, ¢.g., information about the quality of services.

- price searcher / under competition there are ditferent prices. c.g.. different hotels charge differear room rates for similar
rooms 2@, max: 4)

[Mark the FERST TWO points only.]

199%:CE/10(c)
(i) Anappropriate example to illustrate differentiated products or services 7 impetfect information / different costs of
production e.i. differcut after-sale maintenance services 2}

(if) Monopolistic competition (&3]

2001:CEN/4
- different products: different services, ¢.g. seme shops sell cans of Coca~Cola 24 hours a day
- imperfect information: ¢.g. about the prices of the prodact sold in otlier shops; about the availability of other nearby shops
szlling the product, etc.
- different costs: different rents paid by different shops: discounted cost due to bulk purchase at the wholesale fevel, ete.
(2@, max: 4)
Mark the FIRST TWO points osly.]

200%/CE/I/ 1 1(c)Gid

- different services, ¢.g., only some shops provide the defivery service

- imperfect information, ¢.g.. customers do not know which shops sell at a lower price

- different production cost, ¢.i.. differcnt rental payments (2@, max: 4)
[Mark the FIRST TWO points only.]

2015/9SEAMS ()

- lower-quality coffee

~ lower production cost

- less pleasant environment

~ less antractive brand name (2@. max: 4)
Mark the FIRST TWO points only:]
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48 IMPERFECT COMPETITION

Muitiple Choice Questions

1990/CE/IV/16
China Light and Power Co. Ltd. is a under
A.  public enterprise ...... monopoly
B.  public company ...... monopoly
C.  public corporation ...... oligopoly
D.  public ufility ...... oligopoly

199 1/CE/NI/27

The reasons for classifying the video-renting industry in Hong Kong as monopolistic competition are:

(1) The entry and exit of firms are restricted,

(2) The firms engage in non-price competition.
(3) The services of the firms are not homogenous.
(4) The firms charge the same price.

A, (1)and (2) only
B. (1) and (4) only
C. (2)and (3) only
D. (3)and (4) only
1992/CE/NY29

The market structure of gasoline supply in Hong Kong is best classified as

A. perfect competition
B. monopolistic competition
C. oligopoly
D. monopoly
1993/CE/NI/30

In economics, which of the following statements about "market’ is correct?

A. Al buyers and scllers must meet at a physical location for transactions to take place.

B.  Under monopolistic competition, the entry of firms is restricted,

C. Firms in an oligopolistic market compete in price only.

D. Aperfectly competitive firm cannot influence the market price by itself.
1995/CE/11/29

Which of the following is a general feature of oligopoly?

There is perfect information.

There is price competition only.

There is free entry.

There are only a few scllers who can dominate the market.

oWy
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1996/CEM1/25
Newspapers in Hong Kong competed among themselves by cutting prices in 1995. This implies that

A. the total revenue of 2 newspaper will increase if its demaad is inclastic.
B. the profit of'a newspaper will increase if its demand is elastic.
C. total revenuc in the magazine industry will increase because newspaper and magazines are in competitive demand.
D.  the market structurc of newspapers is not perfect competition,
1997/CE/MI/59

With a number of new firms entering the market of mobile pkone services. which of the following would LEAST likely
occur?

A. The pricc of mobile phone services would decrease

B.  The market share occupied by existing firms would decrease

C.  Firms would engage more in non-price competition

D. The market would become a perfectly competitive one
1998/CE/11/22

The market structure of the newspaper publishers in Hong Kooy is

A.  perfect competition because a particular newspaper is sold at the same price at different places.
B. monopolistic competition because there are many newspaper stalls.
C. oligopoly because only a few newspapers have Jeading market shares.
D. monopoly because there is no close substitute when the consumer has formed the habit of reading a particular
newspaper.
1999/CE/11/23

Before 1999, the international direct diating service (IDD) in Hong Konp was solely provided by Hong Kong Telecom. Now
several other companies also provide this service. As a result, the market structure for [DD has changed form 1o

A. monopoly...... perfect competition

B. monopoly ...... oligopoly

C. oligopoly ...... monopolistic competition

D. monopolistic competition ...... perfect competition
2003/CE/I/49

In Hong Kong, frec television broadeasting is provided by Television Broadcasts Limited (TVB) and Asia Television Limited
{ATV). Which ofthz following is NOT correct?

These two companies

A, are oligopolists.
B. operate under franchise.
C. broadcast television programmes which are economic goods.
D. engage in non-pricc competition only.
2004/CE/TI/25

The market structure of putroieum compaaies (e.g. Esso. Caltex) in Hong Kong could be regarded as oligopolistic because

in making decisions these companies have to consider the reactions of other dominant companies in the industry.
the total sales revenue of the market is equally shared by these companies.

these companics are selling homogeneous products.

the information ihout their products can be obtained at zero cost.

gnw>
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2006/CEA124
A market can be regarded as an oligopoly when

A. information in the market is not perfect.
B. afew sellers have a significantly larger market share than the others.
C. the products sold in the market are daily necessities.
D. the government controls the entry of sellers into the market,
2009/CENI/25
The market structure of pay TV services (such as New TV and Cable TV) in Hong Kong is classified as
A.  monopoly.
B. oligopoly.
C. monopolistic competition.
D. perfect competition.
2010/CE/TI/25
The market structure of Internet service providers (e. g. PCCW and i-Cable) could be regarded as and one

feature of this market structure isthat .
monopolistic competition ...... there is imperfect informason about their services
monapolistic competition ...... they engage in both price and non-price competition
oligopoly ...... their services are homogeneous

oligopoly ...... they will consider the response of other providers when making decisions

cowy

2014/DSEN/17
The table below shows the distribution of market share of supermarkets in Hong, Kong in 2012,

Name Market share (%)
Welicome 39.8
Parknshoo 33.1
Vanguard 7.8
Others 19.3
Total 100
From the above table, we can conciude that the market of supermarkets in Hong Kong is an sxample of ___ becanse

A. oligopoly ...... sellers are interdependent in their marketing strategics
B. oligopoly ...... a few major sellers are in control ofthe total sales of the market
C.  monopolistic competition ...... sellers can affect the market price as their products are heterogencous from the
consumers’ viewpoint
D. monopolistic competition ...... there are many sellers adopting non-price competition in the market
2015/DSEA/20

Which of the foliowing statements about the theme park industry in Hong Kong is correct?

A.  Hong Kong Disneyland is 2 monopolist because its average cost of production drops when there are more tourists.

B. Hong Kong Disneyland guarantees a profit because it is protected by the government.

C. Hong Kong Disneyland and Ocean Park Hong Kong have no competition with each other as tourists may go to
both theme parks.

D. Hong Kong Disncyland and Ocean Park Hong Kong are interdependent in their marketing strategies.
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2017/DSEA/19
Which of the following statements about monopelistic competition are correct?

(1) There can bea few or many buyers and sellers in the market.

(2) The sellers are price searchers.

(3) The goods and services provided by the sellers are homogeneous.
(4) There are fiee 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
2018/DSE/N/21

Sony's PS4 was respousible for $17.8 billion of sales value, or 51% share of the global console hardware
market, compared with Microsoft’s Xbox One at $9.1 billion of sales value or a 26% market share.
Nintendo’s 3DS platform (and its variants, such as the 2DS) was a distant third on the list with $2.6 billion
of sales value or 8% share of the market.

The market structure of the above global console hardware market is oligopoly. This statement is

A.  correct because the companies sell heterogeneous goods in the market.

B. correct because there are a few dominating companies in the market.

C. incorrect because the PS4 was only responsible for 51% of the market.

D. incorrect because there are a lot of sellers in the global market.
1992/CENI/56

Which of the following is NOT a reason why there is only one firm supplying 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. Itiscostly for a new firm to construct a new underground pipeline network..

D. Itis difficult for a new firm to capture a sufficient share of the market.
1993/CEfM/22

Which of the following statements about a monopolist is true?

It hus a high set-up cost.

It sells only one type of product.

1t is regulated by the government

There are no close substitutes of its product.

Un

1994/CE/11/30
Which of the following statements about China Light and Power Company Limited is correct?

A, Itis an oligopoly because there arc two competing electricity companies in Hong Kong.

B. Itisan oligopoly because there will be a new nuclear power station in Daya Bay.

C. Itisa natural monopoly because it enjoy economies of scale.

D. Itis afranchised monopoly because the government grants an exclusive right for its running,
1996/CE/TI/58

Which of the following is NOT a difference between monopoly and pertect competition?

Advertisements are found in monopoly but not in perfect competition.

Firms are free to enter a perfectly competitive market but not a monopoly.

A monopolist can influence the market price while a competitive firm cannot.
Monopolists make greater profits than perfectly competitive firms.
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2000/CENL25
Which of the following about a monopoly is correct?

A. Tts product has no substitutes as it is the only seiler of the product of the kind.

B. Amonopolist still faces non-price competition,

C.  Amonopelist can increase the price without losing any customers.

D. Aay busi granted a franchise by the government is a monopoly.
2001/CE/T1/24

Many people say that the MTR Corporation Limited is a monopolist. Which of the following about the company is correct?

A.  The demand for its product is perfectly inclastic.

B. It stil] has to face competition,

C. It does not need to advertise its product.

D. Itissure to make profits as it is the only supplicr.
2005/CE/1/25

Which of the following descriptions about monopoly is correct?

A, Amonopolist must possess a franchise to run the business.
B. A monopolist taces no campetition.
C. A monopolist may incur losses.
D. A monopolist selis only oue product.
2007/CE//25

The Airport Express is the only railway service carrying passcngers 1o the airpost in Hong Kong. Which of the Following
statements about the Airport Express is correet?

A. It would surely make a profit since it is the sole supplicr of airport railway services.

B. Itdoes not need to promote its bustness through advertising.

C.  ltcan increase its price without losing any customers,

D. It has to facc competition in the market frora other transport services to the airport,
2008/CE/1l/25

The market structure of the electricity supply on Hong Konyg Island is regarded as a/an

A.  monopoly because the government controls the entry of suppliers in the market.
B. oligopoly because there are two electricity companies in Hong Kong.
C. monopoly because there is only one supplier.
D. oligopoly because the supplier is a price searcher,
2012/DSE/N18

If 2 firm is 2 monopolist in a market,

its monopoly power may come from the government.
its return will be positive.

it faces no competition.

it bears no risk.

vowy
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© 2013/DSEN/17
The rarket structure of the electric power industry in Hong Kong is

A, anoligopoly b=cause there are two dominating comipanies in the market.

B. anoligopoly because the pricing strategies of the companies are interdepenclent.

C. amonopoly because the cempanies can increase the price without losing customers.

D. amonopoly because there is only one electric company providing clectricity in any district.

2016/DSE/1/20
Which of the foliowing statements ahout monopoly are correct?

(1) A monopolist sets the market price.
(2) A natural monopoly arises when no firms are permitted to enter the market.
(3) There are substitutes for the products provided by a monopolist.

(1) and (2) only
(1) and (3) only
(2) and (3} only
(1).(2) and (3)

Inwy

Shert & Structured Questions

1990/CE/N/2(c)

The banking industry of Hong Kong can be classified as oligopolistic. Give TWO characteristics of the industry which
match this classification, (6 marks)
1991/CE/V2(c)

The Hong Kong Oxysen and Acetylene Co. Ltd. (FF # %4 % 45 8% 2 5 ) is the only firm in Hong Koog supplying gases for
medical uses.

(i) To which type of market structure does this firm belong? {1 mark)

(if) Give TWO reasons to explain why the market structure of oxygen supply has not changed over the years. (6 marks)

1993/CE/l/3(b)

Give TWO economic reasons to explain why it is not desirable to have more than one firm supplying the underground
railway service in Hong Kong. (6 marks)
1994/CE/¥/S

What is the market structure of shops selling sports shoes in Hong Kong? List THREE ways of compctition among firms
under this market structure. (4 marks)
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2019/DSE/ /18

Which of the following statements about 2 perfectly competitive market are comrect?

T

1997/CEN/S

Ay wishes to apply for a home mortgage loan from a bank and has collected the following information from a number of

{1) Fimms cannot survive i€ they ask a price higher tian the market price. banks:
(2) Thers % no entry barrier to the mariet.
(3) The profit-maximising condition of the firms is that price equals marginal cost. Name of Bank Lcndu;x:'/ u;t;r;-st rate Mamig ir:gaymenf
. ‘0 P.a.
A (1) and (2) OD])' A 10.00 15 years
only . B 9.50 15 years
B. (Dad() T C 9.25 20 years
C.  (2)and (3) only . N <
2y o €3 D 8.50 23 years
b. M, @) 3 E 9.00 25 years
(a) What is the market structure of home mortgage loans? (1 mark)
(b) State TWO characteristics of this type of market structure which are illustrated in the above table. (2 marks)
(c) State TWO other charactcristics of this type of market structure. (2 marks)
1999/CE/L/9(d)
Give TWO features of the market siructure of supermarkets in Hong Konyg. (2 marks)
2000/CE/N/9(c)
What is the market structure of petroleum companies (e.u. Shell. Mobil) in Hong Kong? Explain your answer. (3 marks)
2002/CE/l/5
Statc THREE fcatures of the market structure of stores selling computer hardware in the Golden Computer Centre (i £ i1
G ). (3 marks)
2005/CE/1/3(b)
The following Hong Kong stock market information is extracted from a newspaper on a certain day.
Code Telecommunication. Closing price of shares
Company (S)
0331 China Resources Peoples 0.290
0315 Smastone 8.700
0008 PCCW. 4.925
To what type of market structure does the telecommunication industry of Hong Kong belong? State THREE features of this
type of market structure. (4 marks)
2008/CE/l/3
Nokia, Samsung and Motorofa all manufacture mobile phones. What is the market structure of mobile phone manufacturers?
State THREE features of this type of market structure. (4 marks)
2010/CE/V/4
What is the market structure of mobile phone retailing shops in Hong Kong ? Statc THREE features of this type of market
structure, (4 marks)
2012/DSENN/12{a)
Most private housing is constructed by several major property developers in Hong Kong. State the market structure of the
private housing market and list TWO features of such kind of market structure, (3 marks)

181



roeconomics by Topic
Market Structure

2014/DSENI/2(c)
Ah Wing runs a store selling mobile phone accessories in Mong Kok.

Identify the market structure of mobile phone accessories tetailers in Hong Kong. Give TWO reasons to support your

answer. {3 matks)

2016/DSE/II/10(a)
Solar energy becomes an increasingly important energy source in the sunny western provinces, like Gansu and Xinjiang, in
China.

The diagram below shows the market shares of Top 10 solar photovoltaic (PV) module manufacturers in 2012.

Othiers, 60.5%

Hareon Solar, 2,5% SnaPower, 2.6%

Jinko Solar, 2:6% Sharp, 3.0%

JA Solar, 2.8%% Canadian Solar.

4.6%

SunTeck Power, ____ FirstSalar, 5.3%

7% S
Trina Solar, 4.7% " ——Vingli Gresn

Eunergy, 6.7%

‘What was the market structurc of the above solar PV module market? List TWO features of this market structure. (3 marks)

2017/DSE/NV3
Refer to the following chart,

1
Market share of Top 5 banks or mortgages fer completed units in !
Hong Kong in 2015 {
~Bavk of China
COthers . (HK)

‘The Bank of.
East Asia B
ERC 19%
Swendard
Chartered Bank
14%
Hang Seng Bank
18%
What was the market structure of the above market in 20157 List TWO featurcs of this market structure. (3 marks)
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MARKING SCHEME

1990/CE/IV/16 1997/CE/1}/59 2009/CE/f1/25 1992/CEA1/56 2005/CE/125

B D B (81%) A C (39%)
1991/CEII27 1998/CE/Y22 2010/CEAI2S 1993/CE/N22 2007/CE/1/25

C C D (65%) D D (83%)
1992/CE/A125 1999/CETI/23 2014/DSEA!NT 1994/CETI/30 2008/CE/N1/23

Cc B B (80%) G C (35%%)
1993/CE/M1/30 2003/CE1749 2015/DSEA/20 1596/CE/AI/SS 2012/DSEL18

D D (3%%) D (S8%) D A(75%)
1995/CE/11:2% 2004/CE/11/25 2017DSENO 2000/CE/1Y25 2013/DSEA/ 1T

D At58%) D (70%) B D (40%,
199G/CE/I/25 2006/CE/11/24 2018/DSE/N/21 200 1/CE/24 2016/DSEN20

D B(71%) B (864%4) B B (206%;)
2019DSE/1/18 Nute: Figures in brackels indicate the percentuges of caadidutes choosing the correct answers.

D
[990/CE12(c)

- a few dominating banks in the market
« high degree of interdependznee

« restricted entry

- ditferentiated services

- non-price competition g, advertising (31, max: 61
[Mark the first 2 points only. Mere mention of points without cleboration on Hong Kong 's situation — max. 2 marks)

1991/CEA2(c)
(i} Monopoly (8D}

(i1t Explanation of two seurces o1 mosopoly power:
~ natural manopaly (i.e. high scr-up cost and economics of scale)
- potential entrants find it difficuit 1o capture a large market share
- finited market size (3¢
[Mark the FIRST TWO poitds only. |

3}

2, max : G}

¢

1993/CEA3(b)

- natural monopoly. ¢.g. ceonomics of scale

- insufficient demand to support more than one MTR

~ duplication of tunnels etc. means wasiage (31, max: 6)
[Mere listing of points withoat elaboration — max: 2 marks. Mark the FIRST TWO points onfy.]

1996/CE: 15

Monaopolistic competition (1)
Any three kinds of prise or hon-price competition:

- price cempetition (i.c. discounts)

- gitts given by some shops to their customers

- advertising and branding

- ditferentiated service (¢, aceepting different membership cards) (1@, max: 3)
[Mark the FIRST THREE points onlv.]
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1997/CE/N/S

(a) Oligopoly / Monopolistic competition

{bY - price competition
~ differentiarzd products

(€) Monapolistic commetition;
« many sellers
~ other forms of non-price compctition
- free entry
- imperfect infosmation
OR

Oligopoiy,
« a few dominaling firms
« interdependency among competing firms or rivaly
~ other forms of nou-price competition
- imperfect information
~ entry bartiers

[Mark the FIRST T30 points only.]

{Either menepolistic competition or oligopoly which nwst match with ()]

1998/CEA 10 e)(iiy
Monopolistic competition

1999/CEA/9(dj

- a numer of sellers
- mterdependency

- free entry and exit
- differentiated products

- imperfest information

- non-price competition

[Mark the FIRST TWO points only.]

£ a few dominating firms

2000/CE/A/9¢}
Oligopoly.

- afew dominating frms
- ipterdependence

- nou-price competition
- price leadership

2002/CE/L’S

- many sellers

- differentioted products

- casy entry / exit

- imperfact information

- price compention

- non-price conipetition

{Mark the FIRST THREE points only]
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(1)

(1)
(1)

(R, max: 2

(1

(1@, max: 2}

(1)

(1@, max: 2)

~
3
)
<

2005/CEN:3(b)

Oligopoly

~ a few dominating sellers
~ interdependency

~ now-price competition

~ heterogenzgous product
- catry basriers

- impertiect information

- price competition

[Mark the FIRST THREE fcatures only.

Oligopoly

- g few domisating firms

- price searcher

- mterdependence of pelicies

- product can be heterogeneous
~ non-price competition

~ ot 2

sy to enter the industry
- imperfect infarmation

{Mark the RIRST THRER points only.]

(1)

(1@, max: 3)

th

(1@, max: 3)*

A

[*Remark: Do not mark this part of the answer if the candidate gave a wrong answer such as monopolistic competition to the

tirst part of the answer]

201 CETM

Manopalistic competition

- many sellecs

- free / easy entry (and exsty

- heterogencous ¢ differentiated products

- imperfect market information
~ nou-price competition
- price searcher

[Mark the FIRST THREE featurcs only ]

(L

) max: 5)¢

S

Y

8K

[*Remark: No mark will be awarded to this part if the type of market structure is wrongly identificd]

2012/DSEN/12(a)

Oligopoly

~ a few domtitrating firms

- price s¢archer

~ interdependence of pricing policies
- product can be heterogencous

- non-price compention

- not casy to enter the industyy

- imperfect information

[Mark the FIRST TWO points only.|

2014/DSE/I2(c)

Menepelistic compctition

Reasons:

~ many scllers / no dominant sellers

~ seflers sefling heterogeacons products
- free enuy into the market

[Mark the FIRST TWO points only.]

&)

(1@, max: 3)

n

(1@. wax: 2)
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2016/BSEN 10 a)
Monopolistic comnpetition
Features:

- many sellers

~ price searchers

- {shightly) differentiated prodocts

- pon-price competition

- imperfect market information
[Mark the FIRST TWO points only.]

2017/DSEL3

Oligopoly

Featares:

- several domtoasy fms

- eniry barrier

- interdepeadent pricing strategies

- imperfect market information

[Mark the FIRST TWO features only.]
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(1@ max: 2}

Microeconomics by-Top
6. Demand & Supply fI}°

SECTION 6: DEMAND AND SUPPLY (l)
61 THE LAW OF DEMAND

Multiple Choice Questions

1595/CE/T1/06

Lane Crawford
30% discount on all items!

This method of sales promotion can be explained by

A. the law of supply.

B. economits of scale.

C.  the law of demand.

D. the principle of comparative advantage.
1997/CE/N1/07

Support the government raiscd the water charge in January 1997. What would be the result?

A. adecrease in the demand for water

B. adecrease in average houschold water consumption

C. adecrease in the government revenue from the water charge

D. adecreasc in the cost of production of restaurants because they would use less water
2004/CE/11/08

Suppose an airline reduces the price of its air tickets. As a result.

the demand for its air tickets will increase.
the number of its passengers will increase.
the supply of its aircraft service will increase.
its sales revenue will increase.

vowp»

2006/CE/11/49
In order to reduce the amount of household garbage disposed of, the government is planning to impose a household garbage
disposai charge according to the amount of garbage disposed by ¢ach household.

Which of the following conceprs can be used to explain the above policy?

A, law of demand

B. principle of compurative advantage

€. diseconomnies of'scale

D. law of diminishing marginal returas
2008/CE/I/0G

Recently the stock market in Shanghai has become overheated. Compared with last year, the selling price of a financial
magazine has increascd froni RMB¥S to RMB¥8 while its sales volume has increased by 10%.

In the above case,

the law of demand is violated.

the demand curve of the magazine can still be downward sloping.
the demand for the magazine is inelastic.

e mmnites ~Frhe manazine is elastic,

I0w >
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2GiS/DSE/N/12

The table below shows tha quantisies of bigh~quality and avarage-quality fapsnese frus zofd in Jopan and icroeconomics by Toplc
Hong Keag. Asmme the cansmners’ prafareness on Japanese fruits are similar in both casnomies. " 6. Demand & supply {if
Quantity of high-quality | Quantity of average-quatity 2000/AL/1/08
Japanese fruits 301d (units) | Japasese fruits sold (units) Which of the following statements may be consistent with a downward sloping demand curve?

Japea 50 200

Hong Kong Q Q L A.  Price and quantity transacted are observed to increase topether.
o e 5 e bt e o e - ey B. Price rises and quantity transacted falls,

ippose the c0s¢ of ransporting both types o apun to Horg Kopg are the sye. o o s — _— o T o
Tollowing fipres isfare consisten with tho law of demnd? g zlft:?;l:! :bgc\nlt willing to give up anything for an additional distinction in one other subject.
. ) & <.

1 Q=30,Q- 140
B Q=40;Q =150
(@) Q=45 Q=180

A () oaly Shoit & Structured Questions
3. (2Joaly
C (3)only '
D. {Masd (3)only 1995/CE/1/3
2000/DSE/T 12 (a) State the law of demand. (2 marks)
(b) Point out the difference between “quantity demanded” and “quantity bought'. (2 marks)

When tlse market supply curve of 2 good is derived. which of the following is/are assumed to be constant?

(1}  the markel price of the good 1996/AL/1/7(a)
g) ';'f prices of f:}“"m of pr°f,‘:§“°“ ofthe good In Hong Kong, the aumber of supermarket outlets has grown from less than 50 in 1973 te 560 in 1993. and the range of

3 the expected furure price of the good products carried by a single large outlet reaches 8 000 items. This development coatrasts sharply with the carlier period (say
in the 1950's), when small grocery stores each carrying and specizalizing a few dozen items had been the popular practice.

A, (Donly
2' g; ::11; How would you explain the growth of supermarkets as a result of a change in the wage rare of domestic servants? (3 marks)
D. (2)and (3) only
1996/AL/1/8(a)
30/ DSEM 1S In Hong Kong, the number of chiidren an average woman expects to bear in a lifetime has fallen from 4.5 iz 1963 to around
Z020/DSE/ Y7 1.3 in 1995
A non-profir organisation Supports the increzse in cigarettc tex. The U?W’Ei“ seveals that every 10% A child may be regarded as a consumption good, for which a cost or a price must be paid. Considering a child as a
increase in cigarerte prices red the total cig: quantity ¥ansacted by 4%. ‘Which of the Tollewing consumption good, how would you explain the sharp fall in fertility rate? (5 marks)
statemenss about cigarette tax is INCORRECT?
Law of dernand is illustrated in the above case. 2000/AL/1/6

The total expenditare on cigarette will increase after the increase of the cigarette tax.
The mcrease ia cigarette tax may Jead to & greater income inequality.
The cigarette tax could help reduce the probicm of under-production of cigarette,

Currently households pay rates (% £ ) to cover the disposal charge for their garbage (rubbish) and the rates depend on the
value of their flats. Will there be any change in the amount of garbage disposed of by each household if the disposal charge
is calculated according to

oWy

(a) the number of people per household instead?

(b) the number of standard garbage bags used by each household instead?
(8 marks)

2041/AL/1/3

If the market price of a haircut charged by barber shops rises during holidays because customers have more free time to get
their hair cut. does this mean that to customers haircuts arc really more expensive during holidays because of an increase in
market demand? (7 marks)
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MARKING SCHEME

2020:DSETN?

1095/CEAI06 2004:CETEOS 2608 CRALE 2019/DSEA2

C B (53%) 13 (24%n B D
1997/ CEAT 07 2020DSEAN2

3 D

Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

1983:CEAS
(a) Ifthe price of a good rises. its quantity demanded wifl decrease, (and vice versa,) ceteris paribus N

(b7 "Quantity demanded’ refers to consumers” plan. and docs not imply what can be actually booght (in what quantity and
at what price) in the market. (2)

1996/ALIU7(a)
e tine cost of shopping js reduced by the supermarket. With sharply sising wages of domestic servants. this reduction of
shopping time worth more.

1996/AL/1/8(a)

The cost of raising children has risen significantly in Hong Kong because of the rising costs of domestic servants, the rising
employment opportunity. for women, a general ingrease in the cost ef time, and a sharp rise in housing rent. Hence the
quantity of children demanded falls,

2000/A171:6

{a) No. For a given houschold size, the new charge will be a lumpesum fee, which will not vary with the amount of garbage
disposed of. In other words. the marginal cost of disposing garbage remains unchanged.

{b) No. i all the xacbage is filled nto one big bay before and atter the change.
Fowever, if more than one bag are originally vsed, the number of parbage bags will drep. with cach bay squeezed raore

tightly. Because there are limits as to how tight the bag can be squeszed. the amount of garbage will alse drop.

2001/ALAS
The cost of time falls for customers taking hatrcuts during bolidays. The price ot a haircut is the price charged by & barber
plus the time cost. so during holidays the full price of 2 haircut falls.

(Therefore. according 1o the law of demand. the number of customers going 1o barber shops during holidays 1s Jarer.)
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6.2 RELATIVE PRICE AND THE LAW OF DEMAND

Multiple Choice Questions

1985/AL//06
In grocery stores, wine of types A and B are priced at $60 and $90 respectively. The same wines selt for $90 and $120 in
restavrants. If grocery stores sell equal quantities of each. then restaurants will

A, also sell equal quantitics of each.
B. sell more of type A than type B.
C.  scli more of type B than type A,
D. sell only one type of wine.

1985/AL/I29
Suppose the airport tax per passenger leaving Hong Kong is increased from $100 to $250. Which of the following is
FALSE?

A.  The average length of airplane joumeys tends to rise.

B.  The number of travellers will fall.

C. Theticket prices of shorter flights will fall.

D. The ticket prices of longer flights will rise.
1986/AL/I/26

‘Dynasty’ is a wine produced joiatly by the French and the Chinese in China. As the finest table wine produced in China, it is
served only in the finest restaurants in China. This is because

A. only foreigners like French wine and they visit primarily the finer restaurants in China.

B. the Chinese goverunentprohibits the selling of this wine in poorer restaurants.

C. the Chinese want to cam foreign currencies. and therefore the wine is sold only to foreigners, who visit primarily
the finer restauraats,

D. with more costly settings and services in the finer restaurants, good wine becomes relatively cheaper.

1989/AL/V/ 14
Sunkist oranges are regarded as the finest quality oranges produced in California. However, it is observed that a relatively
small quantity of Sunkist oranges is sold in Los Angeles, but they are plentiful in Hong Kong. This phenomenon is explained

by

A. the fact that Hong Kong and Californian consumers have different preferences for oranges.
B. the hypothesis that the demand curve for oranges is negatively sloped.
C. the super-abundance of oranges in California.
D. the fact that Sunkist oranges are advertised in Hong Kong,
1992/AL//08

According to the law of demand, if taxi drivers impose a $5 additional charge per trip regardless of distance,

A.  the number of short distance trips will have a larger percentage fall than long distance trips
B. the number of short distance trips will have a smaller percentage fall than fong distance trips.
C.  the number of short and long distance trips will both fall by the same percentage.

D. the ratio of short to long distance trips will not change,
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1994/AL/1/07

Country A imporsts two brands of garments, X and Y, from Country B. Brand X is of better quality and is higher priced. Now,

a tariff rate of 10% is imposed on both X and Y. Ifthere is no other source of supply of garnents, we predict that

A. the proportion of X in the total garments imported decreases.

B. the proportion of X in the total garments imported increascs.

C. the proportion of X in the total garments imported remains unchanged.

D. the total amount of garments imported remains unchanged.
1996/AL/V/12

Suppose the present airport tax is changed. Instead of a lump sum tax, an ad valorem tax on the airline ticket price is imposed.

Which of the following must result from the change?

A. an increase in the percentage of first class passengers
B. alonger journey on average
C. lower ticket prices (excluding tax) with poorer quality of service.
D. None ofthe above is correct.
1997/AL/T/08

A per unit tax imposed on cigarettes will tend to generate which of the following effects?

A. The quality of cigarettes will improve.
B. The length of cigarettes will increase.
C. Cigarettes will be sold by piece. not by pachage.
D. BothAandB.
1997/AL/V/11

Which of the following is NOT tmplied by the law of demand?

A. Relatively more high quality vegetables are sold in urban markets than in rural markets which are closer to the
farms.
B. An ad valoremtax on whisky leads toa greater drop in the sale of lower-priced whisky.
C. People tend to cat more in buffer dinners than in ordinary dinners.
D.  The number of car accidents rises when the law requires the drivers to wear seat belts.
2000/AL/1/22

If a uniform per-unit tax on wine is removed, then

A.  the price of high~quality wine will decrease.
B. the price of low-quality wine will decrease.
C. therelative price ofhigh-quality wine will increase.
D. All of the above.
2001/AL/1/08

If the government changes the same lump-sum sale tax to each and every customer going to eat in restaurants,

Sow>

the price of food in restaurants will be reduced.

a customer will eat less each time he goes to a restaurant and he will go less often.

a customer will go to restaurants less often, but he will go to the higher-class restausants.
None of the above.
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2001/AL/1/20
A unit sales tax imposed on cigarettes implics that

A.  thecigarettes produced will be longer.

B. more smokers will buy cigarettes by the carton (fi% #£ ).

C. the quantity of tobacco consumed will not be affected.

D. the age distribution of smokers will not be affected.
2002/ALN/15

The law of demand would be rejected if

A. alarger quantity of cheap model motorbikes were sold near the place of manufacture than in a far away market.
B. the ratio of the number of first class passengers to that of economy class passengers rose after the removal of the
airport departure tax.
C. the ratio of high-quality red wine sold to low-quatity red wine sold remained unchanged after theimposition of an
ad valosem tax.
D. moremobilephones weresold during a promotion period when discounts were offered to customers.
2004/AL//21

There are two types of cars: luxury cars and ordinary cars. If a uniform lump-sum tax is imposed on the purchase of a new car,

A. the proportion of luxury cars will increase.

B. the proportion of ordinary cars will increase.

C. the number of luxury cars will increase.

D. the number of ordinary cars will increase.
2006/AL//08

Which of the following pairs of incideats is INCONSISTENT with the law of demand?

A.  Terrorist attacks in a country and a fall in the number of visitors to that country
B. Heavier penalties for speeding and a reduced number of casualties in car accidents
C.  An imposition of quotas on garment exports and a fall in the quality of garments exported
D. An invention of a new software program which tracks the illegal downloading of movies and an increase in the sales
revenue of movie companjes
2007/AL/1/08

Which of'the following pairs ot observations is inconsistent with the law of demand?

A an increase in unemployment benefits and an increase in the number of unemployed people.
B.  ashasp rise in the prices of dinners during Christmas Eve and a decrease in the number of people eating at home.
C. anincrease in the rental of parking spaces and a decrease in the average quality of vehicles.
D. None of the above
2008/AL/1/09

Which of the following statements is INCONSISTENT with the law of demand?

vowe

A restaurant charges one dollar for one cooked chicken,

A publisher sells some books well below the original cost of production.
A hotel charges lower room rates for travel agents,

Foreign tourists tend to stay in cheaper hotels than Jocal tourists.
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2008/AL//16
Consider a unit tax as against an ad valorem tax imposed on cigarettes, Which of the following is correct?

A.  The unit tax tends to increase the length of the cigarettes produced.
B. For the same amount of tax collected, the ad valorem tax tends to enconrage more smuggling of cigarettes.
C. The price elasticity of demand is easier to estimate with the ad valorem tax than the unit tax.
D. Theprice elasticity of demand is easier to estimate with the unit tax than the ad valorem tax.
2009/AL/N/11

The law of demand predicts that

A. ifthe demand for a good is inelastic, its quantity demanded will change by a smaller amount with a change in
price.

B. the birth rate increases when the income tax exemption for children increases.

C. people tend to choose lower quality wine after the abolition of the ad valorem alcohol duty.

D. the number of short distance trips wiil fall while the number of long distance trips will rise after a $1 additional
charge mile is imposed on taxi rides.

2010/AL/1/09
Which of the following statements is NOT implied by the law of demand?

A. Arclaxation of a garment quota leads to a decline in garment quality.

B. Alaw which prohibits the advertising of products leads to improvements in product quality,

C.  Anincrease in the penalty on drunk driving leads to a reduction in the number of car accidents.

D. Anatural disaster in Taiwan feads to a fall in the number of tourists visiting Taiwan.
2011/AL/1/0S

Which of the following is NOT implied by the law of demand?

A.  Customers tend to buy more items when there is a long waiting line at the cashier in a supermarket.

B. Consumers tend to buy less lower-quality red wine after the abolition of the unit tax on red wine.

C. Developers tend to build higher-quality housing units on a piece of land with a good view.

D. Companigs tend to spend more on entertaining clicnts when entertainment expenses are tax deductible.
2012/AL//08

A lump-sum airpost tax has been replaced by an ad valerem (percentage) tax on air tickets. Which of the follewing will be a

result of such a chanyge?

A. The total number of passengers may be unaffected.
B. Travellers will have a longer journey on average.
C. The airlines are indifferent as long as the tax payments under the two schemes are the same.
D. The percentage of first-class passengers will rise.
2012/AL/1/09

Which of the following statements is INCOSISTENT with the law of demand?

A unit tax on cigarettes tends to increase the length of the cigarettes produced.

A regulation requiring compulsory use of seat belts tends to decrease the number of traffic accidents.
Luxury cars are relatively more abundant in Hong Kong than in Europe.

An increase in the unemployment benefit increases the unemploynent rate.

vowe
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2013/DSE/V/16
Which of the following is INCONSISTENT with the {aw of demand?

A. When a higher per-unit import tariff is imposed, the quality of garment imports worsens.
B. When a government reduces the unemployment benefit, the number of unemployed people drops.
C. When political unrest in a country causes riots in its major cities. the number of tourists visiting the country drops.
D. When people expect the price of the shares of a listed company to rise, the price of those shares rises.
20 5/DSE// 18

Which of the following is INCONSISTENT with the {aw of demand?

v awp

More high-quality Japanesc grapes are imported to Hong Kong during Mid-Auatumn Festival,

An increase of the per unit tax on beer results in a fall in the quantity of small-bottle beer sold in the market.
After the introduction of the airport departure tax which is a fixed amount for any traveller, the average length of
aisplane journeys decreases.

The birth rate increases when the income tax allowance for children increases.

2016/DSE/N/18
Which of the following is INCONSISTENT with the law of demand?

A,

vow

When the government imposes an ad valorem tax (Le. the tax is a certain percent of the price) on red

wine, the ratio of high-quality red wine sold to low-quality red wine sold remains unchanged.

A larger quantity of expensive fruits is sold in a faraway market than a market near the farm.

Price of residential flat and quantity transacted are positively related during an economic boom.

An increase in the mouthly rental of parking spaces will lead to a decrease in the average quality of vehicles that
use the parking spaces.

2017/DSE/N/13
Which of the following is ENCONSISTENT with the law of demand?

A. The abolishmeat of per unit import tariff on garment results in a rise in the quality of imported garments.
B. Live fishes sold in a market near the fish farm have a higher price than fiozen fishes sold in a faraway market
C. The ratio of high-quality white wine sold to total white wine sold remains unchanged when the government
imposes an ad valoremn tax on white wine.
D. Developers tend to build higher-quality housing units on a picce of land with a good view.
2018/DSEN/19
Which of the following statements is correct after the adjustment of taxi fare shown below?
Existing taxi fare Adjusted taxi farce
First 2 kilometres: 320 First 2 ld{ometres: $25
Every subsequent 200 Every subsequent 200
S $15 $15
metres: melces:

oowy

Passengers will take more Jong-distance taxi trips.

The ratio of short-distance taxi ujps taken to long-distance taxi trips taken will decrease.
The total revenue received by taxi drivers will increase.

The fixed cost of operating tax: service will increase.
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Starting from the academic year 2617-18, the Foag Kong Goverament provides a subsidy of $30660
aonually for students pursuing fall-time, self-financed undergredudo prog (ERELLLUH Shoit & Structured Questions
$) offered by local privase educational institutions.

Which of the following are the possible effiects of this subsidy scheme? 1993’}”"” 9 i . L. , . . 3
Consider a country which secks to impose a significant tax on the import of automobiles. This country may (a) impose a

(1) The unemploysient rate will drop as labour force will inrrease. uniform unit tax for cach and every automobile imported, or (b) impose an ad valorem tax as a percentage of the market

(2} - The scheme helps oqualise opportmities because students from low-i households will have a value of the automobile.
better chance to reczive higher education. . :

(3) The full employment output Jovel will increase in the futare b the age productivity Suppose with either (a) or {b) the government would receive the same total tax revenue. Which of the two schemes would
inepeases aftar people ceceiving belter educarion and training, have a higher average quality of the automobiles imported? Explain. (10 marks)
A, (D)and (@) anly
B. (3)amd(3)only 1995/AL//6(c)
¢ (2Qad(3oaly Suppose the Hong Kong government decides to limit the number of private cars to its present level. This is done by issuing
D. (D.@wdE) to each existing vehicle a quota permit without which a vehicle will not be allowed to operate on the road. This quota permit

is freely transferable (saleable) in the market. In order to drive a new car on the road, therefore, it is necessary to obtain a
quota permit m the market.

Assuming the demand for private cars is rising, what will the effects of the quota system be upon the average guality of
vehicles operating on the roads? Explain. (5 marks)

1998/AL/1/6

Beginaing in the early 70°s. countries in Asia have all been enforeed to meet quota requirements when they export garments
to the United States. This export quota is imposed on a unit basis, that is, the garments exported are counted by unit. not by
their quality or market value,

For many years after the introduction of this system, the quotas held by Hong Kong garment manufacturers were freely
transterable (saleable) at uncontrolled market prices; indeed. for many years Hong Konyg was the only place in Asia which
aljowed a tree market for quota transactions.

Use the law of demand to explain (a) why there had been a significant improvement in the quality of HongKong parments
exported to the United States under the quota system: and (b} why this improvement in garment quality was far more
significant in Hong Kong han in other Asian countries (10 marks)

201{0/AL/1/8(b)

The United States has imposed punitive tariffs on the importation of automobile tyres manufactured in China.

The tariff rates are very high and are designed to be imposed in three successive years: 35 percent in the first year, 30
percentage in the second year, and 25 percent in the third year.

If, instead of imposing the above import tariffs, the US government imposes a unit import tax on automobilc tyres

manufactured in China. would you expect the quality of the tyres exported from China to the US to improve. worsen or stay
the same? Explain. (5 marks)

2014/BSENL9(c)
Many countries have considered imposing ‘soft drink tax' for health reasons. Suppose a country decides to impose a per unit
tax on the sellers for ¢very botde of soft drink sold in the market.
*As thc amount of tax imposed on each bottle is the same irrespective of the bottle size, the proportion of larger-bottle soft
drinks sold in the market will increase.’ Explain this argument using the law of demand. (5 marks)
2016/DSE/I/13(b)ii)
The airport corporation plans to build an additonal runway. There are two proposals to finance the runway.

Proposal B: the airport corporation charges a lump-sum fee on every departing traveler

Discuss the effects of the two proposals on the average flight distance for departing travellers of Country H. (4 marks)

P e e P AN
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MARKING SCHEME 2014/DSENL9¢c)
Law of demand: when the price of'a good increases. the quamtity demanded of the good decreasss, vice versa, ceteris
paribus.
1996: AL/ 12 2002/AL/413 2009/ALA/11 2015/DSEA1S
D (dcleted) B B (54%) C (33%) Here the unit of measurcment to witich the tax applics is ‘batele’, rather than volume (e.g.. In litres). of soft diinks. When the
same amount of tax is added to cach unit (bortle), then — per volume of liquid contained -~ larger-bottle soft drinks would
1985/ AL29 1997:AL/A08 2004°AL/2E 20107ALA0Y 2016/DSE/N/18 become cheaper than the small-bottle ones.
C D A(78%) B (64%) D (44%)
The relative price of larger-bottle soft drinks (in terms of small-bottle ones) thus drops. The law of demand then implics that
J9867AL/26 1997/AL1] 2006/AL/108 20117AL//99 2017/DSEN/13 people would buy more larger-bottle soft drinks relative to small<hottle oncs, so the proportion of larger-bottle soft drinks
D B C (74%) B (62%) A146%0) sold in the market would increase. (€]
1989/ AL/T/14 20007ALT/22 20607/AT1./1/08 20127737468 2018/DSET 19
B n C143%) A(55%) B (69%%) 2016/ DSEMI3(bY(1it)
A Jump-som fee charged on both Jong-distence and short distance tzavellers will resultin 2 drop of the price of long-distance
1992/ AL/1/08 2008/ ALCO 20]2/ALA408 2019/DSEA20 Right relative to shori-distance flight. A higher proportion of travellers will thus take long-distance flights. increasing the
A D (70% B (50%) ¢ average flight distance. «)
1994:AL1/G7 2008:ALIM56 2013/ DSEANG
C A180%) A(36%0)
Noecer Figures in brackets indicute the pereentiges of candiddates chuosing the correct aaswers.
19937AL/1

The noiform anit tax will lead to the tapert of highet quality antomebiles becausce the price of a higher quahity automohile
will fall relative 10 the price of 2 lower qualiny aniomobite. { With the ad valorem tax. hewever. the relative prices of bigh vs.
low quality auromobiles will remain the same.

By the law of demand. the guantity of higher qualizy automobiles rises

to that of fower quaiity autoimolles

1995/ALA/6(¢)
The average quality of vehicles operating on the roads will Fise.

This is because with a positive price of quota, the prices of ugher quality vehicles imported will fail relatve 1a lower quality
vehicles.

By the Jaw of demand, the quantity of higher quality vehicles nses relative to that of lower guality vehicles.

1998/ AL/L6

(a) Because ore unit of guota must be used for one vnit of garment regardless of ganment qualily, and because the quota
has a pesitive valne. the price of higher quality garment fell relative to lower quality garments ander the quota system.
Hence according o the Jaw of demand the quantity of higher quality zarments demanded by the United States rose
relative to that of lower quality garments.

by Because Hong Xoug had long been the only place in Asia to aliow a free market for quota transactions, the value of the
quota was higher and therefbre the relative price of higher quality garments f2l] fhrther. (This explains why Hong Kong
became the leading exporter of higher quality garments and why the quota systern, designed to protect the garment
industry in the U.S.. ended up hurting that industry tar more than without the quota system -~ Hong Kong garments
before the quota were generally of such low qualities that they competed with those produced in Mexico or the
Philippines, but hardly competed with those produced in the U.S.)

2010/ AL/1/8(b)
Exactly the same as shippiag the rood apples out with transportation cest added. because the unit fmaport tax added wilk
reduce the price efhigher quality tyres relative to lower guality tyres.

L L
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6.3 DETERMINATION OF MARKET PRICE

Multiple Choige Questions

199S/CEN1/08
If the market price of a good is equal to its equilibrium price,

(1) the sellers can sell all the quantity tha they are willing to supply at that price.
(2) there is no pressure for the price to change.

(3) the sales revenue is maximized

(4) consumers’ want of the good is fuily satisfied

A. (1) and (2) only
B. (1) and (4) only
C. (2)and (3) only
D. (3) and (4) only
2001/CE/T1/04

*Arise in the price of a good will cause a decrease in demand for it and an increase in its supply.”
The above staternent is

A. correct because a change in price will change both demand and supply.

B. incorrect because arise in price will only increase the supply,

C. incorrect because arise in price will only decrease the demand.

D. incorrect because both demand and supply will not change as a result of change in price.
2013/DSEA/10

Which of the following is assumed to be constant when the market demand curve of a2 good is derived?

(1) the income of the consumers
(2) the price of the good

(3) prices of related goods

(4) preference of the consumers

A. (1) and (3) only

B. (2)and (3) only

C. (1).(2) and (4) only

D. (1), (3) and (4) only
1992/CE/NI/2L

The increase in demand for container transportation will lead to an increase in demand for container truck drivers. This is an
example of

A.  competitive demand.

B. jointdemand.

C. derived demand.

D. excess demand.
1999/CE/NI/05

In which of the following pairs does the demand for the first good create a derived demand for the second?

Digital versatile disc (DVD) and Jaser disc (LD) player
Wood and mutton

Hardback book and printing paper

Electricity and light bulb

SESE-FS
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2000/CE/II/G9
‘Which of the following is an example of joint demand?

A, The courier service (% # 3 {4 B # ) of a local firm and the postal service of the government.
B. The Airport Express train service and the Tung Cheung Line train service
C. Magazines and printing paper
D. Floppy diskettes and floppy diskette drives
2009/CE/11/05
The demard for ____ can be regarded as a derived demand of .
A, beef...... leather
B. printing paper ...... magazines
C. popsongs...... MP3 players
D. high definition digital receivers (i3 5 G # B8 BE L %) ... TV sets

2014/DSE/N/12
In which of the folowing pairs cloes the demand for the Jirst good create a derived demand for the second one?

A.  Aviation service and pilots

B.  West Rail Linc train service and Light Rail train service

C. Blu-ray discs and Blu-ray disc playcrs

D. Hong Kong Disneyland and Ocean Park Hong Kong
2016/DSE// 14

The demand for __ _can be regarded as a derived demand for

coffee beans ...... coffec
selfie sticks (B 3 #F) ...... digital cameras
chicken wings ...... chicken legs
TEWSpapers ...... printing paper

vnwp»

2016/DSE/N/17
The demand for construction workers in Hong Kong will increase if

the legal procedures for urban re-developmentare simplified.

wage rates of construction workers decrease.

the government provides more allowances for training programmes for the construction industry.
there are fewer job opportunities in the construction industry in Macau

vow>
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2018/DSEN/13

1
l Dy \P:
5 Quansity

Refer to the above diagram. The price of farming tools will

A.  rise because farm products and farming tools are in joint
demand.

B. fall because farm products and farming tools are in joint demand.

C. rise because demand for farm products creates a derived demand
for farming tools.

D. fall because demand for farm products creates a derived demand
for fanning tools.

1990/CEAV17
Which of the following will cause the demand curve of ice cream to shift from D1 to D2?

FricesS)
N

N\
N

T, TTNPN

A.  The cost of production of ice cream decreases.

B. Morc and more children enjoy drinking soft drinks.

C.  The price of ice cream decreases.

D. Children are given more pocket money.
1991/CENI/24

Which of the following may cause the market demand for honsing in Hong Kong to increase ?

A.  There is an influx of immigrants,

B.  The interest rate has increased.

C.  More housing estates are built by the government.

D. The selling price of flats has decreased.
1992/CENU/22

Which of the following factors will cause a decrease in the demand for imported private cars?

(1) The Organization of Petroleum Exporting Countries (OPEC) restricts the production of eil.

(2) An extension of the Mass TransitRailway to Kennedy Town is built.
(3) The price of tinported private cars increases.

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

[SEel-
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1992/CE/11/42

The Housing Authority has offered to sell rental flats in public housing to the present tenants. However, not many tenants
have expressed a desire to buy the flats they arc living in. Which of the following would make the tenants more willing to
buy the flats?

A.  increasing the supply of flats in the private sector

B. increasing the rents of public housing units

€. increasing the interest rates on home mortgage loans

D. increasing the quantity of Home Ownership Scheme flats allocated to tenants
1993/CE/N/N8

In 1992, the leading ceiling (£ 7 B 3 %) on home mortgages in Hong Kong was reduced from 90% to 70% of the value
of the property. This resulted in residential property.

a decrease in the demand for

a decrease in the quantity demanded of
an increase in the supply of

an increase in the quantity supplied of

oW

1994/CE/1U/87
If the price of movie tickets increases and the rental of laser discs falls, then the equilibrium price of laser disc players

will remain unchanged.
will increase.

will decrease.

may increase or decrease.

vows

1994/CE/IL/S8
Which of the following situations will NOT lead to an increase in demand for private cars?

A. The price of private cars decreases sharply.
B.  More poople live in the remote areas in the New Territories,
C. The fares for public transport increase.
D. The governinent abolishes the gasoline tax.
1996/CE/1/06
Suppose the price of compact discs decreases. The price of compact disc players will __ and the demand for cassette
tapes will ____ .
A, rise..... increase
B. rise ... decrease
C. fall......increase
D. fall.... decrease
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2002/CE/1L/07
Refer to the following diagram:

Cross Hurbow Bus Services

Bus fares ($)

jaht

L] No, of cer rides

Which of the following would lead to the above change in demand from D to D2?

A. anincrease in the toll fee for taxis using the cross harbour tunnels

B.  an increase in the frequency of cross harbour bus services

C. afall in the wage rate of bus drivers

D. afall in the ticket price for Mass Transit Railway services
2003/CE/M1/08

According to research evidence, one of the substances in beer has proved to be good for the healthy development of bones.
This will lead to an inctease in

(1) the supply of beer.
(2) the quantity transacted of beer.
(3) the demand for beer.

A. (1) and (2) only
B. (1) and (3) only
C. (2)and(3) only
D. (1).(2)and(3)
2004/CE7I/05

Suppose a bill is passed that punishes the buyers of pirate compact discs (CDs). The price of pirate CDs would and
the quantity transacted would i

A. increase ...... increase
B. increase.... decrease
C. decrease ... increase
D. decrease ...... decrease
2005/CE/V04
Suppose consumers of traditional eye-glasses gradually change to using contact lenses. As a result, the equilibrium price of
waditional eye-glasses will and the sales revenue of traditional cye-glass sellers will
A. rtise ... increase
B. rise ...... decrease
C. fall... increase
D. fall...... decrease
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2006/CE/T/67
Nowadays, more schools in Hong Kong have implemented reading programs to develop students’ reading habits. This would
lead to an increase in

A. both the demand for and the supply of books.

B. both the demand for and the quantity supplicd of books.

C.  Dboth the supply and the quantity demanded of books.

D. Dboth the supply and the quantity supplicd of boaks.
2007/CE/110

A possible cause of an increase in both the world market price and the quantity transacted of gasoline could be

A.  a warmer than usual weather during winter around the world.

B.  arapid industrial development of newly developing countries,

C.  oil production cuts by the Organization of Petroleum Exporting Countries (OPEC).

D. adecrease in the price of crude oi! which is used to produce gasoline.
2008/CE/NI/04
The tollowing diagram shows the market of exhibition spaces in Hong Kong,

Renta! (S)
s
Dy
D:
Quantity of
a exhibitior spaces

An increase in the o would lead to a shift of the demand curve from D, to Dz in the diagram.

A, rental of exhibition spaces in Hong Kong

B. rental of exhibition spaces in Macau

C. number of trade fairs held in Hong Kong

D. exhibition spaces in Macau
2010/CEN1/06

Suppose both the price and quantity transacted of imported rice decrease. This is likely to be caused by

an increase in the transportation cost resulting froma higher fuel price.

a change in taste from consuming rice to consuming noodles.

a bad harvest of rice.

an increase in the income of households given that rce is a normal good.

pow>
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2015/DSEA/1S
SS is the supply curve for smartphones. Which of the following reasons can best explain the change of the equilibrium
position in the smartphone market trom A 1o B?

Price (£)

0 ~ - ¥+ Quuntity
A.  The retailers offer more free gifts for buying smartphones.
B. The size of a tablet computer with a phone tunction is reduced,
C. There are more simartphone producers in the market,
D. The major network service providers increase the service charge at the same price.
2016/DSE/N/13

Which of the following situations would lead to an increase in the demand for private housing?

A.  The price of private housing decreases.

B.  The supply of public housing increases.

C. People expect the interest rate for mortgage loans to increase later.

D. People expect the price of private housing to increase later.
2017/DSEN/14

Which of the following situations would most likely lead to an increase in the demand for iPhone produced by Apple Inc.?

A.  Atechnological breakthrough in the battery industry reduces its production cost.
B. People expect the next medel of iPhone will have more innovative features.
C. Amodel of Samsung startphone is banned by many aitlines.
D. Apple Inc. reduces the selling price of iPhone.
1990/CENV17

Which of the following will cause a fall in the equilibrium price of petroleum in a country?

A.  The country imposes a quota on the imported oil.

B. The cost of exploration for oil increases substantially.

C.  The country undergoes rapid industrialization.

D.  Acheap substitute for oil has been discovered.
1993/CENI/57
The price of textbooks in Hong Kong has greatly increased in recent years. Which of the following is NOT a possibic reason
for this?

A.  morc frequent revisions of textbooks

B.  more publishers publishing textbooks

C. increasing wages and rents

D. the photocopying of textbecks becoming more costly
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1996/CE/11/04
The supply of secondary school teachers will increase if

A, the government provides a subsidy for schools to employ more language teachers.
B. the government increases the salary of teachers.
C. the number of children eligible for secondary cducation increases
D. the number of job vacancies in the business field decreases
1996/CENY/S56

An increase in the supply of leather which is used in the production of shoes will have the following effects EXCEPT

A, an increase in the demand for shoes,

B. anincrease in the supply of shoes.

C. anincrease in the quantity demanded of leather.

D. anincrease in the quantity demanded of shoes.
1998/CE/11/09

Suppose the price of oranges increases and the quantity of oranges transacted decreases in H.K,, this is likely caused by

(1) ariseintransportation cost.

(2) afall in the price of apples,

(3) the fact that oranges have proved useful in reducing the chance of catching a cold.
(4) aserious bad harvest of oranges in the U.S. A,

A. (1)and (2) only
B. (1) and (4) only
C.  (2)and (3) only
D. (3)and (4) only
2000/CE/11/12

Which of the following diagrams shows the result of an improvement in the technology wsed in producing digital versatile
disc (DVD) players?

A. DYD Plmagz B. DVDs
Uais Price Uit Price

C. Cirenn Tickets D. Wideo Commpact Dises (CD)

Unit Price
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2001/CE/I/03
*Compared to last year. more watermelons were sold this summer and the price was lower.” This is because there was a (an)
in the watermelons.

A, increase ... demand for
B. decrease ......demand for
C. increase ...... supply of
D. decrease...... supply of
2001/CE/I/05
Which of the following diagrams shows the resuit of a significant increase in the annual licence fee for private cars?
A. Public Transport Seevices B. Public Transpost Services
Unit Price Unit Prico

Quantity
C, Private Cats
Unit Price
D s

2003/CENY/14
Which of the following diagrams shows the result of a significant reduction in the cost of storing and transporting chilled
chicken from the mainland of China to Hong Kong?

A Chilled chicken B. lied chi
14 P
S S s
=
D, o
0 Q 0 Q
C. Eresh chicken D. Fresh chicken
P P
S S g
2
~>
<\ D
Dy o
o Q 0 Q
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2004/CE/11/06
Supposc the Hong Kong government imposes a toll on highway users.
Unit Price
S:
D
w M
Pa
P,
S D
S Quantity
an
0 Q@ Q

The above graph shows the effect of the above toll on the market of

A, Mass Transit Railway (MTR) services.
B. private motor cars.
C. gasoline,
D. school bus services.
2006/CE/31/06

An increase in the price of petroleum will lead to a decrease in

A. the demand for petroleum.

B. the demand for mini-bus services.

C. the supply of mini-bus services.

D. the supply of mini-bus drivers.
2006/CE/IL03

Which of the following would [ead to a fall in price and an increase in quantity sold of imported Japanese television sets in
Hong Kong?

A.  The transportation cost of goods from Japan to Hong Kong increases.
B. An increasing number of lower-priced similar models of television sets are imported from Korea,
C. The Japanese technology in producing television sets improves.
D. The salaries tax rate in Hong Kong decreases.
2007/CE/1L/03

Suppose the technology required to produce LCD TV sets (# &% 1 11 ¥3 5% ) advances. The price of LCD TV sets will
__and the price of traditional CRT TV sets (£ %1 M 1% 1% WL B ) will

A, rise ..

B. rise..

C. fall.

D. fall ... £
2009/CE/t1/06

An increase in the price of flour will lead to a decrease in

the demand for flour.
the supply of Hour.
the demand for bread.
the supply of bread.

oOow>
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2013/DSEN/12

A drop in the price for good X will lead to a drop in the price of good Y if

(1) good X and good Y are substitutes
(2) good X and good Y are complements

(3) good X and goed Y are in competitive supgply.

(4) #ood X and good Y are in joint supply

A. (1)and (3) only
B. (1) and (4) only
C.  (2)and (3) only
D. (2)and (4) only
2015/DSE/N/ 14

Holding other factors constant. a tise in the price of Good X will lead to a fall in the total revenue of Good Y iff

Good X and Good Y are complements.
Good X and Good Y are substitutes.

o

2017/DSE/N/17

Good X and Good Y are in joint supply.
Good X and Good Y are in competitive supply,

Suppose Geod Y is an inferior good, When people's income rises and the production cost of Good Y increases, the

equilibrium price of Good Y

A.  willincrease
B. will decrease
C.  will remain unchanged
D. may increase or decrease
2018/DSE/N/20
The following table shows the number of new Tesla electric vehicle registered in Hong Kong,
Month Number of new Tesla electric vehicle i
registered in Hoog Kong
December 2016 168
January 2017 168 |
Febrnary 2017 590 |
March 2017 2939 i

The Government announced in mid-February 2017 that the full exemption from first registration tax on electric vehicles

would end on March 31, 2017.

‘Which of the following best explains the above data?

A.  The supply of electric vehicles increased because new technology reduced the production cost of battery used in

clectric vehicles.

gnw

up in the future.

The supply of electric vehicles increased because of the exemption of first registration tax by the Government.
The demard for electric vehicles increased because the Governument built more charging stations in the city.
The demand for electric vehicles increased because the buyers expected the cost of buying elestric vehicles to go
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199 1/CE/NI/12

Unit price

¢ Quantity

The above diagram shows the market for apples. E is the original equilibrium point. If there is an increase in the population
and a good harvest of applcs. the new equilibrinm point will be

A X
B W
C Y
D. Z
1993/CE/NV26

Technological breakthrough has reduced the production cost of calculators. At the same time. there have been less students
sitting for the CE examinations and requiring for the use of calculators. Suppose these two factors have caused the price of
calculators to fall. Which of the following graphs helps to illuswate the above situation?

A 8.

Linit Price Unit Price

Quantity
C.

Quaniity Quantity
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1994/CE/N1/06
In Hong Kong, the number of taxi licence is controlled by the government. In a certain year, it was found that the price of

taxi licences increased after the governmeat issued more taxi licences. Which of the following diagrams illustrates the above
situakion?

1995/CE/il/13
Refer to the diagram below. Eq is the initial equilibrium point of the toy market in the US. After a sharp increase in the price
of raw materials and a boom in the US economy, the new equilibrium poiat will be

Price (5}

o}
A. E.
B. Es.
C. E.
D. Eu
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1996/CE/11/05

Suppose there is a technological breakthrough in the production of mobile phones and the charge per minute of using a

mobile phone decreases. As a result. the price of mobile phones falls. Which of the following best illustrates the situation of

the market for mobile phones?

1997/CE/11/05

When the mad cow disease broke out in 1996, many cows were destroyed. Which of the following diagrams best describes
the effects in the beef market?

A, B.

Unit price D, s, Uit price S5

By
¥
P
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1998/CE/II/08
The diagram below shows the supply and demand curves of tobacco. The original equilibrium point is at E.

Unit price

> Quantity

0

Suppose the government increase the income tax of households and the excise duty on tobaceo, the equilibrium point will be

A. Point A,
B. PoinrB.
C. PointC.
D. PointD.
1998/CE/11/10

Suppose the rice production in Thailand suffers a serious fall in output and hence Jess rice is exported to Hong Kong, Which
of the following is a result of this event?

A. THAIrice in Hong Kong : B. THAlrice in Rong Keng :

Uniij Sx;ic ¢ Unit Price

:‘ R ‘S‘ N S:

3 AN

0 N Qul;ltﬁ')‘ ] Qw:my
C. CHINESE rice in Hong Koug : D. CHINESEricein Hong Kong :
Unig Price Unit Pr ice
S
S
® /8 !
AN Dy Z\.D,
| ™D D,
9 Quatity 0 Quattity
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1999/CE/NI/12

In the following diagram, Ey is the initial equilibrium point of the market for Hong Kong's garment products in the U.S.
Suppose there is an increase in import duties in the U.S. and many U.S. retailers order form other Asian countries instead of
Hong Kong, the new cquilibrium poiat in the diagram would be

Unit price

¢ > Quantity
A. E,
B. En
C. E.
D. Eu

2000/CE/11/07

The diagram below shows the market of tours of Hong Kong people to Japan. The initial equilibrium is at Ev Because of
¢conomic recession. fewer Honyg Kong people spend their holiday in Japan. Morcover, the Japanese Yen appreciates against
the Hong Kong dullar.

Price (in HKS) S

D
g —————————~———>) Numbe of visis 10 Japan
By Foug Kong people

The new equilibrium point in the market will be at

A. Ea.
B. Eu
C. E.
D. Eu
2001/CE/NV10

The diagram shows the supply and demand curves of imported Japanese automobiles in Hong Kong. The original
equilibrium point is at E,
Unit Price

Quantity of Imported
Japanesa sitenmobles

]

If there is an increase in the fransportation cost from Japan to Hong Kong and more similar models of Korean automobiles
with cheaper price are imported, the new cquilibrium point will be at

A. E
B. E:
C. Ea
D. Ea

L T LT T

213



omics by Topic
6. Demand & Suppty {i

& Demand & Supply i)

2002/CENL09 2004/CE/11/07

The diagram below shows the supply and demand schedules of the market for airline tickets in Hong Kong. The original The following diagram shows the market supply and demand curves of face masks in Hong Kong. The original equilibrium
equilibrium point is at E. point is E.

Unil price
Unit price

o Quantity

ot Quangity Suppose more people decide to wear face masks to prevent the spread of respiratory discases and there is an increase in the
number of face mask producers. As a result, the new equilibrium point would be

I£ as a result of a terrorist attack. fewer people travel overseas and the insurance premium of airlines rises to a high level, the

new equilibritm point will be at A W
B. X
C. Y
A, E
B. E: D Z
C. E;
D. E:
2005/CE/11/05
In the following graph, Euv was the original ¢quilibrium point of the seatood market in Hong Kong.
2002/CE/NY50 Unit Price
At the eutbreak of war in the Middle East, civil aircraft which used to fly through the nearby air space had to tly longer N
routes in order to stay away from the war areas. Moreover, the risk of travelling by civil aircraft was also higher. |
Which of the followiny diagrams about the effects of these changes is INCORRECT?
Al Air ravel service B. Impertad 200ds by 2ir
f D Sa S o Quuntity
Last year a number of people were poisoned by seafood. At the same time, fishermen's harvest decreased. As a result, what
Iy would be the new equilibrium point in the graph?
A. E.
B. Es
—>Q C. E
g D. Eu
[of D. Pilots of civil aircraft
2006/CE/I/05

The following diagram shows the private housing market. Point E is the original equilibrium point.

Unit Price

L] Quuntity

Suppose there is an increase in both the home mortgage loan interest rate and the labour cost of private house construction.
The new equilibrium point in the diagram would be

gow»
N g
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2007/CE/11/04
The diagram below shows the supply and demand curves of hote] accommodation in Macao. The original equilibrium point

isatE.
Unit price

o Quantity
More and more hotels start operating in Macau and it is becoming more popular to visit the place. The New equilibrium

point will be at .

AW
B X
C v
D Z
2008/CE/fi/05

The diagram below shows the supply and demand curves of residential property in Hong Kong. The original ¢quilibrium

peint is at E.
‘Unit price
Py

o, s,

L Quantity

If the population of Hong Kong increases and the wage rate of lacal construction workers rises, the new equilibrium point
will be at

A E
B. E;
C. E;
D. E4
2005/CEN1/07

The diagram below shows the supply and demand curves of mainland China’s milk powder products in Hoag Kong. The
original equilibrium point is at E.
Unit price D,

Some of these milk powder products were found to contain the harmful substance, melamine (= ¥ §f ¥ ) and some
mainland milk powder producers left the industry. One possible new equilibrium point of the above diagram is at

A. By
B, E;
C. E;
D Fa
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2010/CEAI/08
The diagram below shows the supply and demand curves of swine flu vaccine in Hong Kong. The original cquilibrium point

isat E.
Unit Price

0 Quantity

If the number of the swine flu vaccine manufacturers increases and the risk of being infected by swine flu increases, one
possible new equilibrium point of the above diagram is at

A. E:
B. E:
C. E;
D. E;
2012/DSE/N/13

A train accident seriously affects the confidence of travellers using a high-speed electric train service. At the same time, the
airlines are facing the problem of rising fusel prices. Which of the following diagrams could represent a result of the above

events?

Alr travel service i Air ravel service
Price Price |
-~ N 2
=2 st
e -
el B mad

DI D1

D2 D2 .
o Quantity Iy Quantity
(@ . D.
High-speed clectric train service High-speed electric tain service
Price Price
s2 ; s
st
N e
—

D Dl

H D2 - D2 )
0 —~ Quamtity 0 Quantity
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2012/DSE/N/15 2014/DSE/N/ 14
The following is the d¢mand-supply diagram of a property market. E0 is the original equilibrium point. Suppose the equilibrium point of the cosmetic surgery market in Hong Kong is originally at Ey. If people become open-
minded to cosmetic surgery while more regulations are imposed on the cosmetic surgery industry, the new equilibrium point
Price will be at
Price (5)
N2
A B
B. E:
o Quantity C B
D. E Quantity
If the govemment increases the stamp duties levied on property buyers and tightens the controls on dumping of construction
waste, the new equilibrium point in the property market will be
2016/DSEN/16
A E The diagram below shows the supply and demand curves of taxi services in Hong Kong. The original equilibrium is at E.
B. E:
C. E Price (5) o. Sy
D. Es L
2013/DSE/I/1E
Refer to the following demand-supply diagram showing the market of luxury watches in Hong Kong. The initial cquilibrium
point is Eo. "

Lapiury watclics

Price K‘)u:n!ily

New apps for smartphone such as “Uber™ have been developed that enable some private car owners to provide the general
public with personalised point-to-point transport service. At the same time, the fuel price has decreased significantly. The
new equilibrium point will be at i

A B
B. E:
C. B
D. E.
2018/DSE/I/16

The diagram below shows the supply and demand curves of air~pusifiers. The original equilibrium poiat is E.

Prics

o Quantity

Suppose the rental of shopping premises in Hong Kong rises sharply and the economy in the mainland experiences a
recession. The new equilibrium point will be

A. E;

B. E; .
C. E Quantity
D. E

Suppose there is a technological advance in producing air-purifiers. At the same time, the average air pollution index has
been increasing over the last decade. The new equilibrium point will be at

A E
B. E:
C. Es
D. B«

N R T
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1992/CENL/23
A large stock of corn is piling up because of'a good harvest. Which of the following diagrams can explain this phenomenon?

A.  Unit Price B, Unilt Price

D, excess
supply

Pl-wim====
Dg
L]
Quantity
C. D.  Unit Price
» S s,
Phe—mmm
DI
syDe
g

Quantity

1997/CEN1/06

The Mass Transit Railway Corporation (MTRC) encourages the adoption of a flexi-time office-hours scheme (3 #4 b B
B [ ) to reduce the overcrowding of passengers during the rush hours, Hence, passengers using the Nathan Road Route
before 8:00 a.m. and between 9:40 aim and 5:30 a.m. will have a discount on their MTR fares.

Which of the following diagrams could be a result of such a measure of the MTRC?

Al B.

Unit Tnit .
P":C Before 3300 am, Price  $:002m. - 9:00 a.m.
D

By |=eecies
K7
3| J90E0 el

> .
Quanticy

C. ;
Unit  9:00ain.-9:30am,
Price

PN

v

P: YRl
N b

o -
Qe Quantiy
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2005/CE/I/06
It was reported that in late 2004, there were millions of unemployed people in the countryside of the Chinese mainland. On
the other hand, the firms in the Pcarl River delta faced a labour shortage problem.

Which of the following would reduce unemployment in the countryside?
(1) The social welfare benefit of workers in the Pearl River delta improves.

(2) Labour wages in the Pearl River delta fall,
(3) Finmns in the Pearl River delta move to the countryside.

A. (1) and (2) only
B. (1) and(3)only
C. (2)and(3) only
D. (1),(2)and (3)
2005/CE/11/07

While many construction workers asec unemployed in Hong Koag, there is a shortage of construction workers in Macau.
Suppose a law is passed in Macau which allows the importation of construction workers from Hong Kong to Macau. Which
of the following diagrams would best describe the effects of such a law on the Iabour market of construction workers in
Macau?

A. Wage Rate B. Wage Rate
D: D: s

e ——Quantity

4] 0
C. Wage Rate D, Wage
D: Dy S 1 D

2018/DSE/N/15
The average waiting time for public housing is 4.7 years according to the data from the Housing Authority. Which of the
following would lead to an increase in the waiting time for public housing in the long term?

a finarcial aid offered to low-income families renting private residential flats

arise in the income limit of applying for pubiic housing

a relaxation of rules regulating the change of land use

a provision of shared-housing units by a billionaire for the applicants of Comprehensive Social Security
Assistance Scheme

vaws
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2019/DSE/IF33
The following is the supply-demand dizgram of ¢-sports equip The inifial equibibsivm point is Eo.

Price ($)
M

Quantity
4

Suppose the government promowes osports by subsidising £-3ports equipment manufacurers as well 25 the
¢-sports training programmues. The new equilibsiun point will be 5

A B
B. B
C 5 :
D. E

2019/DSEA/17

$8 isthe sopply carve of electric vebicles, Which of the following reasons can best explaim the change of the
cquilibrium positios in the electric vehick mukst from A to B2

Price ()

[ 3 Quantity

All ¢lectric vebiclo den!ax pzﬂvzded 2 longer warrasty pariod.
buying sloctoic vehicles,
Tbeg;soﬁnempphmgudynmdﬂumufm!me.

_The cost of buildmg <harging stations S

ey

3020/D8E/T 14

Refer to the follewing supply~demand disgram for Good Y.

Unit Price
4

Quamtity

Suppose Good Y is an inferior good and the initial market equilibrivin point is £, If there ds 3 fall b the
average income love] of consumers, the sew nisrkel ¢quilibrium poiat willbe

A

vowy

B
c
D
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Short & Structured Questions

199 1/CE/1/2(b)(i)
Suppose in Hong Kong the public medical service is perfectly inclastic in supply.

At present the public medical fee is set below the equilibrivum Jevel. Suppose the government raises the fee to the equilibrium
Jevel. With the aid of a diagram, explain what would happen to the following:

(i)  the quantity of the public medical service demanded by the patients

(ii}  the total revenve from the provision of the public medical service
(8 marks)

1993/CE//3(c)
During the rush hours, the number of passengers is greater than the maximum capacity of the MTR service. After a peak
nt

congestion fare (¢H: IRE 15} Bff /it 3% ) was added to the normal fase, there was less overcrowding of passengers during those
hours. Explain this situation with the aid of a diagram. (8 marks)

1995/CE/V9(a)
The World Cup of 1994 was held in the USA. People from all over the world went to the US to watch the matches.

The final match was held in Los Angeles. The rental accommodation (i3 78 £ 78 T 4% ) in that city was fixed in supply. Due
to the high demand, many disappointed football fans could not rent an accommodation unit because the rental price was not
high enough.

(i) Draw a well-labelled supply-d ddi to show the above situation. (2 marks)

(i) Ifthe rental price had been raised to a level where the demand had met the fixed supply, how would the rental income
of the accommodation owners be different from that in (a)(i)? Explain with the aid of a diagram. (5 marks)

1999/CE/U/11(a)
Some people believe that the number of taxis on roads can never satisfy the demand and that a rise in taxi fares would
increase the sales revenue of the taxi service.

Explain this viewpoint with the aid of a supply-demand diagram. (8 marks)
1990/CE//4(b)

Suppose there is a fall in local people’s desire for consumption and unsold stocks are piling up in the garment industry.
Ilustrate this situation with the aid of' a diagram. (6 marks)
2004/CE/1/10(a)

In 2003, SARS (severe acute respiratory syndrome) seriously atfected Hong Kong's economy.
At the outbreak of SARS, airlines did not recuce air fares or the number of flights. As a result, there were a lot of empty

scats on planes fying to Hong Kong. With the aid of a diagram, explain the above cconomic phenomenon. and explain how
the total revenue of these airlines was affected. (8 marks)
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1990/CE/L/5(c)(it)
The govemment has announced a $127 billion project for building a new airport at Chek Lap Kok and improving, the harbour
facilities.

Explain the effects on

(I)  the demand for
(1T) the supply of

residential flats in and around Kowloon City after the removal of the airport to the new site. (6 marks)
1991/CE//4(c)
Many construction companies in Hong Kong say that they arc facing the problem of ‘labour shortage’.,
(i) What is meant by “shortage’ in economics? Illustrate with a diagram. (5 marks)
(ii) Suppose the wage rate of construction workers remains unchanged. With the aid of separate diagrams, explain how
(I) arecession (3 marks)
(I) the importation of construction workets (5 marks)
would lessen the ‘labour shortage’ problem of the construction companies.
1992/CE/1/4(d)
Owing to the construction of the new airport, more companies have decided to redevelop their factories in Tsuea Wan into
hotels and shopping ceatres.

(i) Explain the effect on BOTH the demand for and supply of hotels and shopping centres in Tsuen Wan in the coming few
years. (6 marks)

(ii) With the aid of a supply and demand diagram, explain why the prices of the properties in (d) (i) might still increase.

(6 marks)
1993/CE/1/4(b)(i1)
Suppose a large number of Japanese TV scts are smuggled from Hong Kong to China and sold for HK$40 mitlioa.
With the aid of a diagram. explain how the equilibrium price of the TV sets in China will be aftected. (4 marks)
1995/CE/1/11(a)

After the completion of a new highway, the travelling time between Tin Shui Wai and Central will be much shortened. In
addition, more land in Tin Shui Wai will be provided for building private housing.

M. Ip thinks that the prices of private housing in Tin Shui Wai will increase due to the combined effects of the above
government policies. With the aid of a supply-demand diagram, explain the circumstance under which Mr. Ip would be right.
(7 marks)

1996/CE/1/12(a)

The manufacturing workers in Hong Kong are facing the problem of'a rising unemployment rate. Assume that
manufacturing workers are not willing to accept lower wage rates. With the aid of separate diagrams. explain how EACH of
the following wouid lcad to rising unemployment in the manufacturing sector.

(1) declining secondary production because of a structural change in the economy. (5 marks)
(i) importation of manufacturing workers {5 marks)
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1997/CE/1/2
Workers in the manufacturing scctor in Hong Kong have an unemployment problem. With the aid of a supply~-demand
diagram, explain ®NE situation under which the number of unemployed manufacturing workers may decrease. (6 marks)

1997/CE/1/9(b)
Suppose the government builds 3 railway in northwest New Territories.

With the aid of a diagram, explain the effect of this new railivay on the total revenue of mini-buses operation on the same
route, (6 marks)

1998/CE/N/9(c)
Mr. Wony employs some imported workers in the restaurant.

(1)  With the aid of a diagram. explain the effect of importation of workers on the equilibrium wage rate of restaurant
workers in Hong Kang. (4 marks)

(1) Use the same diagram to illustrate the effect of importation of workers on the employment level of local restaurant
workers. 3 marks)

198/CE/U10(b)
Suppose the government punishes both the scliers and buyers of illegal computer software. With the aid of separate
diagrams, expiain how this would affect the market price of

(i) iilegal computer sofhware. (6 marks)
(ii) legal computer software (4 marks)
1999/CE/N/2.

Study the foliowing news report:

Last year people were afraid of eating poisonous seufood. Though the import volume of seafved decreesed, its
selling price remained the same.

Explain the phenomenon mentioned in the news report with the aid of a supply-demand diagram. (6 marks)
1999/CE/1/10(a)

There is a serious unemployment problem in Hong Kong.

(1) Given a fixed wage rate. explain why a decrease in the profits tax rate may reduce unemployment. (3 marks)

(ii) Draw asupply-demand diagram for the labour market in (a)(i). Explain, step by step, how the diagram is drawn.
(6 marks)

2000/CE/1/2
David: “When the price of chocaslates increases, people will buy fewer chocotates.”
Amy: *No, T don"t think so. The pricc of chocolates has increased, but the quantity of chocolates bought has also increased.”

Explain, with the aid of separatc diagrams, why both ofthem can be correct (7 marks)
2000/CE//9(b)i)

Some petrolenm companics complained that their business was affected because some drivers bought gasoline from
smugglers who evaded import duties.

With the aid of a diagrani, ¢xplain how the smuggling of gasolinc would affect the sales revenue of petroleum companies.

(7 marks)
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2001/CEN/10(c)G)

Bank A raises capital by issuing shares to the public. The quantity and subscription price (#2 i 4{) of these shares are tixed

and not all people who apply for these shares are successfol in their application.

Explain the economic phenomenon described above with the aid of a diagram. Also indicate in the diagram the amount of
capital raised. (7 marks)

2001/CEA/11(d)

There is an excess supply of private housing at the price set by private housing developers. The government declares that the
supply of housing under the Home Ownership Scheme wil! be resduced.

Suppose the price of private housing remains unchanged. With the aid of a diagram, explain how this new government
housing policy would affect the sales revenue of private housing developess. (7 marks)

2002/CE//72
Suppose the Organization of Petroleum Exporting Countries cuts its oil production. At the same time, the demand for
automobiles decreases.

With the aid of a diagram, explain under what condition the price of gasoline would increase. (7 marks)

2602/CE/1/10(b)
Suppose the banks decrease their interest rates on home mortgage loans. With the aid of a diagram. explain how this would
affect the total expenditure on the purchase of private housing. (6 marks)

2002/CE//11(b)

There are student places not yet filied in Miss Wong’s tutorial school. The school decides to launch an advertising campaign
to recruit more students and to keep the tuition fee unchanged.

With the aid of a diagram, explain how a successful advertising campaign would fill all the places and increase the total
revenue of the school. (7 marks)

2003/CE/l/]

A reporter wrote: *...The government has not allowed families with an income of more than $21 000 a month to buy a living
unit under the Home Ownership Scheme (HOS). Nevertheless, there are not enough living units under this scheme available
for applicants.’

(a) Use your knowledge of demand and supply to describe the HOS living units market. [Hustrate your answer with the aid
of a diagram.

(b) Ifthe income restriction on the applicants is lowered to $18 000. explain the effect on the HOS living units market by
using the diagram in (a).

(7 marks)
2003/CE/1/10(b)
Suppose the price of paper falls drastically and the number of school children increases.
(i) Explain why the supply of and the demand for textbooks would be affected by these changes.
(ii) With the aid of a diagram, explain under what condition the price of textbooks would decrease. (8 marks)

B & L1 T
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S

2003/CE//11(d)

With the aid of a diagram. explain how the closing down of IT companics would affect the wage rate and employment level
of the professionals in the IT industry. (6 marks)

2004/CE/1/3

Recently, digital cameras have become popular for taking photographs. With the aid of a diagram, explain how this would
affect consumers’ total expenditure on rolls of film (6 marks)

2005/CE/l/1

During the period of the 2004 Olympic Games, the tourism
business of the host city Athens was not as good as expected.
The causes were generally believed to be an appreciation of
the euro and also that tourists were afraid of a terrorist attack.

One of the above two causes would Iead to a change in demand for, while the other would lead to a change in the quantity
demanded of. the tourism service of Athens.

With the aid of the following two diagrams, explain separately the effect of each of the above two causes. (S marks)
(1) The cffect of an appreciation of the enro:

Unit Price
(in terms of US doliars)

Quantity of
£ tourism serviee
g of Athens
(i) The effect of a fear of a terrorist attack:
Unit Price
(i terms of US dollars)
A
Quantiry of
rourism Service
g of Athens
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2006/CE/1/9(a)
Each year, during the tourism peak season of the National Day golden week in October, a large number of tourists from
Mainland China visit Hong Kong.

Many of these tourists stay at local 3-star hotels. Assume that the room charges of these hotel are the same at the same points
in time,

(i) Every Scptember these hoteis have vacant rooms. Draw a supply-demand diagram in Figure 2 for this situation. Explain
your answer. (3 marks)

(it) As compared to September, these hotels have fewer vacant rooms during the National Day golden week in October
even though they raise their room charges during this week

Indicate the abeve changus in the supply-demand situation of these hotel rooms in Figure 2. Explain your answert.
(6 marks)

A

Figure 2

2007/CE/1/3(a)
The universities in Hong Kong de not only admit Jocal students. Since last year, these universities have begun to admit a
large number of top-quality Mainland students. Suppose all students pay the same tuition fees.

Because of competition from these Mainland students, the problem of shortage of university places in Hong Kong has
worsened. Draw a supply-demand diagram in Figure 1 to illustrate the above changein the shortage. Explain your answer.

(6 marks)
Fige | |
Tuition fee

A

Quantity of university
0 » places in HK for local and
Mazinland students

L T T
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2008/CE/V/1
Rice is a staple food in Hong Kong. Refer to the following table.

Year Total cm.asumpﬁon of rice (ton)
in Hong Kong

1980 355310

1990 351 182

2000 322 223

During this period of time, the size of population of Hong Kong has increased. Explain TWO demand-side factors that
would lead to the above change in rice consumption. (4 marks)

2010/CEMN/L
One month after the first phase implementation of an environmental levy on plastic shopping bags. an increase in the
quantity sold of non-woven reusable bags {5 8% 4i 4% ). which are not subject to the levy, was reported,

Bascd on the above information. explain the change in the total revenue of non-woven reusable bags with the aid of a
supply-demand diagram. (5 marks)

2010/CE/Y/ 1 1(a)
The 2008 financial tsunami had a huge impact on Economy A.

Given a fixed wage rate, explamn with the aid of a supply-demand diagram why a decline in the business of the financial
sector due to the financtal tsunami would increase unemployment in this sector. Also indicate in the diagram the loss in total
wape earnings of the employees in this sector. (9 marks)

2012/DSE/RI/12(c)
The local ptoperty market is considered to be ovetheated. The government has decided to re-introduce the Bome Ownership
Scheme in which eligible citizens can purchase a living unit under the scheme at a great discount.

(1) With the aid of a demand-supply diagram, explain how the re-introduction of the Home Ownership Scheme would cool
down the private housing market. (5 marks)

(i) WITHOUT the aid of a diagram, explain how the mortgage interest rate could be adjusted to cool down the private
bousing market. (3 marks)
2015/DSE/NI/4(b)
Read the following news extract,
The strong preference for small flats hus pushed the prices of the fluts under 400 square feet to ¢ new
high in the pust few months. It is expected that more und more small flurs witl be available for sule in

the coming futstre.

Explain how the supply of large fiats would be affected by the strong preference for small flats. (2 marks)
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2018/DSE/I13(¢)
The source below shows Hong Kong's population projection.

Composition of Hong Kong's population in 2014 - 2054,

Microeconomics
6. Demand & Supply

2054

-l WA ']\
2044 PR

Year 2034 7]

0 1 2
Populations {millions)

3 4

S Age 65 and over B Age 15464 HAge 0«14

[~ " E——

Susan is a local S6 graduate and is considering enrolling a programme in either primary education or nursing in Hong Kong.
If future income is her major concem. which programme would you recommend te her? Explain your choice with reference

to the above source.
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MARKING SCHEME
1995/CE/I1/08 1994:CEAL/07 1996/CE/(1/04
A B D
2001/CENT 04 1994/CETY/SS 1996/ CIF/13/36
D A A
2013/DSEAN/10 1996/CEA1/06 1998/CE/11/09
D (60%) B B
1992/CE/T1/21 20N2/CEATDT 2000/CETI/ 12
C D (82%) D
1999/CEA/CS 2003/CE1/08 2001/CE/NL03
C C 158%) &
2000/CEAI/09 2004/CE/TI/05 2001/CE/L03
¢ D (60%) A
2009:CE/A1/05 2005/CE/AT/04) 2003/CEAE 14
B{47%) D {89%;) C(43%)
20 4/DSEANR 2006/CEHIQ7 2004/CE1:06
A (53%) B (45%) D{31%}
2016/DSE: N/ 14 2007/ CEAIFI0 2006/CEA1A06
A (55%) B (34% C135%%

2016/DSEA: 7 2008/CEAIOS 2006/CETINR

A (657%%,) D (63™%) C163%)
2010:CEA 00 2007:CEAL03
B (780 D (§9%%)

1990:CENINT

2615 DSEVLS 2060:CE/1106

b A [38%5) D (60%)
109 1/CEAT24 Z016/DSEI(3 2013 DSEA2

A 0 (54263 A (28%)
1992/CEA122 2017 DSEA 14 2015/DSET 14

A C 139%) A (69%)
1992/CENLH2 1990/CEAT T 2017DSEA/7

B D D (62%1
1993/CEALTS 1993/CEAI/A7 2018/DSEN20

A B D (82%3)
2019/DSE/IF 1T

B

2020/DSE//14
A
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1991:CEM/12
C

1993/CEAL/26
B

1994/CE/IL'06
(&

1995/CETT/13
A

1996/CE/NT05
A

1997/CE/I05
B

1998/CE/4I/08
C

1998/CE/N/ )0
D

1999:CE/1712
¢

2000:/CE1)07
B

200 LCETLTO
(.

2002:CETECY
C72%)

2062/ CER1S0
DS1%)

2004;CEALIG7
C (79%n

2005/CEAN05
C (4%

2006/CE#4):03
Al519%)

2007/CENI04
C (79%)

2008/CEA1/05
A(36%)
2009/CEA1/07
A(8396)

2010/CE/TI/08
D (78%)

2012/DSE/N13
D (78%)
2012/DSEN 1S
B (30%)
2013/DSE1)
B (87%)
2014/DSETi 14
C(34%;
2016:DSEA 16
B (71%)
2018DSET 16
A(S2%!
1992/CEA)/23
A
1997:CEA1G6

A

2003/ CEATOG
B (77%!}

2003:CEATDT
D (70%)
2013/DSET1S
B (474%)
2019/DSE/I/13
B

Note: Figures in brackets indicute the percentages of candidates chyasing the cosrect answers.



1991/CEA2(b)D

Quancity

Diggram;
- Po 1 to Py (equilibrinm price)
-QiltoQ

- shaded area = additional tevenue

(1 According to the Jaw of demand,
the quantiry demanded decrease |

N
[e0]
(%8

(1)
Q)

(if) The total revenne incrzuse (from area 0Q-CPuy to srea 0Q2BPE)Y because the fee is raised while the quantity remains

unchanged.

1903 CEN St

Unlt Price

4

5
D

Pe

r a 2

t A 3

0
a - Quantiiy
o Qs 9% %
Pr:© cquilibrium price " .

Py : original price
P2 new price

Correct sraph:

~ Vertical supply curve

- AB = excess demand at P;
- A'B'=excess demand at Py

Correct verbal explonation:

The supply of MTR service is perfectiy inclastic (at maximum czpacity).

The initial fare (P)) is set below the cquilibrium leve), so there is an excess demand.

The higher fare (P:) is still below the equilibsium level, but the excess demand will become smaller.
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LR

1)
{1)

()

(1
121

2

1995/CEA/9()

)

G

. a— W

rental price = P

i shoruage .
I
1
i
o Q" é‘ Quaatity
Candidates shoutd indicate on the granh:
- & vertical supply corve
- the rental price P was below the equilibrium price / shortags of AC
3
. $:
b !
1 "
\ ‘a ircrease in revtal income
- wa
D
] Quzntity

Correet indicisnian af the rental income inerease on the graph (i.c arca ABP'P),

\crbal elaboration:

The price increases to the equilibrivin price,
There is no change st lhe quantity transucted.
The rental icome mereases.
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Micraecanomics byTe icroeconomics by Toplc
6. Demand & Supp emand & Supply (i
1999/CET/1 (@) 2004:CE1/102)
Unit price
Unit price
S D; €—-D

S

= & P “ﬁ“ﬁ/
SN\ & %\

-]
>

D

g Q=Qe QT::nﬁty of taxi service 5 '\D-_ )
0 pgp— N
Graph showinig Indicate in the diagram;
= Py<Pp {13 - demand curve shificd (o the loft (1
REISIE PF (13 - P remaincd constant 1y
- 10 change in Qu ) o . ) n - Q decreased from Qs to O )]
-~ 1otal revenus ereases from Py x Qyto Pz » Q.7 additional 1evenue is PiPaBC in + excess supply )
= TR (= P x Q) decreased from PQy 1o PQs £ foss 1 revenue [$))
Verbal explanation:
A1 Py, there is an excess demand for taxi service. i [Remark. The above analysis starts from an equilibrimn position. Oste can also start from a situation with excess
After a risc in taxi fares from Pr to P (still below equilibrivm price). there is sill an excess demand. i1 supply or excess demand where simlar analysis sull applies.]
The quantity fransacted remains unchanged. tlhy
The total revenne increases from Py~ Qita Pz » Qy e Verbal eaplanation:
(Due to the outhreak of SARS ) there 15 a decrease in demand for airlines services. i1
The quantity transacted decreased al the constant price {n
1990/ CETA(b) Therefore, fatal revenus decreased, (N
Bg .
Uait Price N
> ::::;;/ ) 1990 CEAS (GiH)
H e / £ selling peles {) The demand wonld probably increase, because ]
the guatity of living in Kowloon City will be improved {musances disturbances snd danger caused by the old airport
do not exist}). (3}
OR

The demand wonld probably decrease, becanse
new aurport spreads the population o Lantau and Western part of Kowloon and the N.T., the convenience of Kowloon

s >3 Y% City decreases, 3)
0 Quanctey
(1) The supply would probably increase, because
Diguram: reraoval of height limit / reconstruction of buildings 7 increase in supply of land released from the oid airport 3)
- demand curve shifis to the lef )
« P unchanged (€]
- excess supply ot 1;)91./(71-::‘1/'4(:1
(i
Elaborarion;
The demand decreases (because of the fall in desite for consumption). 1
There will be an excess supply at the original selling price P, )
!2 FAN1;
~ P (lower than cquilibrium) )
- shortage (1)
A shortage or excess demand anses when the price is below the equilibrium level. (¢}
At such a price. the quantity demanded is farger than the quantity supplied and the difference between Qd and Qs, 1.c.,
Qd — Qs. is a shortage. @)
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6. Demand & Supply 6, Demand & Supply i)
[QVARU] "'!-8: rate Uy Unit Price 5 g
s
[ it
Diugrany: o
~ demand curve shifts o the jeft ) o uantity
~ P unchanged eY]
- smaller shortage ) Indicate in the diagrany;
~ supply curve shisfts o the right (1}
The (derived) demand for labour will fall if there is a recession. (83} - demand curve shifts to the right (1)
The excess demand will Become smaller. [§3] - larger shift of the demand curve and arise in price 2)
(an %age race % The increase in demand is larger than the increasc in supply. (&3}
1993:CENA b))
Unit Prics + 5 S, ;
\</ ~ 5
P, /
: AN,
B 7
8 ¢
/ \D
s/
daggrran. S,
- suppiy cuive shifts 19 the right (O]
- P unchanged 3; .
- smalier shorege ) Q —> Quantity
The supply of kabour will mercase if foreign workers are imposied. 1y Indicate 1n the di N
The excess domand will becone stnaller (05 - supply corve shifts to the right )
-Pj 1)
1992 CEA ) Verbai elaboration
() The demand jacrzases. because (48] As the supply of TV sets i Chiny tereses (because of the somggling), h
(Construction of the nevs airport will bring forth the Sollowng.) the vrice will decrease. (EE]
more business and investment in Tsuen Wan = demand for shopping centres §
or
more confidence in the future of Hong Kong = peaple cxpect the value of these properties | 2)
The supply increase, because [¢3)
more and more factories there will be redeveloped inte hotels and shopping centers )
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S O

199S/CEA/31(a)
Price (5)
Lol 'D" 5/ - s
I /
L. [/
P
¥ .
P,
D
s 5 \D
ok
< - <

- demand curve shifts lo the right
- supply curve shifts to the right
- a greater shift of the demand curve

Verbal glahoration:

The demand increases (because of easy tratlic).

The supply increases (because more land is avatlable).

The incrcase in demand is larger than the increase in supply.

1996/CE//12(a)
i

Indicate in the diagram:

- at W (higher than equilibrium}, excess supply = AB
- demand curve shifts to the left

- new excess supply = BC

Elaboration:

The {derived) demand for mapufacturiog workers decreases.
AT the going wasge rate, there will be a greater excess supply,
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(i

{5
1h
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(1)
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oV}

{1}
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ecanomics by Toplc
Demand & Supply (1]

(i)

C ¥ (unewployment)

—> No. of workers

(ugher han equilibrinm). excess supply = AB
- demand curve shilts to the left
- new excess supply = AC

Elaboration:
The supply of manufacturing workers increases,
At the geing wagz vafe, there will be a preuter excoss supply

1997/CEN2

Initial uncmiployment problem exists when the wage rate is higher thon the eguilibrivm wage rate

Answer }

Indicale in (he diacram:

- wage rate W > equilibrium wage rate
- supply carve shifts te the lefy

- upemployment drops from Uy to U

If some workers have 1o {cave the industry aed find jobs in other tndustrics.
the supply of labour will decrease (. and reduce unemployment).
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Answer 2
Wage rate
-[ D s
U
Wo {
3
W1 1
R Quantity
o Hk ‘of labour

e in the diagram:

- wage rate Wo > equilibrium wage rate
- Wy falls 10 W)

- uneraplovment dreps from Us to U

Elabgration;
Warkers of the industry have to acespt lewer wage rates.

The excess supply of labour (i.e. quantity supplied in excess of guantity demanded) will fall.

Answer 3

Quantity
) > of lsbour

Indicare in the diaeram:

- wage rate W > equilibrinm wage rate
~ demand curve shifts (o the vight

- wnemployment drops from Ua to LY

Elaboration:
Ifthere is nrore business. o1 lzbour productivity of the industry increases,
the derived demand for labowr witl increase ¢, and reduce unemployment).
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m

th
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Candidates showuld show on the sraph:

- demsand curve shidls to the [cft

~PI&Q}

~ loss in total revenne = area E,QQ:E:P:P,

Verbal explanation:

The demand for minibos service will decrease, because

- the new raifway service is a substitute of minibus service.

Total revenue will decrease (om P1Qr to P2Qa).

1998/CE/L9(c)

C]

Wage rate

W,

Ws |

S (Lecaly

Quaatity

S’ (Local + imported)

N

¢

Candidares should show on the srapl:
- supply curve shifts to the right

AW

Verbal ¢
Thete is au

The cquilibrit

elanation:

in the

vae at

supply of restaurant workers,

werl] fail.
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(1)

Wage rale

Wy

S (Lacal

6. Demand & Supply i)

3 {Local + intposted)

W A
4 ]

Quanlity of restenrant
0 Q< workers it H.K.
Verbal explanation:
Qs the original employment level of local restaurant workers. (N
Qais the new employment level of local restaurant workers. (3
The employvment level decreases. (or diagram showing Q) = Q2) [§)]
1998/CE/1/10(b)
(U] P
S:
L3N
P
D
1 7% ¢
¢
Dy
o Q
Caudidates should show on the araph;
- demand curve shifts to the left (1)
- supply curve shifts to the left ()
Verbal explanation:
The demand for illcgal computer software decreases. 11
The supply decreases. §h]
The market price is uncertain. ]
depending on the extent of decrease in both demand and supply. (13
(@
L
s
Py (=)
4
P, Da
7
D,
¢ ———————>Q
Candidates shounld show on the graph:
- demand carve shifts to the right (1)
-P7 (1)
Verbal exptanation,
The demand for kegal computer soltware increases (because it is o substitate of illeg) seAware). (8}
As a resut, the markel price increases. iy
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1999:CEA:2
Unit price

Graph showine:

- demand curve shifts to the lefl

- supply carve shifts to the left

~ Prdetermined by Ds and Sa) remains unchanged

Verbal explanation;

There is a fafl in demand (because people were afraid of cating poisonoss scafood).

There 13 also a fall in supply (because the import volume of seafood decreased).
As the fall in demand was equal to the fall in supply, the price remained the same.

1099/CE//10(2)
(i)  Firms® profits atter tax wifl rise,
Jeading to a higher inceative to invest (or an increase in investment).
The (derived) demand for labour is likely to increase.

(id)
Wage rate
4
u /S
w
D, D,
e Quantity of labour

Graph showing:

« demand curve shifs te the right

- a fixed wage rate

- alarger excess supply (from Uy to Ut}

Verbal explanation:

Unemployment exists when the fixed wage rate is higher than the cquilibrian wage rate.

As the derived demand for labour increases,
(ziven the unchanged wage rate.} excess supphy or unemployment decreases
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Quantity

2000/CEA2
David refers 10 the law of demand / a movenient alony a downward sloping dentand curve.
Unit Price
D,
P,
% X
By
s :
_—
& Q

Indicate in the oraph:

- 2 downward slaping demand curve

- arise in price and a corresponding decrease m the grantity demauded

Amy refers to (a chaage in the equilibriwn position due ) an ncrease in demand £ & shuft of the demand cwrve.

Unit Price

Indicate to the uraph:

~ rightward shift of demand curve

~ an increase in squifibriem price

« ap increase in equilibrivm quantity

20600/CELYb)(E)

/AN

D*

Indicate in the araoh:
- deazmd cnrve shitts to the left
-PQiw PG

Verbal explanation;

The demand Jor legal pewofeum decreases. Because
a subsiiute is avaifable,

Both the price and the quaanty transacted will fall

The total revenue will decrease.

QeQ
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1)

{1

A Al
2 SIS

200)/CEA10(e) (1)

Unic Price

S S
?
excess g
demand 3
o - Quantity
2

P x :O: is the amount of capiwa! raised

Indicate i e wraph:

- avertical supply curve

- the price is set below the equiitbrium price
s denand

- amount of capital raiced

selling price is
the quantity demanded is Farger than the quantity supplicd ¢ there is an excess demand

200 1ACE?

Unit Price
S =
4 D D ;
B b . ”
X
D.
o Quantity
Q&
Indicate in the araph:
- fixed price P is set above the cquilibrium price
- demand corve shifts ro the right
- Shaded area = increasc in sales revenue
Verbal explanation:
The demand for private housing will increase, because

public housing is & substimte.

Given constant P) the quantity transacted will increase, and the total revenue will increase.
) 3 3
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2002/CE12 2002/CEN T I{
Unit Price Unit Price s
L D, D, 4
S, S, D,
)
A

D~ D
0 Quantity
Indicate in the araph:
- supply curve 3‘“‘?5 to the left th Indicate jn the sraph:
- demand curve shifts to the left L - tuition fee level P > equilibrium price H
- correct indication of the increase in cquilibriam price with the leftward shift of the supply cusve > the leftward shift of the . Vet e pr IR
demand carve M - rightward shift of the demand curve (4}
’ - Dy shifs to D2 or the right of D2 (1)
Verbal explanation: - increase in total revenue = area E1E2Q:Qu h
o A " :
There is a decrease in the supply of gasoline (because gasoline is an oif product). R3] ) .
There is a deerease in the demand for gasoling, because n Yerbal explanation: .
gasoline and automobiles are complementary goods. Q) The demand increascs {because more students arc attracted by the advertisement). n
The change in supply is greater than the change in demand. W The quantily transacted increases. &)
The excess supply decreases from Q,Q: to zero (i.e. disappeared). ()
2002/CET/10()
Unit Price D, s 2003/CE/AL
S
Unit price
P, o
f D2 \4——
B Exdngs demand (at the income restriction of $21 000)
4 X
s B, | .—v:{} L — i
gl 5 \ P Quantity
0 Cuanti s
w smaller or cven 2ero excess dermand
Indicate in the fLi‘aE'hi ) {a) Indicate in the diapram:
- demand curve shifls to the right t) T constant price (1) below the canilibri ice ih
- prico 1 and quanity transacted 1 09 - aconstant price () below the equilibrinm price 4
p;. . ';n ‘:' l‘ ) d't. i - P o ~ excess demand ar the income restriction of 32 1 Q00 demand is ;) th
- change in total expenditure = P20z - P;Q:
Verbal explang; Yurbal explanation
Srroal explanalion: The fixed price 13 below the equilibri 1
The dermand increases (because the cost of borrowing is lowered). (4% TE:E\' o 1»; (;t“cl:&j: 1:‘:;:‘;:: ?l:u ;:;m::lﬁ 1“1u.. (5])
Both the price and the quantity transacted increase. B CTC 15 Al excess demand @ fe begrmily
Total expenditure increases. 1
(by Indicate in the diagram:
- demand carve shifts to the left (h
- resultiog in a snaaller excess demand or even no mwere excess demand B
Verbal explanation:
The demand falls due to further income restriction. (O]
(The excess demand will be smaller or ¢ven eliminated). (1)
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2003:CEA100
Uit Price

(i) The supply mcreases. because
the cest of production (i.c. input price) decreases
The demand increases. because
there is a larger miber of buyers

(1} Indicate ia the di
- supply eurve sh
- demand curve
« largey shiet of the supply corve and a fabl in price

Verhal elaboration:
The increase tn supply 1s larger than the inerzase n demand.

2003/CET/ 1 3¢dy

P,
\LPZ

Indicare in the diasram:

- demand curve shifts fo the left
-P!

-Ql

Verbal elaboration;
The (derived) demand for labour decreases.
The wage rate decreascs. and

employment decreases

247

6. Demand & Supply

L Ir P T

(0
1)
(j
[€B)

(H
(1
(1)

n
[€))
()

[@]
)
(1)

arnics by Topic
. Demand & Supply [i}

2004/CEAN/S
Unit price (3)

P by % z:f:::: expenditure
i A

0 Quantity of films
Q «—Q
Indicate in the di
= D shifts to D2
~Pl&Ql
- Tatal expendituse |
Verbai dlaboration:
The demand for flms decreases, Because
tracdinonal cenreras and Lihmy are complements.
Ok
The demand fur taditianal s decseases, bacause
digital cameras are substitutes of tradifisnal cameras.
Caonsumers” ratal expendinue on filins decreases
2003:CEA
(11 Unit Price (io term of US doilars)
A p
1?
P B
) > Quantity
Qe Q -

Indicate on the diagram;

-P1

-Ql

Verbal elabomuon;

(€3]
(1
{H

(1

(i

)
M

[A rise 1n exchavge rate of the curo dollar would lead to a rise in price (s terms of US dollars) of the tourism service. ]

the quantity demanded of the tourism serviee wonld decrease.

(it)

Unit Price (in terma of US dotlass)

Indicate on the diasram:

~ Icttward shift of the demand curve

Verbal claboration:

[If tourists were afraid that they might be aitacked by the terrorists.]
their demand for the tourism sorvice would decrease.
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2006/CET/9(a)
Unit Price
A Dgw)
D(Sepy) §
the golden N \g ib gw = the National Day golden week
week's price. s
t Sopt. price \\a\ ;.\
ND(Sep) \D'(gw) ]
» ~> Quartity

(i) Diagram:
- Sept. price > equilibrium price
- ab = excess supply in Sept

Verbal Elahoration :
~initial eNcess supply in Scpt

(i) Diagram.
- demand curve shifts to the right {o position D'D" 1 the golden week.
- price raised (o a new fevel (there is an excess supply al the new price)
- excess supply in the golden week = a’h’
~a'h'<ab
Verbal Elaboranon
There is an increase in demand (because of the increasing mumber of tourists)
The excess supply becomes sialler in the gelden week,

2007/CE/I:S
)
4 S
o
D .
—
b
Tuition
fee \
a
D
e 3 places in HK for local and

Mainland studens

Indicate in the diagram;

~ tuition fee is below the cquilibrium price
- ais the original excess demand

- rightward shift of the demand curve

- b is the new exeess demand

Verbal elaboration:

There is an increase in demand (because of the increasing number of rmaintand students).

The tuition fee is helow the ¢quilibrinm level / remains vachanged,
(resulting in a larger excess demand.)
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2008/CEL'1
- nurber of substitutes: more substitutes are available
« price of substitutes: a fall in the price of substitutes
- income of censumers: an increase in income and sice is an inferior good
- tast¢ of consumers: a change in taste against eating rice
{Mark the FIRST TWO points only.)

2010/CE/1/1
Non-woven Reusable Bags
Unit Price
Indicate
- demand o the night

- wea OP2FQa ™ area 0P1EQ,

Verbat elaboration:

The demand for non-waven reusable bags increases. because
they are substitutes of plastic shopping hags

Theretore, the total revenue increases.

2010/CE:  ta)
FEinancial Scctor’s Labouc Market

Wage rate 4 D, s
™~

Number of employ

Indicate i1 the diavra:
ape rate W above the initial equilibrivan wage rate at Ey
- intnal excess supply ab

- D1 shifts to Da

~¢b = the new excess supply

- arca cdga = total wage loss

Verbal claboration:
Initially. the wage rate is higher than the initial equilibrium wage rate.

There is an excess supply of labour / the quantity supplied s greater than the quantity denranded (by ab),

The demand for labour falls.
The new excess supply is ¢b (which is larger than the initial excess supply ab).
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Microeconomics ecoromics by Topic

6. Demand & Supply (i} Demand & Supply (11}
2012/0SEL .
20I/DSEM12(c) SECTION 7: DEMAND AND SUPPLY (il)
@ Priee
\\ 7.1 ELASTICITIES OF DEMAND & SUPPLY
P‘x
Py [nmeeanemmmn Multiple Choice Questions
§ o
i \ 1990/CE/I/05
Quantly Suppose there is a good harvest of apples this year. Under which of the following couditions will apple growers earn more
“ g 4 income?

Indicate in the diagram ; A, They sell more apples,

- D shifts 1o the left 8] B. The demand for apples is elastic.

-pPl 3] C. The supply of apples is inelastic.

D. The government fixes a minimum price on apples.
Verbal Elaboration @
Tt would result in & drop in demand for privare bousing. because {n 1990/CE/11/26
public housing {fiving units uader HOS) and private housing are substitutes. 0 After the launching of an advertising campaign, both the price and the quantity sold of a product increase. Which of the

The price of private housing drops. 1) following statements can explain this?

(i) A mwse in the mortzage inferest rate could cool down the property market. becauss (1) A, The demand r:or the !3'1"3“'1“‘?t is inelastic.
some people faii (or are unw:lling) to borrow at a higher interest rate. (1) B.  The supply of the product is clastic.
Theretore, the demand for pnvate housing drops. (1) C. The demand for the product increases.
D. The supply of the product decreases.

201S/DSEALA4{b

The supply of large flats would drap. I ) 1991/CE/I/19
small flats and farge flais arc in comperit y Price Quantity Demanded (units) Total Revenue
$2 10 $20
S4 6 $2¢
2018/DSEDI! 1 3¢¢; $6 4 $24
Nursing. becavse th 53 3 $24
the demand for medical service wonld rise as ¢ «osult of the aging popularion. and (1 Sie 1 $i0
the demsnd for nuese js the derived demand for medicai s 3 N
The expected ftture income of a nurse shouid thus be higher {ian thar of someone working in primary cducation). B The clasticity of demand is unitary over the price range from
A 82136
B. $21t 88
C. $4t108
D. $4t0810
1991/CE/11/23

‘When demand increase, which of the following would cause a greater rise in price?

There is a large unsold stock of the good.

It is easy to enter the industry.

The factors of production have a low mobility.
There is excess capacity in production.

oW
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199 1/CENI/57
Which of the following would NOT lead to an increase in the total revenue from the sale of a product?

A. anincrease in its demand

B. anincrease in its selling price

C. adecrease in its demand

D. adecrease in its selling price
1992/CE/I/28

Suppose the demand for wheat is elfastic. Which of the following will decrease if there is a poor harvest of wheat?

(1) the price of wheat

(2) the total expenditure on wheat
(3) the demand for wheat

(4) the quantity of wheat transacted

A. (l)and (2) only
B. (1)and (3) only
C. {(2)and (4)only
D.  (3)and (4) only
1993/CE/N1/20

From 1990 to 1991, even though the price of private flats increased rapidly more flats were sold than in the previous year.
Which of the following reasons can explain this?

A. The demand for private flats did not obey the law of demand.
B. The demand for private flats was inelastic.
C.  There was an increase in the supply of public housing.
D. There was a change in the demand for private flats.
1993/CE/NI/25
Unit Price
D
0 E' Quantity
If the demand is unitarily elastic along the above curve DD, then area 1 area 2,
A, isequalto
B. isgreater than
C. is smaller than
D. may be greater or smaller than
1993/CE/11/28

In a period of rainy weather, the price of umbrellas increased by 10% while the quantity transacted increased by 15%. What
is the price ¢lasticity of demand/supply of umbrellas in the above situation?

INnWx

The demand is elastic
The demand is inelastic
The supply is elastic
Tha ovenir ic inelastic
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1995/CE/11/07

The demand for good X is

clastic.

unitary clastic.
perfectly elastic.
inelastic.

vow>

1996/CE/NT/10

Research shows that changes in bus fares will not affect the number of passengers who travel before 9 a.m. but will affect the
number of passengers who travel after 9 a.m. which changes by a greater percentage than the percentage change in bus fares.
In order to obtain the largest revenue. the bus company should

A. increase the fare before and after 9 a.m.

B. notchange the fares before 9 am. but reduce the faces after 9 a.m.

C. increase the fares before 9 am. but reduce the fares after 9 am,

D. not change the fares before $ a.m. but increase the fares after 9 am,
1997/CE/N1/08

If there is a poor harvest of rice in Thailand, the total expenditure on Thai rice in Hong Kong

A. wouldincrease because of a price rise.

B. would decrease because of the availability of substitutes.

C. would be more or less the same because of the availability of substitutes.

D. may increase or decrease, depending on the price clasticity of demand of Thai rice.
1997/CE/N09

The price elasticity of derand for the Hung Hom Cross-Harbour Tunnel service would decrease if

A.  the tunnel fee is raised from $10 to $30.

B. the Western Harbour Crossing is open.

C. theEastern Harbour Crossing is closed for maintenance work.

D. anew hydrofoil service is provided between Tsuen Wan and Wan Chai.
1997/CE/NI/10

Support the MTR fares on short-distance journeys (X) and cross-harbour journeys (Y) are raised by 6.9% and 13.6%
respectively. If the quantity demanded for X and Y falls by §% and 3.5% respectively, which of the following is correct?

Both the demand for X and Y are elastic.

Both the demand for X and Y ar¢ inelastic.

The demand for X is [ess elastic than the demand for Y.
The demand for X is more ¢lastic than the demand for Y.
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1998/CE/11/06
Suppose the unit price of good X increases form $2 te $2.8 and its quantity demanded changes by 20%. Which of the
following statements is correct?

A. The increase in price leads to more than proportionate decrease in the quantity demanded of good X.
B. The increase in price Jeads to an increase in the total revenue of good X.
C. The elasticity of demand for good X is 0.4.
D. The change in the quantity demanded is less than the change in the price of good X.
1998/CE/11/07

When the supply of a commodity increases. its price may rise if

A. Thedemand for it is perfectly inelastic.
B. The demand for it is perfectly elastic.
C.  The price of its complement decreases.
D. The price of its substitute decreases.
2000/CE/11/03
N 5
24
P
3 b

In the above diagram, when the price P;increases to Pa,

A.  the excess demand will disappear

B. the quantity transacted will decrease.

C. thetotal revenue will necessarily increase.

D. the total revenue will increase only if the demand is inelastic.
2000/CE/TI/05

It became more difficult to find a metered car parking space by the roadside after the fee for a parkiny space was reduced
form $4 to $2 for every 15 minutes. It was also reparted that the fee in a car park remained at $15 per hour.

Which of the following about the effect on metered car parking by the roadside is correct?

A. Itcan be explained by the taw of demand
B. [Itisan increass in demand.
C. The cquilibrium guantity decreases.
D. The demand is elastic,
2000/CE/1/10

The demand elasticity of good X is 1.2. After a decrease in supply. the equilibrium quantity drops by 30%. The ¢quilibrium
price would by

ingrease ...... 25%

A,

B. decrease 25%
C. increase 36%
D. decrease ...... 36%

L SFE  EAEL E A
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2002/CEN1/08

After a zood harvest, the price of chof-sum has changed by 58% and the quantity transacted has changed by 40%. Which of
the following statements is/are correct?

(1) The quantity demanded of choi-sum has increased.
(2) The demand for choi-sum has increased.
(3) The total revenue from selling chai-sum has increased.

A, (1)only

B. (!)and{2)only

C. (2)and (3} only

D. (1).)and(2)
2002/CE/IV/10

Suppose there is a technological advance in the production of a normal good. In which of the following situations may the
market price of the good remain unchanged?

A. The income of consumers decreases.

B. The government raises the unit sales tax on the good.

C. The demand for the good is perfectly inelastic.

D. The supply of the good is perfectly inelastic,
2003/CE/L/05

Which of the following would increase the elasticity of demand of the transport service of the Mass Transit Railway (MTR)?

the cutting of bus lines running routes similar to those of the MTR

adecrease in MTR passenger fares

the opening of new lines of the Kowloon-Canton Railway runnieg routes similar to those of the MTR
a decrease in the operating costs of the MTR

vows

2003/CE/11/07
Refer to the following straight line demand curve DD.

Unit Price
.

o]

P
S8 A

a ) 5 Quantity

Point A is the mid-point of the demand curve DD. Ifthe unit price increases from S8 to P, the total revenue

will be greater than $80.

will be equal 10 $80.

will be sialler than $80.

may be greater or smalier than $80.

vow>
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2003/CE/N1/09
The government has imposed a fee for using the emerzency services provided by public hospitals. As a result, patients” total
expenditure on private medical services

A. will decrease,
B. will increase.
C.  will remain unchanged.
D. may increase or decrease,
2003/CE/II/L3 '

A market rescarcher reports to the manager of a company, “Even if we cut prices to boost sales, the sales revenue will remain
unchanged because of the elasticity of demand of our product.”

According to the market researcher, their product's elasticity of demand is

A, perfectly inclastic,

B. inclastic.

C. elastic.

D. unitarily elastic.
2004/CE/1/09

Unit Pricc

%, 853 < 7

P, 7
Pt

D
0 ® Q —> Quontity

In the above diagram, DD is a demand curve. In the price range Py to Py, the elasticity of demand

A. isless than 1.

B, isequaltol.

C. s greater than 1.

D. may be less than or greater than 1, depending on the exact values of Py, P2, Qi and Qa.

2005/CE/V12
The table below shows the relationship between the price of Good X and its total sales revenue.

[ Price (5) [ 1] 2 | 3|
| Total sales revenue ($) | 100 | 200 [ 300 |

Within the above price range, the elasticity of demand of Good X is

equal to zero.

greater than zero and smaller than one.
equal to one.

greater than one.

vOws>
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2006/CE/1/09

Fearing an outbreak of bird flu, people tend to consume less live poultry but more canned food. As a result. the price of the
canned food of a particular brand changed by 50% and its quantity transacted rosc from 1 000 cans to | 350 cans per month.
We can conclude that within the above price range this canned food had

A.  an elastic demand.
B. an inelastic demand.
C. an elastic supply.

D. aninelastic supply.

2007/CE/1H/09

The table below shows the relationship between the price of Good X and its sales revenue,
[ Price (5) I yo T 20 T 30 |
|_Sales revenue ($) T 1000 [ 1500 | 2000 |

Within the above pricerange. the elasticity of demand for Good X is

A, equalto zero.
B. greater than zero and smaller than one.
C. equal to one.
D.  greater than one.
2007/CEANI/11

The imposition of a per unit sales tax on a good will reduce its equilibrium quantity if

A. the demand is inelastic.

B. the demand is elastic.

C. the demand is unitarily elastic.

D. All of the above are correct.
2008/CE/11/06

Recently the stock market in Shanghai has become overheated. Compared with last year, the selling price of a financial
magazine has increased from RMB¥S to RMB¥8 while its sales volume has increased by 10%.

In the above case,

the law of demand is violated,

the demand curve of the magazine can still be downward sloping.
the demand for the magazine is inelastic.

the supply of the magazine is ¢lastic.

Towy

2008/CE/13/10
With the introduction of high definition television (HD TV) broadcasting in Hong Kong, more people have chosen to buy an
HD TV set. Under what condition wil} the market price of HD TV sets remain unchanged?

The income of consumers increascs.

The government grants a cash subsidy to Jower income groups to buy HD TV sets.
The demand for HD TV sets is perfectly in¢lastic.

The supply of HD TV sets is perfectly elastic.

onwy
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2809/CE/U/09

Mr Chan travels frequently between Hong Kong and Beijing on business trips. Last year. even though the price of air-tickets
increased by 50%. Mr Chan’s total expendituse on these air-tickcts remained unchanged. If Mr Chan’s demand for these air-
tickets last year remained the same as the previous year. his demand for these air-tickets last year would have been

A.  perfectly inelastic.

B. inelastic,

C. unitarily elastic

D. elastic,
2009/CE/11/10

Suppose with the more popular use of iPods (portable media play ers). the price of the traditional MP3 players has fallen by
40% and the quantity sold has changed by 50%.

This would indicate that within that price range, there was an for the traditional MP3 player.

A. elastic demand
B. inelastic demand
C. elastic supply
D. inelastic supply
2010/CENY07

Most Hong Kong people use either town gas or electricity for cooking. Suppose there is a drastic increase in electricity
charges. Consumers’ ¢xpenditure on electricity consumption but their expenditure on town gas consumption

A will decrease ...... will increase

B. will increase ...... may increase or decrease

C. may remain unchanged ...... will decrease

D. may increase or decrease .,.... will increase
2010/CE/TI/09

The demand ¢lasticity of Good X is equal to one. Which ofthe following is a correct description of Good X ?

A. An increase in its price will not affect the quantity demanded.
B. Anincrease in the price of its substitute will not affect the quantity demanded.
C. The imposition of a per unit sales tax on it will not atfect consumers’ expenditure on it.
D. A per unit subsidy offercd by the government will not affect the total revenue (including the subsidy) of the
sellers.
2010/CE/T/10

Suppose an increase in the demand for Good Y results in a 10% and 5% change in its price and quantity ransacted
respectively. Which of the following could explain the extent of the change in the price and the quantity transacted?

A. The good is a habit-forming good.

B. There are no close substitutes for the good.

C.  Pirms producing the good have excess capacity in production.

D. Firms producing the good have used factor inputs which are more specialized,
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2012/DSE/NV11
Michelle is a jewelry lover and she says, "I will spend all my monthly salary on jewelry no matter what the price is.” From
this we can conclude that her demand for jewelry is

A.  clastic.

B, inelastic.

C. unitarily elastic.

D. perfectly inclastic.
2012/DSE/N/12

Owiny to continuous bad weather, the quantity transacted of local vegetables falls by 40% whbile the price rises by 13%.
Which of the followiny statements are correct?

(1) The quantity demanded of local vegetables falls.

(2) The total expenditure on local vegetables riscs.

(3) The demand for imported vegetables rises.

(4) The total expenditure on imported vegetables may rise or fall depending on the elasticity of demand.

A. (1) and (2) only
B. (1)and (3) only
C. (2)and (4) only
D. (3)and (4) only
2014/DSE/N/13

Which of the following would reduce the elasticity of demand for the transport service of the Airport Express?

A. There are more airport bus routes to different districts.
B. Vans are not allowed to pick up passengers at the airport.
C. The fare of the Airport Express is raised,
D. The maintenance cost of the Airport Express frains increases.
2015/DSE/N/11
The table below shows the relationship between the price of and the total expenditure on ice-cream.
["Unit price ($) I 5 | 6 [ 7 | 8 ]
Total expenditure () [ 25 1 30 | 35 | a0 |
From the above table, we can conclude that the elasticity of demand for ice-cream is __ (without regard to its negative
sign)
A. between zero and one
B.  equal tc zero
C. lerger than one
D. egual toone

2016/DSE/N/ 15
A decrease in the cost of producing Good X results in a 5% and 10% change in its price and guantity trausacted respectively.
Which of the following best explains the above changes?

Good X is a durable zood.

There are no close substitutes for Good X.

Firms producing Good X have excess capacity in production.
The factors of production for Good X are not casily available.

oow>
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Bt el - , 2017/DSE/N5
A Dengus fever (B 37 ) scare bas hit Hong Kong after 19 people in the past week were eonfirmed o ;: Reter to the following conversation between Mandy and Shirley.
have confracied the vinx locally. Deague fever is d1oh by Aedes albop [¢=k47 |

4%), atype of inosquito commonly found in Hong Koag.

| Mandy: 1 like coffee very much! No matter how its price changes. I always buy the same amount of coffee
every week!
Suppose the price and the quantity of mosquite repelients sold in Hong Kong changed by 5% and 120% Shirley: I like coffee very much too! No matter how its price changes, 1 always spend the same amount of
respectively shortly after the release of the above news. This indicates that during that period and within the money on coffee every week!
price range, there was an the masquito repellents i Hong Koag.
N % ) Based on their conversation, Mandy's demand for coffee is and Shirley's demand for coffee is
A clastic supply of
B. inelastic supply of . . . .
e i d for A, perfectly gne]astfc p:{fcc.rly mela_stxc
D.  inelastic & d for B. perfectly inelastic ...... unitarily elastic
- e L C. unitarily elastic ...... perfectly inelastic
) D.  unitarily elashc ...... unitarily elastic
20208/DSE//11
‘When the price of Australia’s red wine decrzases from $70 to S50, the quantry demanded increases from 106 2018/DSEN/17
units to 122 uniw. What is the arc clasticity of deraand for Australia’s red wine within the above price raunge? The original price of Sausage McMuffin with Egg was $11 each. McDonald's introduced the following discount in a limited
time.
A 058
B. om NN\ TT7 7777
S o Big Discount:
- I~ $10 for 2! -
— -1
- g

Sausage McMuflin with E

e

N

As a result, more people bought Sausage McMuffin with Egg during the promotion period. Which of the following
statements about this situation is correct?

McDonald's was not maximising profit during the promotion period.

The demand for Sausage McMuftin with Egg would be higher during the promotion period.

The total expenditure of consumers on Sausage McMuffin with Egg would increase if the demand was elastic,
There would be a temporary shortage of the food ingredients for making Sausage McMuffin with Egg.

Tows

Short & Structured Questions

1992/CE/1/1(d)
In Hong Kong, the number of urban taxi licences issued by the povernment is fixed.

(i) Draw a supply curve to illustrate this situation (2 marks)

(i) Suppose the government decides to issue more urban taxi licences. With the aid of a supply and demand diagram,
explain

(I) how the market price of an urban taxi licence will be affected, and

(IT)  why the total market value of ail urban taxi licences in Hong Kong might increase. (10 marks)
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1993/CE//1(a)
“Yummy Yummy" is a fast food shop. In a promotion campaign, the shop reduced its selling price of a hamburger from $4.2

to $3.5. Later it was learnt that the total expenditure of customers on hamburgers increased despite the price cut. With the aid
ofa diagram, explain this phenomenon in terms of the price elasticity of demand. (7 marks)

1994/CE/1/11(b)
Suppose atyphoon destroys a large guantity of vegetables of Country A. However, the total revenue from the sale of
vegetables increases. With the aid of a diagram, explain this phenomenon in terms of the price elasticity of demand.

(7 marks)

1996/CE/1/11(a)
Newspapers in Hong Kong entered into a price war at the end of 1995. The following is a conversation between two
managers of a newspaper.

General manager: ‘A price-cul will reduce our newspuper’s total sales revenae.’
Sales manager: ‘Even if we do not cut our price, the total sales revenue will st decrease when athers cut theirs,’

Explain the argument behind EACH ef the abovc statements with the aid of a separate diagram, (11 marks)
1997/CEN/11(c)

Suppose there is a drastic increase in sewage charges which at¥ects the total revenue of tocal restauraats. With the aick of a
diagram. explain the condition under which the total revenue would decrease. (8 marks)
2000/CE/I/11(b)

With the aid of a diagram, explain the condition under which a large emigration of Country A’s workers to Country B would
lead to a decrease in the total income of all workers (including those immigrants) in Country B. (8 marks)
2001/CE/V2

Suppose the postage charge of a country is fixed. When e~commerce and e-mail becomes popular, the revenue of the
country’s Post Office from the postage charge falls sharply.

(a) Indicate in a diagram the decrease in the postage charge revenue of the Post Office.
(b) Inordertocompensate forthe decrease in revenue, the Post Office increases its postage charge. Indicate in the diagram

in (a) the change in revenue of the Post Office due to the increase in postage charge.
(5 marks)

2003/CE/1/9(a)
Deflation has occurred in Hong Kong since 1998.

A government official has said, "Deflation in Hong Kong would stimulate its exports.”

With the aid of a diagram, explain under what condition would deflation increase Hong Kong'stotal export value (in terms of
the Hong Kong dollar). (7 marks)

262

Mianeconom?cc‘by{op;c
7. Demand & Stpply (I}

2005/CE//9

The Western Harbour Crossing ({& %% 7 §%) has no traffic congestion problem. In July 2004. its tolls increased (except for

taxis).

(a) With the aid of a diagram, explain under what conditior an increase in the tolls would increase the sales sevenue of the
tunne! company. (6 marks)

(b) (i) The traffic using the Cross Harbour Tunnel ({4 #8 41, B% ) is congested during the rush hours.

While the tolls of the Western Harbour Crossing increases, the tolls of the Cross Harbour Tunnel remains
unchanged. With the aid of a diagram. explain why in this situation. the traffic using the Cross Harbour Tunnel
during the rush hotrs would become more congested. (6 marks)

2009/CE/1/9(b)
In recent years, the price of textbooks has become a public concern.

The price of paper has increased sharply in recent years With the aid of a diagram, explain under what condition publishers®
total revenue from the sale of textbooks would increase. (8 marks)

2013/DSE/1/9(a)
The following is an extract from a focal newspaper article.

The MTR corporation raised the raitway fures by 5.4% i 2012. This increase way hased on the Fure
Adjustnent Mechunism set by the government. To respond (o the discontent of the public vver the fure
inerease, the Corporution intruduced a concessivnary measure “Ride 10 Get § Free”,

With the aid of a diagram. explain under what condition the total expenditure of passcngers on the MTR will increase
because ofthe risc in fare. (5 maarks)

2015/DSE/V11(z)
Tobaceo duty is an indirect tax in Hong Kong. The Financial Secretary has increased the tobacco duty rate with the 2im of
discouraging smaoking.

An economist stated ~Other thing being constant, the rise in the tabacco duty ratc would not effectively reduce the quantity

consumed of duty-paid cigarettes.” fustify his statement WITHOUT using a diagram. (4 marks)

2017/DSE/V10(c)
MTR Corporation Limited (stock code: 66) provides railway services in Hong Kong.

Table 1: Business information about the local services of MTR
| Year Fare Adjustment | Total Passengers Total Revenue
Rate Boarding (In million) (HKS million)
2012 +5.4% 1431 14523
2013 +2.7% | 1475 15 166
2014 +3.6% | 1548 16223
Based on Table 1, can we conclude that “the increase in total revenue is a result of inelastic demand for the local services of
MTR? Explain your answer with the aid of a diagram. (7 marks)
20 18/DSE/1/5(a)

During peak flu seasons, there is not enough medical staff in public hospitals in Hong Kong.

An economist stated, “Even if the government sharply increases the wage rates of the medicalstaft, it is still difficult to
relieve the problem’ Justify his statement using the concept of elasticity of supply / demand, (3 maks)

[ T
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Dermand & Supply {) 7. Demand & Supply {
MARKING SCHEME 1993/CEN (a)
Uit Price /4~
o
1990/CEAL0S 1995/CE/11/07 2000:CE!i1/10 2006/CE/T1/09 2018/CE/TI/10 \
B B A D (14%%) D (20%) &
1990/CEA1:26 1996/CE/i1/10 2002/CEAL0S 2007/CEIL09 2012/DSENL P -
c C A (44%,) B (55%) C (45%) \?
199 LCENL 19 1997/CE-11/08 2002/CE/I/1Q 2007/CEN/1T 2012/DSE/A{12 T
. 5247 9%
C D B (34%) D (52%,) B (61%%) . > Quaagity
H— &
1991/CEAL23 [997/CE/IL09 2003/CETI05 2008/CEAI/06 204/ DSEA3 %
(& (& C(319%) B (24%) B (60%)
Indicate in the diapram:
199 /CEMI/S7 1997/CE11/10 2003/CE07 2008/CEAI/10 2015/DSEN11 - cotrect position of "gain’ and *loss’ )
c D € (55%) D (56%) B (47%) - gain > loss m
1992:CE11/28 1998/CE/L:06 2003/CE/ITi69 2009/CEA1/09 2016/DSE/1S Verbal explanatien:
C B B (454%) C (62%) A37%) The demand for hamburgers is clastic (because there are substitutes). (2)
The percentage decrease in price is smaller than the percentage werease in guantity demanded. (3)
1993/CEAL20 1998:CEAL07 2003/CEAJI/13 2009/CE/I/10 2017/DSEANS
D (& D (39%) C (26%%) B (’4%)
1993/CEAL2S 2000/CE03 2004/CEAT08 2010/CE/ND7 2038/DSEANT ) - s
A A C(31%) D (32%) C(63%) o N _
1995/CENL28 20600/CE/13/03 20035/CE/ALY 30(0:CEATNY 2019/DSE 1T ¥
c A A(32%) C (429%) A
o+
2020/DSEA Nate: Figurex in brackety indicate the percentages of candidutes choosing the correct auswers, F
A b4
19921CEAT ) _ \D
[SH] i
s Prioe of 3 1 L
Price of a taed Beence . b i o > Quaarity
T - Q
Indicate i the deagran:
- supply curve shifls 1o the Jeil [8h]
- correct position of “wain’ and “Joss’ [Q]
- gain > loss th
Verbal explanation:
- N Since the demand is inelastic, (1)
¥ s LB LTS gitiv:of uxiBoaces the percentage increase in price is larger than (he percentage decrease in quanisty sold. (3)
(1) Indicatc in the diagram:
~ supply curve shifts to the right Q)
-P] O]
- correct position of "gain' and ‘loss’ . m
~ gain > loss : ()
Verbal explanation:
(1) The price of a taxilicence will decrease, because (e8]
there is an increase in supply. (6H)
(IT) If'the demand for taxi licences is elastic, 2)
the percentage increass in quantity demanded will be larger than the percentage decrease in price. 23

P ALV .
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1996/CE// t 1(a)
Genersd manager:

Indicats w the diaaram;

~PL&QT

~ gorreet position of “gain® and “toss’
- gain < joss

Verbai exolanation

¢ demand 18 inclastic,
the pereentage increase 1 guantity demanded (s smaller than (he persentage decrease in price,

Sales wanager:

Pe

lndicate ip the diaaran::

~ demand curve ghifts to the Jeht
- Punchunged & Q |

- loss

Verbal explanation;
The demand for this newspaper would decrease (because different newspapers are substimtes for cach other).
The quantity transacted decreases.
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(h
n
(63)

I
el
in

M
®

1997/CE T e}

D

-Quantity

Indicate in the dissran;

- sapply curve shifis 1o the left
-Pl&Qt

~ correct pusition of “wein' dnd 'fuss’
- gain < Joss

Verbal explanation:
The supply of resiaurant scrvices decrsases (because of an increase in production cost),
The demand is elastic,

the percentage increase in price is smaller than the percentage decrease in quantity demanded.

2000/CENA W

Quantity of tabour

indicate i the araph.

- S (local people) sbifts rightward to §'(Jocal + immigrants)
- correct position of ‘gaiu’ and ‘loss”

- loss > gain

Verbal explanatien:
The supply of labour increases.

The demand is inelastic,
the percentage decrease in wage rate is larger than the percentage increase in employiment
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‘Demand & Supply {i]
2001/CEN2

Unit Price
y Dy with substirutes

Dy with 10 substitutes

By

TP =P,

Quantity

(aj Indicate in the araph
- demand curve shifts w the lefl
~ fixed postage charge, t.c., Pi =Pe
- La = decreass in fotal tevenune

th)  Indicate in the uraph-
L1 = new loss in total revenue
G = new gain in total revenne

2003/CEN9ca)

Unit Price

Indicats in the diacram:
-PlandQt
~ revepue loss = revenue pain

Verbal claboration;
The fail in export prices leads to an increase in the export volume,
As the demand for HK exports js elastic,
the percentage change in export price is smaller than the percentage cliange in the export volume,
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o
N
o

(O
()

M
@

(1
o
@

A 5}!2@’&_%%&&!%?“%

2005/CEN/S
@ o
Unit Price

D

X,

0 Q<Q

Quantity

Indicate on the diagram;
« Area abP:Pa = Gain: Area beQ:Q: = Loss
- Gain > Loss

3l clabora
Alfter the increase in tolls.) the quantity demanded deere
The demaad for the Lznned service is inelastic,

the percentage change in price is larger than the percentage change in quantity demanded.

[C) A
Unil?rice
Dy
o0 N
B
Py S—— =e
b ‘\D‘ o
P P

Indicare on the diasran:

- price (%) is below the equilibrium price
- rightward shift of the demand carve

- oxcess demand increases from ato

Verbal claboration:

The Cross Harbour Tunnel is a substitute of the Western Harbour Crossing.
The demand for the Cress Harbour Tunnel's service increases.

(With 4 fixed price,) the excess demand would merease.
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2009/CEA/9(b}

Unit Price

qr

™M

Quantity

Indicate in the disrran:
- supply curve shifts to the lefi
-@lrand P (1)

- loss in total revenue < gain in total revenye

Verbal elaboration:
The supply of textbooks decreases, because the cost of production has increased.
The prics increases and the quantity transacted decreases.
If the demand is inelastic.
the percentage chenge in quantity demanded is smalfer than the perceatage change in price.

2013/DSE1/9(a)

23

P

Q -~ Q
Indicate on the diagran::

- corsection postiion of gain and loss

- gain > loss

Yerbal elabovation :

If the demand for MTR service js inclastic,

M
H
)
09]

23
n

[

the percentage increase in fare will be higher thau the percentage decrease in the awmber uf igs {. s e Total expendinire

will increasc)

2015/DSEA/ L He)

Tobacco duty would increase the market price of duty~paid cigarcttes and thas reduce its quantity demanded.

If cigarette consumers are addicted.
their demand for cigareties would be tnelastic. so

the percentage decrease in quantity demanded would be smaller than the pareentage increase in price.
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@

(1)
(1)

ZOTTADSEN L0(eY

V772 tocrease in TR

Tllusirate in the diagram;
- rightward sbift i the demand curve

- higher price and quantity
- higher total revenue

Verbal elaboration:

No, because
thiere was a risc it demand.

As both the pricc and the quantity transacted have increased,
total reverme has increased.

2018/DSEASta)
The supply of medical staft may be inelastic because
shey require special waining and qualification.

Micraeconomi
7. Demand & Supply {1

i1}
[§5]
iy

h
()
(2)
h

Max: 7)

{Even if the goverament raises thelr wage rates sharply,) the percenrage increase in the quantity supplicd of medical statf

woitld sl be smutler than the poreentage incrcase in their wage rares.
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7.2 EFFICIENCY & SOCIALSURPLUS

Multiple Choice Questions

1985/AL/N/22
Consumer surplus is the

A.  excess quantity ofa good which the consnmer cannot consume.

B. quantity of a good which the consumer chooses not to consums,

C. extra satisfaction which the consumer enjoys in the purchase of a good.

D. extra amount the consumer is willing to pay over and above what he actually pays.
1986/AL//15

Consumer surplus is

A.  the amount left over atter a consumer makes a purchase.
B. the quantity supplied to a consumer exceeding the quantity he prefers.
C. the difference between what a consumer is willing to pay over and above what he actually pays.
D. the arca underncath the consumer’s demand curve.
1990/AL/H02

‘Consumer equilibrium’ means

A, to each individual, the marginal benefit of a good is equal to its price,

B. 1o each individual, the marginal benefit of every good is equal.

C. to each individual, his total expenditure is equal to his total income.

D. the marginal benefit of a good is the same for all consumers in the market.
1991/AL//08

Which of the following statements about ‘benefit’ is true?

A. When a good has a benefit, it must have a market value.

B. Agood has a high market value if it has a high benefit,

C. The total benefit of a good is the intrinsic value of that good.

D. The marginal benefit of a good to a person depends on the quantity of that good which he already possesses.
1995/AL/1/03

Currently, with no entrance fee, the flow of visttors to the Hong Kong Park does not reach its full capacity. If the governmest

now charges an entrance fee,

A. the consumers’ surplus will rise.

B. the total benefit will decline.

C. the marginal benefit will fall.

D. the cost of maintenance will rise.
1995/AL/1/06

If floods in China destroyed half the output of rice, the total benefit of rice will

gow»

rise but the total market value may rise or fall.
fall but the total market value may rise or fall.
fall but the total market value will rise.
rise but the rotal market value will fall.
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1997/ALN/07
A frec good
A. s provided by the government fiee of charge.
B. hasno benefit and is not preferred.
C. isagood the supply of which is so abundant that more of it is not preferred.
D. isayiftof nature.

[99B/AL/I/ 12
Due to exceptionally good weather. the supply of wheat has increased. The total benefit of wheat will
market valuc .

A.  decrease will decrease

B. increase will increase

C. decrease ... may decrease or increase

D. tncrease ... may decrease of increase
1998/AL/24

Microeconomics C
7. Demand & Supply

and the total

Mary spent $500 to enter a fucky draw and won an airline ticket with a market price of $3 000. The ticket was neither

transferable nor refundable. Which of the following is correct?

A.  Itis costless for Mary to use the ticket.
B. (outof syliabus)
C.  The ticket must worth more than $500 to Mary.
D. None of the above.
2000/AL/I/10

A free good is a good that yields zero

A. marginal benefit.
B. average benefit.
C. total benefit.
D. consumer surplus.
2001/AL//19
A free good
A. s less preferable than an economic good.
B.  has zero marginal benefit.
C. isagood that has no demand.
D. isapood provided by a generous person free of charge.
2002/AL/1/10

Market price

is a criterion which determines who wins and who loses.

is the maximum amount a consemer is willing to pay at the margin.
may not be nccessary in directing the use of scarce resources.

All of the above.

N>
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2003/AL//TY
In production, resource allocation is said to be efficient when

A, the marginal cost of production equals the marginal benefit.

B. the marginal benefit cquals the product price.

C.  the marginal cost of production equals the marginal revenue.

D.  the marginal cost of production cquals the average cost of production.
2006/AL/1/02

The marginal benefit of an individual on a good

A. s observable.

B. isasserted to be decreasing.

C. always begins with a positive value.
D. hasto be expressed in terms af money.

2006/ALM/23
Satisfaction of the efficiency condition implies that
A (out of syllabus)
B. there is no scarcity of resources.
C. the value of all resources is maximized.
D. all costs of ransactions are zere.
2008/AL/T/05

Consumer surplus is

A.  what a consumer possesses that is more than he can consume.

B. what a consumer has purchased that is more than he intended.

C. that part of benefit of a good exceeding the expenditure.

D. that part of income a consumer donated to charity.
2010/ALM1/07

The market price of a good

A.  reflects its marginal benefit.
B. is determined by its total benefit.
C. isa competitive criterion that leads to incfficiency.
D. will not exist in the absence of money.
2012/AL/1/01
A free good
A. s provided by the government frec of charge.
B. has zero marginal benefit,
C. is less preferable thau an economic good.
D. has no demand.
2012/ALY1/05

Susan says. T won 't eat any more pineapple unless you pay me!” Which of the following statements is corvect?

The demand curve ef Susan cannot be drawn.

The marginal benefit of pineapple to Susan is zero.
(out of syllabus)

Susan's demand for pineapple is perfectly inelastic,
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2012/ALN0T
IT floods in Thailand have destroyed more than half of her crops. the total market value of the crops

A. may rise or fall but the total benefit will rise.

B.  may rise or fall but the total benefit will fall,

C.  will rise but the tetal benefit will fail.

D. will fall but the total benetit will rise.
20)2/ALA1G

A video-rental club charges $20 per movie, or consumers can purchase a pre-paid coupon at a charge of S100 for 10 movies.
Which of the following statements is correct?

A.  The consumer surplus of a coupon purchaser is larger.
B. The consumer surplus of a non-coupon purchaser is larger.
C. The consumer surplus is roughly the same either way.
D. There is not enough information to tell which way yields a larger consumer surplus.
PP/DSE/I/12
The following table shows the total cost schedule of a price-taking firm which has a fixed cost equal to $20.
Quantity (units Total cost (§)
1 40
2 65
3 95
4 | 130
S 170
Suppose the market price is $35. At the profit-maximizing output level, the firm’s profit and total producer surplus are
and respectively.
$10...... 810

vow>

PP/DSE//14
The following diagram shows the demand and supply curves of good X in a perfectly competitive market.

Price ($)

Quantity

There is a shift in the demand curve for good X from Dy to D2, Asa

result,
A, firms enjoy more producet surplus,
B. the marginal cost of producing the last unit decreases.
C.  the supply of good X increases.
ND. consumers enioy less consumcr surplus . e
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PP/DSEN/17 2015/DSE/N/22
Economic efficiency is attained when Refer to the following diagram.
U:‘l price ($}
(1) Totel benefits to consumers are maximized. o
(2) Al potential gains are fully captured.
(3) Marginal social benefits are equal to marginal social costs.
A. (1) and (2) only
B. (1)and(3) only The maximum total social surplus is cqual to -
C. (2)and (3) only "
D. (1).(2)and (3) A AreaZ ; A
B, Area (Y+7) e .
C.  Arca (W+X+Y) % w ”
2012/DSE/N/14 D. Area (X+Y+2) -
On 10th July 2011, the urban taxi fare for the first 2 km was raised from $18 to $20. Which of the following statements about o - Q Quantity
the urban taxi service are correct?
2016/DSE/N/21

(1} The demand for taxi service dropped.
(2) The price of long-distance taxi trips relative to short-distance taxi trips dropped.
(3) The consumer surplus for the taxi service dropped.

In which of the following situations is efficiency attained?

A,  Total social benefit is equal to total social cost.
B. Producsr surplus is equal to consumer surplus.
A. (1) and (2) only €. The difference between marginal social benefit and marginal social cost is zero.
B. (1) and (3)only D. The consumer surplus of all consumers in the market is maximised.
C.  (2)and (3) only
D. (1), (2) and (3)
2016/DSE//22
The following diagram shows the supply and demand curves of Good X.
2014/DSE/I/15
Refer to the following supply-demand diagram for the Cross-Harbour Tunnel.
Pricc (S)
Toll
s 5
Existing toll
D
0 Number of cars

Quantity

The government proposed to raise the toll for the Cross-Harbour Tunnel so as to Iessen the traffic congestion during rush

; ! > ° ’ Good X and Good Yare in competitive supply. A rise in the demand for Good Y will iead to in the consumer surplus and in
hours. Suppose the maximum vehicular volume of the tunnel is fixed. Which of the following statements are correct?

the producer surplus in the market of Good X.

(1) The demand for the service of the Cross-Harbour Tunnel will decrease.
(2) Thetotal revenue of the Cross-Harbour Tunnel will increase.

(3) The deadweight Joss caused by traffic congestion will decsease.

(4) The opportunity cost of the drivers using the tunne] will increase.

(Assume the supply and demand curves of Good X shift in a parallel manner.)

an increase ...... an increase
ao increase ...... a decrease
a decrease ...... an increase
a decrease ... a decrease

vOw>

(1) and (3) only
(1) and {4) only
{2) and (3) only
(2) and (4) only

gnwm>

2017/DSEN/ 12
A famous artist, Tsz-Wah, held a show. Many people complained that they could not buy a ticket. Ticket touts resold the
tickets on the Internet and some buyers paid a price higher than FIKS10 000 for a ticket. The above case illustrates the
fanctien of price because __ .
rationing ...... the tickets are rationed to the highest-valued buyers

rationing ...... demand will be reduced by a higher price

allocative...... more profits can be carned with a higher price

allanative more resources should be allocated to the producer to raise the supply
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20U9/DSEA2
Refer o the following supply-demand diagram of Good X.

Price ()
N

econornics by Topic
Demand & Supply {fl)

Short & Structured Questions

1988/AL//2
“The maximum one is willing to pay is marginal benefit.” Why is the word maximnm associated with marginal benefit?

1989/AL/I/1
‘What is price?

> Quentity

1992/ALN/6

1n the State of Washington. one who wishes to hunt for mountain goats must obtain a special goar permit. Each year
approximately 8 000 people apply for goat permits. A draw is held to select ! 000 ‘winners’. Each winner may then purchase
a goat permit for USS$20.00. entitling him to kill a maximum of one goat over a one-year period. Permits are not legaily

If the govenment sets a quota &t Q, then will decrease.

(1) total social surplus

(2) totd experdtwe on Good X ' transterable, nor can they be resold, in any form. Each year about 250 permit holders succeed in Killing a goat,
(3) consumer surplvs
(4) producer surplus I the goat permits were allowed to be resold in a free market, would the new price be higher or lower? And would more
soats be killed? Explain.
A, (1)and (2) only _
B.  (1)and (3) ondy o
C.  (2)sod(d)only 2. 1994/AL/1/8
D. (Gyad{4)oculy Compact discs of popular songs are now being reproduced on a massive scale in China. This reproductien is illegal, and the
reprocluced discs are sold in the market at significantly lower prices than the original discs.
2018/DSE/1/22 From the standpoint of maximizing social gains, should the illegal practice of reproducing discs be firmly suppressed so that

only the higher-priced original discs can be found on the market? Explain.

Suppose there isa bad harvest of flowers due 10 global warming. The margisal bencfit of flowers will
and sho total exchange value __~ X 1997/AL//8(a)
University education in Hong Kong is heavily subsidized by the government. Under this system, admission to university as

Al well as the selections of university and field of study are based on examination results. Imagine that there is an alternative
B. system in which students in which students are admitted according to their willingness and ability to pay the highest price
C. (tuition).

D. inaease ...... may decrease ot jucrease

Of the numerous differences between these two systems, analyse only the following: How hard students will study in a
university, when cach and every university sets a firm standard requirement for gradnation and the award of a degree.

2002/AL/1/06(b)

The Western Harbour Tunnel cost $7 billion to build. After several years of operation the traffic flow remains far less than
anticipated. Since the cost of serving an extra car is zero, in order to maximize wealth, the tunnel company simply charges a
toll per car to maximize total revenue.

Some economists argue that if the cost of serving an extra car is zero, as it will be if the tunnel has no traffic congestion,
then, to maximize social surplus, no toll should be charged. The counter argument to this is that if no toll is charged, no
private enterprise will build the tunnel. Now the tunnel is already built, and the cost in the past is no longer an opportunity
cost. Will society gain if the government purchases the tunnel and lets all cars use it free of charge?

2006/AL//5
Hlustrate and explain why the etticicucy condition is not satisfied in buffet dinners.

2006/AL/1/9

Whereas ladies frorn mainland China are coming to Hong Kong to buy the anthentic handbags bearing prestigious brand
names. ladies trom [Hong Kong are going to Shenzhen to buy fake handbags bearing the same brand names. The handbags
ook alike. but the authentic ones cost nearly S0 fimes more than the fake ones. even though they are only slightly more
durable,

Does this imply that the fadies from China are richer than the Hong Kong ladies? Why would they pay such high prices for
hondbacs swhinh aes wvnanted to be only slightly mote durable?
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7. Demand & Supply i}

2089/AL//(a)

In the United States, hunting of wildlife is restricted to certain seasons of the year. For residents of a given state, hunting

licences for different species are required and each species bears a different licence fee. Ount-of-state residents who want to
huntin the same state are required to pay higher licence fees.

Do you expect the out-ofestate licence holders to be better hunters than the licence holders of the resident state? Explain.

PP/DSE//4
(a) What is ‘deadweightloss™? (2 marks)
(b) A teacher said, ‘An effective price ceiling may increase the consumer surplus.’
His student replied, ‘Ifthis is the case, the price ceiling may enhance economic efficiency!’
(i) Do you agree with the teacher? Illustrate your answer in Figure 1. (3 marks)
Figure 1
Price
S
Pc = price ceiling
Pc £
D
0 Quantity
(i) Do you agree with the student? Explain your answer svith the aid of Figure 2. (5 marks)
Pigure 2
Price
5
Pc = price ceiling
Pe
D
0 Quantity
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7. Demand & Supply {ii)

PP/DSE//12(b)(i)

In November 2010, the animated version of the Riverside Scene at the Qingming Festival (1. 7 % 82 i 355 9 1= i Bl ) was
exhibited in Hong Kong. 600 000 tickets were sold at $10 each through the URBTIX outlets and the Intemet. Tickets were
sold out within a short period of time. Many citizens complained that they could not purchase any tickets.

Some people paid $200 to buy a ticket from touts (3% 4 % ). State the function of price in the above case. (1 mark)

2015/DSE/N/4(a)
Read the following news extract.

The strong preference for small flats has pushed the prices of the flats under
400 square feet to @ new high in the past few months. It is expected that more
and more smull flats will be avuilable for sule in the coming future.

Explain ONE function of price which can be found in the above news exwact. (2 marks)

2016/DSE/V/11
Medical service is one of the basic human needs.

Source A: a conversation outside a public clinic in Hong Kong

Son:  Dad, 1 feel very iil.

Father: Oh no! There is a long queue waiting.

Son:  Why don't we go to a private doctor?

Father: The fee charged by public clinics is only §43, mutch lower thun that
charged hy private doctors.

(b) With reference to Source A, explain with the aid of Figure | how the price set by public clinics may lead to economic
inefficiency in the provision of public medical scrvice. (6 marks)
(Assume the supply curve in Figure | fully reflects the marginal social cost of public medical service.)

Price (§) Figure 1+ public medical seeviee

\\\D

I Quantity

Source B: an extract from the Hospital Authority webpase

The Hospital Authority is copunitted to providing community-bused primary care
services. OQur target putients include the elderly, low-income individualy, and
puticnts with chronic discases.

(d) Many people argue that public clinics should raise the fee to reduce the waiting time. Evaluate this argument in terms of
economic cfficiency. (2 marks)
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2019/DSE/I/11]

The Guangzhou-Shenzhen-Hong Kong Express Rail Link (FHigh Speed Rail) was lauached in September
2018.

() Explein the affect of the nvach of High Spood Rail on labowr mobility of Hong Kong, (5 ruarks)
() Duwing non-holidays, there are 3 lot of empty sats on some raing of the High Speed Rail. With the

aid of Figare 1, explzin why the above siteation may be inefficient. (4 marie)
Fares (5) Figwel e
I
s
D a
. > Number ofp
0

7. Demand & Supply {|
MARKING SCHEME

1985/AL1/22 1997 AL07 2003/ALAMN 2012/ALA/05 2012/DSE/14
D € A B (45%) C164%)
1986/AL/T/1S 1998/AL/V/12 2006/AL/A 2012ALA07 2014/DSEN/15
& D B (71%) B (68%%) C (54%)
1990/ AL] 1998/ AL/ 4 2006/4L7123 2012/AL 16 2015/DSEN22
A A C(53%) D(67%) D 164%)
19917ALI/08 2000/ALSU 10 2608/AL/05 PP/DSEA/12 2016 DSE/2]
n A C (94%) B C (6894}
i093/ALA/03 200HALMI9 2010/ALCT PP/DSEN/14 2016/DSEAN2
B B A(85%%) A D (61%)
1995/ ALTAG 2002/A1,71:10 PP/DSE LT 2017/DSEN2
B B C A (88%)
2015/D8EA Note: Figures in hrackew indicate the pereentages of candidates choosing the correct answery.

20616 DSEY

5}

The parginal benetit (i ¢ value) is the maximum a conswumer is willing o pay for the last unit purchased. Frrors astde, no
maximizing individnal will on a voluntary basis, pav more thas what he is willing to pay

ifprice is lower than his margimal henefit, fo maximise consamer surplus, the sonsumer will buy more wntil the price is equal
o his marginal benefit Therefare. al the margin, he will pay the maxinmm of what he is willing o pay. and price equals
marginal benefit

198977
Price is a nyarginal denefit (.o, the maximen au individual i willing to pay ar the margin).

Price serves as a sigpaling device to ditect resource allocation {i.e. allocative fimetion): it also serves as a criterion of
determining svhe wins ¢r 10503 in cnmpeting for goods and services in the market place (i.c. rationing function).

1992/ ALJIG
The market price of the permits will deilnitely be higher than S20. because in this market the criteria of drawing lotrery will
not be used. leaving the market price 10 measure fully the marginal benefit people place oo the permit.

With the permits now gong to those who offer the highest prices in the resale market, more goats will tikely be killed. This
is because the higher permit price implies that either the permit holders are better, more enthusiastic. or more frequent
hunters who place a higher marginal benefit on hunting.

(Note: More goats would bz killed not becanse peraut holders wished to make cornpeusation for the higher price, but
because owly better hauters were willing to pay a higher price to obtain the permits.)

1994/ AL//S

No. The marginal cost of reproducing discs (legal or illegaly is much lower than the seliing price. Since illegal copies are
sold at a lower price, buyers can enjoy a greater consumer surplus. The marginal benefit is closer to the marginal cost.
leading 1 a more efficient allocarion of resources.

Yes. {freproduced discs are sold in the market, in an extrome case. the composers of the songs will not be able 10 reccive any
revenue from seliing the vriginal dises. There will be no more now songs and oriyinal discs in the future {and hence illegal

rzproduction}, and 1o more consumer surplus and producer surplus in the fature,
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Demand & Supply {i)

19977ALA/S(a)

When a stadent is required to pay a high taition out of hus own pociet o buy university education. his own marginal benefit
en university edncation will also be high. He will therefore treasure education more, with the result that he would study
barder than when he does not have to pay and put 2 low marginal benefit on education.

(Note: Whether students arc willing to work harder or not depends on the price they have to pay for being lazy, as indicated
by the law of demand. The ‘price’ here is the value of learning forgone.)

2002/AL//06(b)

Whoever pays for the purchase of the tnnc!, the paymcent is a cost to socicty. Ifthe government purchases the tuanel (tax
meney 1S a cost to society) and let all cars ase it free of charge, there is no way of knowing the tolsl beneRt 1o the users will
cover Lie purchasing cost of the tunnel. even if we ignore the cost of operation. Whether oz not here is congestion makes no
difference to this answer.

2006/AL/1/S

2006; AL

In a buffet dinper when & consumer cats until his marginal benetit reaches zero, lower than the marginal cost of producing
food. we have an inefficient situation.

20067ALT9

1t decs not mean ladics in mainland China ase richer than those in Hong Kong. It only indicates thar mainland ladres have a
higher maximum willingness to pay for prestigious handbags. Such a higher marginal benetit could be a result of higher
wealth or income. or other factors such as a fack ol substitutes or consumer pseforence (2.2 due to calture or advertisement)
favourable ta these handbags.

Many ladies from China pay such high prices because they do care for famons or prestigtous brand names and it is possible
that mainfand Judics in general have a higbur prelerence For prestige.

2009/ALA7a) .
The higher licence fees plus the higher travelling costs indicate that the cost per animal hunted is considerably higher for out-
of-state huaters, so in general they wounlid have to be better hunters to cquate the marginal gain and marginal cost of hunting

PPIDSEA4
(a) Decadwcight loss is the loss in the total social surplus or the potential gains not fully capiwed when marginal benefit docs
not equal marginal cost. (2)
(b) (i} Yes Q)
. Figuse |
5

D
Q
Indicate in the diagram:
- gain of consumer surplus {+) [£)]
- Joss of conswmer surplus () )
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7. Demand & Supp!
PP/DSE/N:3
by iy
Figuye 2
o o Q
Indicate in the diagram:
- deadweight loss {DL.) Q8]
- goantity is Qe th
Verbal elaboration;
No, because (h
whun pdce is set betow cquilibriun. the quantity transacied will be reduced. (n
margiral cost of sellers is Jower than marginal benefit of consumers { there is deadweight foss. (h
PP/OSEAA2(ID
Ratizning fuoction. Tickets were distributed to the buyers who were williog to pay at feast $200 (1)

2085:DSEAM ()
Atlecative function; Higher prices of small-sized flats would indoce real-estate developers to direst mors resources rowards
the production of smal) flats,

OR
Signal function: Prices help transniit information ebont consumer demand relative to producer snpply. 2)
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. Dema

nd & Supply (i}
2016/0SE//11
(b) Prica(S) s
R DL = Geadwoight oo
DL
s E————
: i D
i Shormge |
i i
> Q=G Qs Quantiey
Ilustate in the dissram:
- price set below equilibrium LI
- cerrect position of O (1}
- correct position of dead weight loss (e8]
Verbal elaboration:
The price is sct at §45 which is below eguilibrium. H
(With the existence of shortage.) the quantity transacted is below equilibrium quantity or tfhere is underpreduction, (1)
the marginal benetit is Jarger than the wmarginal cost. 48]

(d)  Efficiency:
The fee ncrease would mprove efficiency as it resalts in a price closer 0 the equilibsiam Jevel. thus narrowing the gap
between MB and MC and reducing the size of deadweight Joss. (2)

2019DSEAT T

(2) The leunch of KSR will incrensc tho geographical mobility of workers bocsuse the 3)
transportation network improves.
() Verbal elabogtion: @)

Fares are set above the market-clearing (or cquilibdum) level. So marginal benefit
of train service is Jarger than recvging) cost.

Tiustraca in the diagram:

- carract position of P and Q L)
« correct position of doudweight loss (DL) [¢3)
Fﬁ\:s (%)
/s
excess supply
P
/| o
3 —> Namber of passengers
0 Q
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SECTION 8: MARKET INTERVENTION

8.1 PRICE CONTROL

Multiple Choice Questions

1990/CE/1/04
Which of the following will resuit in a “shortage’ of housing?

_A.  There is 2n increase in population.
B. Maany people cannot afford to buy a flat.
C. The supply of housing is inelastic,
D. The government sets the price of housing below the market price.
1992/CE/11/24

If the government imposes a price floor below the equilibrium price, there will be

A, adecrease in the salcs revenue.
B. adecrease in the quantity Wransacted.
C.  an excess supply.
D. no excess demand.
1992/CE/M127

The below diagram shows the price and quantity of Good X. The price increases from Pe to Pe after the price ceiling is
cancelled. As a result. the total expenditure on Good X will

Unit Price

Pe - - g

B / ,

| {3 -

0 Quantity
A, increase.
B. decrease.
C. remain unchanged.
D. cither increase o1 decrease, depending on its price elasticity of demand.
1993/CE/1U/27

Filipino maids working as domestic belpers in Hong Kong receive a minimum wage. They usually have to wait for a long
time before obtaining ¢mployment in Hong Kong. They would have a shorter waiting time and more employment
opportoaities in Hong Kong it

their minimurn wage was raised

the minimum wage legislation was removed

the Philippines was more politically unstable

a surcharge was imposed on the Hong Kong employers

Towy

[ PR PR
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(1) anincreasein revenuc.
Qe @

nomics by Topic
Market Intervention
1994/CENI/10 1996/CE/11/08
The following diagram shows the supply of and the demand for the tickets of a concert, Shortage occurs when
Rop 3 A. aprice floor below the equilibrium price is imposed.
d B. aneffective price ceiling is imposed.
\ C. the supply is reduced.
e T 5 D. the demand increases sharply.
7] SSPE = TS
| P 1396/CE/11/09
1 Suppose initially the price of a certain good is fixed below the market equilibrium. Relaxing the price control will ead to
H
a 1
Q@

Q "
a decrease in demand.

If the ticket are sold at Pxinstead of Py (3) an increase in revenue only if the demand for this good is inelastic.
(4) anincrease in the quantity supplied.
(1) ablack market may occur.

(2) the sales revenue will be smaller. A, (lyand (2} only
(3) the quantity transacted will be greater. B. (l)and {4) only
(4) the sales revenue may increasc or decicase, C. (2)and (3) only
depending on the price ¢lasticity of demand D. (3)and (4) only
A. (1) and (2) only
B. (1)and (4) only 1997/CE/M/56
C. (2)and (3) only Suppose the government has put an ¢nd to all sorts of rent contro! in Hong Kong. This measure would NOT
D. (3)and (4) only
A. lead to a wider wealth gap.
B. increase the property tax revenue.
1995/CE/N1/09 C. lead to a shortage in the property market.
The flats under the Home-Ownership Scheme are allocated by a draw. This implies that D. increase the quantity supplied of rental accommodation.
A. the Housing Authority has under-estimated the demand for this type of housing.
B. adraw is the fairest method in allocating resources. 1998/CE/11/04
C. the price of this type of housing below its cost. If a price floor is set below the equilibrium price of good X,
D. the price of this type of housing is below the equilibrium price.
A.  a shortage of good X will occur.
B. the quantity transacted will decrease.
1995/CENMI/12 C. the total revenue may increase or decrease, depending on the elasticity of demand for good X.
D. the total revenue will remain unchanged.
1999/CE/II/06
P Quantity Demanded | Quantity Supplied
Unit price ($) (units) (units)
7 8 20
6 12 18
5 16 16
4 20 14
o Quastity (voite) 3 24 12
In the above figure, the market price of good X is fixed by the government at P*. If the demand increases from D to D’, Refer to the abfwe supply and demnd schedu.ig for goot} X. The goven}ment sets its minimum price at $4 per unit. What
would happen if the government raised the minimum price to $6 per unit?
1) the excess demand will be greater, .
EZ; the quantity transacted willenot change. At Shom.ge hEgodutwond d 1sappear.
(3) the sales revenue will increase when the demand is elastic. Ié The quantity tr‘“"sfmted B jincrEase?
. Consumer expenditure on good X would decrease.
D. The surplus of good X would decrease.
A. (1) and(2)only
B. (1)and(3) only
C. (2)and(3) enly
D. (1).(2)and (3)
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Market Intervention
2000/CE/11/06
Hong Kong's recent economic recession has caused a decline in people’s income. In view of this. the government decided to
lower the effective minimum wage level of Filipino maids. As a result of these TWO changes,

(1) The demand for Filipino maids shonld decrease.

(2) The guantity supplied of Filipino maids should decrease.

(3) The excess supply of Filipino maids should decrease.

(4) The total expenditure on the employment of Filipino maids should drop.

A, (1)and (2) only
B. (2)and (3) only
C. (1), (2) and (3) only
D. (1), (3) and (4) only
2002/CE/11/06
The following table shows the supply of and demand for Good X.
- Quantity demanded Quantity supplied
S (uaits) (units)
2 20 4
4 16 8
_ 6 12 12
2 8 16
10 4 20

8. Market Intervention

2004/CE/I/13

When the Real Madrid football team visited Hong Kong, many people queued up for days for the tickets to watch the game,
Some people complained that they were unable to buy a ticket even they were willing to pay the official ticket price. This
implies that

(1) there was only price competition for the ticket,
(2) the official ticket pricc was set below the market clearing level.
(3) the opportunity cost of obtaining a ticket was higher than its official selling price.

A, (1)and (2) only
B. (1)and(3)only
C. (2)and (3) only
D. (1), (2)and 3)
2005/CE/11/13

As shewn in the following graph. the government of a certain country has fixed the price of agricultural products at P’.

Unit Price

~————————> Quantity

If the government raises the price ceiling ffom $4 per unit to $8 per wnit, the quantity transacted will

A, increase by 4 units,

B. increase by S units.

C. decrease by S units,

D. decrease by 4 units.
2004/CE/NI/12

Unit Price

—p Quantity

Refer to the above diagram. Which of the following statements is correct ?

If a price ceiling is set at Py, the quantity transacted is Q.

Ifa price floor is set at Py, the quaatity transacted is Q.

If a price floor is set at Pa. the quantity transacted is Qz.

If a price ceiling is set at Pa, non-price competition will eccur.

COowy
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If the price of fertilizers falls, what will happen to the agricultural products? There will be

A.  alarger excess demand.

B. an increasc in the quantity transacted.

C.  anincrease in the sales revenue.

D. alarger excess supply.
2007/CE//07

An imposition of a minimum wage legislation would increase

A, the cmployment opportunities of unskilled workers,
B. the total wage payment to unskilled workers.
C. the unemployment of unskilled workers
D. the inflow of loreign investment.
2008/CE/NI/1L

The following table shows the demand and supply schedules of rice

Unit price { Quantity demanded | Quantity supplied
(S) {units) (units)
3 10 25
4 P2 20
3 15 15
2 20 10
t 27 5

If the controlled price 1s raised from $2 to $4 per unit. sellers’ total revenue will increase from

A, 820

B. 820...
C. 340

D.

45
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Market Intervention

2008/CEANI/12
If the government raises the effective minimum wage of imported workers,

the employment of imported workers will increase.

the problem of shortage of imported workers will become more serious,
the unemployment rate of local workers will increase.

the total wage earnings of local workers will incresse.

vowy

2009/CE/NI/08
Suppose the government irnposed an effective price ceiling on good X. If the government raises the effective price ceiling,
the total consumer expenditure on good X

A. would increase.

B. would decrease.

C.  would remain unchanged.

D. may increase, decrease or remain unchanged depending on the elasticity of demand.
2009/CENI/11

The government is planning to introduce legislation on a minimvum wage across industries. A resuit of imposing an effective
minimum wagg is that

A. the average wage earnings of employed low-income workers must increase.
B. the total wage earnings of employed low-income workers must increase.
C. the demand for low-income workers must decrease.
D. the supply of low-income workers must increase.
2010/CENI/14

The diagram below shows the market of Goad Z.

Unit Price
3

P

S D
D —

If the govermment imposes a maximum price control on Good Z at $Pc
per unit, there would be

an excess demand for Good Z.

an excess supply of Good Z.

no change in consumers total expeaditure on Good Z.
an increase in consumers’ total expenditure on Good Z.

oowy
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PP/DSEN/IS
The following diagram shows the demand ang supply curves of good X in a perfectly competitive market.
Price (8)
&
A

1

Pe |

Quansity

Suppose a price floor is set at P1. As a result,

the deadweight loss is equal to arca BEF.

the producer surplus is equal to area P1BCO.
the consumer surplus is equal to area AEPz,
the total social surplus s equal to area P1BCG.

oowy

2013/DSE/N/14
Refer to the following demand-supply diagram.

Price

P

P2 o

o

Fod ST

0 Q

If the government raises the price floor from P2 to P\, the tota)
revenue received by the sellers.

A. willrise.
B. willfall.
C.  will remain unchaoged.
D. may rise or fall, depending on the price elasticity of
demand.
2013/DSEN/15

Suppose the government introduces an effective rent control which sets a maximum rental per square feet the landlords can
charge to any tenants. Which of the following statements is correct?

(1) There will be a shortage of rental units.
(2) The landlords will have less incentive to rent out their flats.
(3) ,The landlords will spend less on maintenance of the rental flats.

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

onw»
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, Market Intervendon

2014/DSE/N/2]
Which of the following are results of the government Jowering an ¢ffective price ceiling on a good?

(1) areduction in the producer surplus
(2) an increase in excess demand
(3) anincrease in the tofal sales revenue if the demand is elastic

A. (1)and (2) only
B. (1)and (3)only
C.  (2)and (3) only
D. (1).(2)and (3)
2015/DSE//13

Many people queued up for days the tickets to watch the show of Tsz-Walt, a famous artist performing stand-up comedy.
Some people complained that they were unable to buy tickets even though they were willing to pay the ticket price set by the
organiser. The above situation implies that

vowp

2015/D!

price was the only criterion for allocating the tickets.
the producer was not maximising its profit.

a black market for the tickets might emerge.

there was an effective price ceiling in the ticket market.

SE/1/19

Refer to the following dragram.

Price (5)
A

If the government lowers the price ceiling from Pa to Pb.

A.  The quantity transacted will increase.

B. The deadweight loss will decrease.

C.  The producer surplus will decrease.

D. The consumer surplus will increase.
2017/DSE/N/18
Suppose the government imposed an effective rent control on living units. Which of the following would LEAST likely
occmr?

A.  There would be a shortage of living units.

B.  Black market would emerge

C.  Poor people would be able to rent a fiving unit more easily.

D. Landlords would have a lower incentive to renovate their living units for rent.

Microeconomics by
8. Market Intervention

2017/DSEM23

It the government raiscs the etlective price floor on Good X and at the same time the price of its substitute increases, the

consumer surplus in the market of Good X

A, will increase
B.  will decrease
C.  will remain unchanged
D.  may increase or decrease
2018/DSE// 18
Refer to the foilowing supply und demand schedules for Good X.
Unil price ($) | 13 12 11 i i 8 7
Quantity demanded (units) | 70 80 90 100 110 120 130
Quantitv supplicd {units) | 130 120 110 100 90 80 70

Suppose the government increases the price ceiling from $8 to $12. Which of the following statements is correct?

There would be a shortage of 40 units of Good X.

There would be a surplus of 40 units of Good X.

The total expenditure on Good X would increase by $360.
The quantity transacted of Good X would remain unchanged .

oow

Short & Structured Questions

1990/CE//1(b)
Suppose the Hoag Kong government drastically increases the minimum wage rate of Filipino maids.

(i) With the aid of'a diagram, explain why the total wage earnings of Filipino maids in Hong Kong might decrease.

(8 marks)

(i) With the aid of a diagram, explain what would be the effect on the equilibrium wage and quantity of local maids.

1994/CE/1/3
The following diagam shows the supply and demand curves of a certain product:

Price
B

By

Quuntity

{7 marks}

If the governmeat imposes a *price-ceiling al” at Py, what will be the market price and quantity transacted? Explain your

answer,

293
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S420/DSE/L20 . i T
ficroeconomics by Topic
Refer to the following suppty-demand diagram for Geod X. 8. Market Intervention
. 2006/CE/I/t
PTICL% 3) Figure | shows the market supply and market demand curves of good X. Suppose the government lowered the price ceiling
4 5 from Pa to Pa.
M Unit Price
P. 3
2 S
D #
Py
Sipre ).
P / Py
D / \
s D
o » Quantity
0' Q  Quantity (a) Explain whether the initial price ceiling Pa is effective or not. (2 marks)
{
Ifthe price floor of Good X changes frax Py to Py, (b) Explain how a fall in the price ceiling to Pp would affect consumers' total expenditure on good X. Indicate the change
in consumers" total expenditure in Figure 1. (4 marks)
A.  producer surplus will increase.
B.  quantty tansacted of Good X will scmain at Q).
C.  deadweight loss will incroase. 2012/DSENNS . i . "
D.  oxcess demand of Good X will change to excess supply. Country A has imposed an effective price ceiling on Good X
(a) Suppose Country A eliminates all illegal transactions of Good X. Can this price control ensure all lower income buyers
obtain the quantity of Good X they plan to purchase? Explain. (4 marks)
(c) Suppose the effective price ceiling is lowered. Will the change in price ceiling improve economic efficiency? Explain
your answer with the aid of a diagram. (4 marks)
2013/DSE/I/10(c)

The Hong Kong government has introduced an effective minimum wage. Subsequently, many restaurant owners claim that
they are unable to employ enough workers for their restaurants at the minimum wage rate. With the aid of a demand-sapply

explain why thc above phenomenon may arise. (9 marks)
2014/DSENI/3
Figure | shows the market supply and demand curves of Good X. Suppose the govermment raiscs the price floor from Pa to
Pb,
Unit ?ri:: Gond X
5
Py
P,
D
o Quantity
Eisure ]
With the aid of Figure I, explain whether the rise in the price floor could enhance ¢economic efficiency. {6 marks)
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2018/DSE/NV10
Foreign domestic helpers are paid with a minimum wage at HK$4 410 per month for a two-year contractual period in Hong
Kong.

Eigteme 3 Fsjan Dums: long Keng.

Z» Quanlity

(c) Suppose the mininum wage in the market of foreign domestic helpers in Hong Kong is etfective. With the aid of
Figure 2, explain how it may result in ¢conomic inefficiency, (4 marks)

It is reported that the Mainland market is about to open its deors to maids ffom the Philippines, offering them a salary
several times higher than the miaimum wage for foreign domestic helpers in Hong Kong.

(d) Some employers in Hong Kong claimed, ‘Even if we offer higher wages to foreign domestic helpers, there will stilf be
insufficient foreign domestic helpers in Hong Kong after the opening of the Mainland market to maids fromthe
Philippines.” With the aid of Figure 2, explain why the above claimmay be correct. (6 marks)

(e} Other than insufficient foreign domestc helpers, suggest ONE phenomenon that may be observed in the market of
foreign domestic helpers in Hong Kong after the opening of the Mainland market to maids from the Philippines.

(1 mark)
2020/DSEAV10 D
td)  The US governmemt could impose quola w seswict imports. From the viewpoint of the US
governraenr, stare ONE sdvanige and ONE disadvantage of using tariff insicad of queia o resirict
Eposts, 2 merks)
- PRSRTSP
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MARKING SCHEME

£990/CE/11/04 1996/CE/1/08 2004/CEAL 12 2009/CE/AN/ 1} 201 TDSEL1S
» B B (43%) A (40%6) C (47%)
}992/CE/1124 1996:CEA109 2004/CENT: 13 2010:CEA1K 14 2017/DSEN23
D 3 C 160%) C (44%) D (479%)
1992:CEA2T 1997:CEAL56 2005/CEII13 2013/DSE1/ 14 2018/DSE/ 18
A c D (45%) C(41%) € (62%)
1993:CEA27 1998/CEA04 2007/CEALOT 2013/DSEN 1S 2020:DSE/L/20
B o} C {46%) D (5424) ¢
1994/ CEAI10 1909 CE 86 2008/CEAI L N4DSEA2])
A C B (52%) A(65%)
1995/ CETHO9 2654 CEAOG 2008/CEIF12 2015:DSEA13
D A D (47%; C(57%)
1995/ CEAL 12 2002:CEAKOS 2009:CEAL:08 2015DSEIL1G
A A135%) A i509%%) C167%:;5

Note: Figures in bruchets indicate the percentages of candidutes choosing the correct answers.,

1990/CEN¢1 (b)

[©)]
Wage rate
D
W2 Ez
1
NN
NL N
N
0 AN P . Quastiy
<« Q
Indicatz iy the graph:
~WIT&Q{ n
~ position of ‘G and ‘L’ (1
.G<L (O]
Verbal explanatian:
Asswme that the demand for Filipino maids is efastic, @
the percenfage change in quantity demaoded is larger than the percentaze change in wage rate. (2)
In other wortls. the increase in carnings from the ircrease in wage ratc is smaller than the decrease in camnings fom the
decrease in quantity demanded. (D)
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i}
Wage rate D, s

Dy
—

»
4 e

Q>

Increcate in the graph:

~ demand curve shifts to the right
-W1

-Q7

Verbal explanation;
The demand for local maids will increase. becanss

Filipino maids and local maids are substimates.
The cquilibrium wage rate wil) increasc.
The equilibrium quantity will increase,

1994/ CEM3

Market price = Py

Quantity fransacted = Qg

The price ceiling is ineffective, because
1 is higher than the 2quilibrium price.

2006/CE11
{2) No, becanse
Pa is above the cquilibrinm price.

(b3
Unit Price
-

b e

P PR

2222227~

% S

: 7,

Q% Qe

Diayrram:

- original total expenditure = asca OPEQ.D

- acw total expenditure = area OPE Q0

©OR indication of the decrease in total expenditure, ¢.g.. the shared arca

Yerhal Elaboration:

- price ¥ from P t Py and quantity transacted & Fem Q. to Qp
- toral expenditure of consumers decrcases
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2012/DSEAL/S

(a) No, because
there is excess denand / shortage.
other competitive criteria/non-price competiting, such as queuing. will emerge.
the new competitive criteria do not necessarily depend on income.

(c) No, because
there is greater deadweight less / total social surplus decreases.

®
b Incresse in deadweight Joss / Loss in total social surplus
s

&

Py

S

Indicate in the diagram:
- lowering of the price ceiling
- cotrect position of increase in deadweight loss 7 loss in total secital surplus

201 3/DSEAT10()
Worker in catering indusry

Wage rate s
1
Se
-—
surplus

! > /

w —— R i
shortage

D

i) Number of workers

Indicatc on the diagram:

- wage rate set above the original equilibrium

- surplus

- magnitude of the leRward shift of the supply curve greater than the surplus
~ Il shortage

Verbal elaboration;

An clfective price Tloor will create a stuplus of workers.

If the restaurant workers change to work in other industries (for example., tum into securily guards).
the supply of workers in this industry drops, and
there may be a shortage for workers at the minimum wage rate.
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2014/DSE/IS -  2018/DSEANI0
Unit vl Good X Foresgn Domestic Helpers o Hong Koug
Wage rates Sy
¥
S /
(_Y_I Shortage
——
PyoP,

W,

P

Y N / & Deadweight Loss

W= Min wage

Pa
D
o —» Quantity
(1} Q Quantity
4 Firmure 2
icate on the i .
- cotseet Py Qu (1) (© .
- corseet Py Q) (13 ~ carrect po hinimumn wage n
- correct pesition of deadweinht loss (DL) h - correct position ni'. Q: o (1)
- corrset position of deadweight loss (1)
Verbal claboration:
Na, because (h X
the incflective price floor (P becomes an etfective price fioor (7,) (H catet thas manginal cost (1)
at rhe new guantity (where the horizontal Ph-line tatersees he demand, h
margingl benefit (maxinem willingness-to-pay) is higher than marginal cost and there exists a deadv 48] R
Mux: 63 el

- lefiward shift of supply curve [¢3}
- carreet position of shor tage at tlie higher wage rate

Verbal elaboration:

Filipino maids working in the Maimland and Filipino domestic helpers in Hong Kong are in competitive supply. H
If competition from the Maintand sharply reduces the suppiy of forcign domestic helpers in Hoag Kong. (hH
then shortage ot snch workers equld snlt arise even at a higher wage rate. [83]

(€)  Emplovers may try 1o recruit dorestic heipers from other countries to work in Hong Kong.

OR
The minimum wage may eeaised 7 abolished by the government. (i@, max: 1)

2020/DSEAL10 1D

D) Advantage of tariff ever quota : The tariff revenue collected must go to government ( quota revenue may belong to private
firms / importsrs }

Disadvaatage of terilf over quota : Tt may not be effective in controlling the import fevel while the Jocal demand inercase ¢ the
import level car stll incizase vnder taritT if demand increase bat quota will not )
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82 QUOTA

1993/CE/TI/53
Country A prefers to impose quotas rather than tariffs in restricting the amount of imports, Which of the following is a
possible reason?

A, The government wants to increase its revenue.
B. The effect of quotas on the amount of imports will be more certain.
C. Local consumers can enjoy cheaper imports.
D. It will lead to less retaliation from the exporting countries.
1994/CE/T1/12
If the government imposes an cffective quota on good Y, the market price of Y will _ and its quantity transacted will
A.  increase ... increase
B. increase ... decrease
C. decrease ...... increase
D. decrease ...... decrease
1994/CE/I/13

If the govermment imposes an etfective quota on good Y. the consumers” total expenditure on good Y will

A, decrease

B. increase.

C. remain unchanged

D. increase or decrease. depending on the price clasticity of demand for good Y,
1999/CEA1/07

The abolifion of an effective quota on an imported good will result in

(1) afallinits price

(2) anincrease in its import volume

(3) anincrease in its total sales revenue.
(4) an improvement in its quality.

A. (1) and (2) only B. (1)and (3) only
C.  (1).(3) and (4) only D. {(2),(3) and (4) ondy
1999/CE/1I/45

According to a news report, the use of U.S. import quota for Hong Kong garments has decreased because of keen
competition from other Asian countries. This has led to some of the quota remaining unused for the first time.

Which of the following diagrams correctly shows the situation of Hong Kong’s garment exports in the U.S. market as
described above?

A B. ! N
Unitp s rice Uit price s Unit price s s Unit prico s
D
¢ D D: D # 0
>4 e Dy
e Quantity o Quantity i/ Quattity 0 Quantity
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2000/CE/11/49
Suppose the US government decreases the quota for HK garments exported to the USA. This will lead to

A.  ashortage of HK garments in the USA.
B. an increase in the income of garment producers in the USA.
C. asurplus in thebalance of trade in the USA.
D. adecrease in the expenditure of US consumers on HK garments.
2005/CE/NI/10
Good X Quantity demanded Quantity supplied
(unit price) in the market (unit) in the market (1nit)
S6 60 40
$9 38 45
$12 50 50
$15 45 55
518 40 60

I1fthe government fixes the production quota of Good X at 45 units. the market price of Good X will be

A 89

B. $12
C. SsI5
D. Si8

2005/CE/i1/48
1Fthe US govermment cancels the effective import quota restrictions on the textile products from Hong Kong, then the US

import price of Hong Kong textile products will _and US import spending on Hong Kong textile products will
A vise.... increase
B. rise ...... be indeterminate
C. fall ... incrcase  _
D. fall..... be indeterminate
2006/CE/1/10

In Country A, there is a quota restriction on an imported good. When the import quota quantity is Qi. the market price of the
goodis P1.

Unit Price
h S, S,

Py

Py

i {N\p

g & & Q

Quantty

Now suppose Country A increases the quota quantity from Q: to
Qs as shown in the diagram below. As a result, the new total salss
revenue would be

A PixQy
B. P2xQ:
C. P1xQz
D. Pix0s
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2007/CE/I/08
China abolished the car import quota system in 2005. As a result, in China will increase,

A. the price of cars
B. the sales volume of cars
C. the income of workers in the car manufacturing industry
D. the revenue from car sales
2008/CE11/09

Country A reduces the quantity of an effective quota on clothing imported from Country B. At the same time. imported
clothing fiom other countries to Country A has become cheaper. Which of the following graphs can illustrate the changes in
Country A'’s market of clothing imported from Country B? E; is the original equilibrium point and E; is the new equilibrium
point.

A, Unit price B. Unitprice

Quantity B_M_,*Quanﬁty
C. Ugit price D. Uait price
S & S S:
Es
E
Dy Dy
Dy D

Quasnily Quantity

2009/CE/TI/12

Last year. the government reduced the import quota of fresh chicken into Hong Kong, On the other hand, many Hong Kong
citizens have changed their habit of conswming fresh chickea to consuming chilled chicken. Which of the following
diagrams illustrates this phenomenon ?

B.
A Eresh chicken Frmsh chicken
Unit price Unit price X
Py s 8
Dy ¢
P
1
O
Dy
0 Queatity 0 Quantity
C. a 5 D. i a
Chilled chicken Chilted shicken

Unit prica %
8 Ay
.
D Dy
5 Quatity Quastity
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2010/CE/1/13
ifthe Heng Kong government abolishes the import quota on live chickens from mainland China,

A. the price of live chickens in Hong Kong will increase.

B. the total sales revenue from live chickens in Hong Kong may increase,

C. the sales volume of chilled chickens in Hong Kong will increase,

D. the total expenditure on chilled chickens in Hony Kong may increase.
2012/DSEN/19

The increase of an effective quota on a good will result in

(1) an increass in the quantity transacted of the good.
(2) a further improvement in the quality of the good.
(3) asmaller deadweight loss.

A. (1)and (2) only
B. (1)and(3) only
C.  (2)and(3)only
D. (1), (2)and(3)
2013/DSE/1/ 19
Refer to the following demand-supply diagram of a good with the government setting a quota at Q..
Price
S,
Se
1,
1, ! Quaotity
¢ [\})

Which of the tollawing will be the resull of a reduction in quota on the good?

(1) The total expenditure on the good may increase or decrease,
(2) The consumer surplus will decrease
{3) The total social surplus on the good may increase or decrease.

A. (1) oanly

B. (1)and (2) only

C.  (1)and (3) only

D. (). (2)and (3)
2014/DSE/N/23

Suppose the supply curves of cars and petrol are upward-sioping. If the govermment imposes an cffective quota on the

production of cars,

Sows

the total social surplus in the car markst will increase.
the producer surplus in the car market will decrease.

the total social surplus ia the petrol market will decrease.,
the consumer surplus in the petrol market will increase.
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2017/DSE/N/24
Refer to the following supply-demand diagram of a good with a quota sct at Qi by the govemment.

y

Price ()

Quangty

Qll
Which of the following will be the results of a reduction in quota on the pood?

(1) The total expenditure on the good may increase.
(2) The consumer surplus will decrease.
(3) The total social surplus may increase.

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

Tnwx

Short & Structured Questions

1997/CE/I/10(b)
If a country imposes an effective quota on the quantity of its import, explain and indicate clearly on a supply~demand
diagram how the market price and the volume of the import would change. (8 marks)

1998/CE/L2
Suppose the government increases the quota on the quantity of an import and the increased quota is still effective. With the
aid a diagram, explain whether the market price of the import would increase or not. (4 marks)

2001/CE//9(b)
Suppose the importing economy reduces the etfective quota on the quantity of garments imported. With the aid of a diagram,
explain under what condition the total expenditure of this economy on imported garments would decrease, ~ (9 marks)

2008/CE/I/11(b)
Trade deficit is a concern of many countries.

In the past, the US imposed a quota restriction on imports of Hong Kong made garments. However, US import value (in
terms of USS) of Hong Kong-made garments siill increased with the quota restriction. Give ONE reasen to explain why.
(2 marks)

2015/DSE/3
An increase in an effective quota in the market of a good would lead to a reduction in deadweight loss. Do you agree?
Explain your answer with the aid of a diagram. (6 marks)
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2019/DSE/N 14

Refer to the following market demand for imported soybeans in Country A.

10
700

2
500

13
400

4
300

Price (5)
Quantity demanded (wmits)

1.

600

When the govemment of Country A imposcs & per-unit fariff of $3 on imported soybeans, tbe equiltbrium
price of the imparted soybemas increnses from S11 w0 $13.

Whick of the following statements are correct2
(1) The total sales revenue (net-of-tariff) of the fmported soybeass is $4000.

(2) The supply of the imported soybeans is piore ¢lastic than the demand for them.
(3) Within the range of the origieal and the new equilibrium prices, the elasticity of demend of the
imported soybeans is smaller than one.
A, (D and (2) only
B. (1) aad(3) only
C. (2)and (3) only
D. (),@md(3)

AGIODSET/ 1S

15.

A new private hospital, Gleneagles Hong Kong Hospital {GHK), opened in Wong Chuk Hang in carly
2017. GHK offered a 50% salary rise to attract expevienced nurses from public hospitals,

Based an the above informabion, which of the following statements is correct after the opening of GHK?

A, The wagerates of experienced nurses inpublic hospitals weuld increase by more thap 50% if the
demand for narses is clastic.
B. The supply of experienced nurses in public hospitals would decrease.
C.  The elasticity of demang of public medical services would decrease.
D. The weiting time for public medical services would remain unchanged.
2019/DSE/N/18

Refer to the following supply and demand schedules of Good X.

Unit price (3) 18 | 16| 14 12|10 | 8 | 4
" | Quantity demanded (unis) | 300 | 150 | 200 [ 250 | 300 | 350 | 400
Questity supplicd (umits) 400 | 350 | 300 ] 250 | 200 | 150 | 200

If the govemment meases the quota. for Good X from 200 mnjts to 350 wnits, the suarket price will

A.  increase by $2
B. inercase by $6
C. decreaseby $2
D. decrease by 86



1 di

Refer to the tolk

Sug

/7

for the exported Chinese rare ¢arth mincrals.

Expocted rare carth minersls

Sy

.

Original
quota

Quantity

1£ China abolished the quota on the axport of rare easth minerals,

(1} the export price of the rare tarth minerals would drop.
(2) the export quankty of the rare cacth mioerals would rise.
(3) the towlexchange value of the exponted rrc earth minerals would drop.

A {1)and {2) only
B. {1)and (3) only
C. (2)ond (3) only
D.  (1),(2)wmd (3)

onomics by Topic
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1999:CEAI4S
A

MARKING SCHEME

2006:CEAL 10
B (52%)

2010:CE1/13
B (63%)

2017 DSEN/24
A (09%)

2900:CEALGD 2007/CL1E 08 2012/MSEAN9 201%/DSE 14
B B (62%) B (56%%) A
1994/CEN5 2005:CiEAL 10 2008/CEMI09 2013/DSEA19 2019/DSEALS
D C(39%,) C(54%%) B (59%) B
1999/CE#11/07 2005/CEAL48 2009/CE:1H 12 2014;DSE/23 2019/DSE/16
A D {46%0) B(78% C (66%) ©
202 Sy
AR I Note: Fignres in bruchets indicase the percentages of candidates chausing the correct wrswers,
A
1997:CEN/ 10k
Prce () 2
1 LS
P; B
i: /:i
A}‘ N S
Quantif
o & Q &
Cuota
- original supply curve AB N
- guota = Q= Qz 1)
- new supply curve (AK +3 KF / guota quantity m
- new market price P2 )
Elaboration: i
The supply of imporls decrcases, because the eifective quota quantity ts smaller than the initial equilibrivm quantity. Q2)
The market price incrcases. [@))]
The umport volure decreases. N
1998/ CET2
Unit frlcc Originst  New
Quota Quots
Py 5
¥ >/
P
s \
4 i
5
[ = 4
Q >Q Quanticy
Iundicate in the diaaram
- quota | (8} i
-P 93] '
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Elaboration:
The supply of imports increases
The market price falls.

200 L/CE/L/9(b)
Unit Price
! S
—

L =Loss

P G =Gain

PI

D
] . Quantity

Q — Q

Indicate in the praph:

- correct supply curve fo shose the otiginal quota is cffective
- Sy shifts Jeftward w0 Sz

- loss > gain

Xcrbal explanation:
The supply decreases.
After reduction of quota guantity. the quanlity transacted decreases and the price increases.
The condition is that the demand is clastic,
Lhe pereentage change in quantity demanded Is larger than the petcentage change in price.

2008/CE//11(b)
There was quality improvement in Hong Kong-made garments.

Microeconomics by Togic
8 Market Inservention

(i
i)

Q)
0
@

(1)
)
1y
@

m

{Because one unit of quota must be used for one unit of garment regardless of gasment quality, and becanse the quota hasa
positive value,) the price of higher quality garment fell relative 10 Jower quality garments under the quota system.

20[3/DSEAL3

o

"\
2

Indicate on the clisrram:

- sightward shift of the supply cwrve correspondmg to an increase in quota
- areduction in P and arise in Q
- corsect position for the reduction in deadweight Toss (arca wxyz)

Yerbal elaboration,
Yes (J agree), becanse

the tncrease in effective quota would raise the supply and thus raise the quantity transacted and reduce the price. and
the gap between marginal benefit and marginal cost is reduced as the quantity praduced is increased toward its efficient

level.

307

(€]

n
tH
98]

th

\eroeconomics by Taplc
. Market Interventon

8.3 UNIT TAX & SUBSIDY

Multiple Chaice Questions

1990/CENI/51

Suppose the government increases the tax on cigarettes by $2, Consequently. the price of cach packet of cigerettes increases
by $1.5. Which of the following statements is true?

A. The producers bear 1/4 of the tax

B. The demand for cigarettes is clastic

C. The supply of cigarettes is elastic

D. The tax is progressive in naturc
1991/CEN/58

Suppose the government raises the first registration tax on newly-imported cars by $ 10 000, Which of the following is
FALSE?

A. The market price of al! newly-imported cars will increase by $10 000,
B. The market price of second-hand cars will increase.
€. The tax burden can be shifted to the consumers.
D. The number of cars newly imported will decrease.
1992/CE/11/25

The diagram below shows the demand and supply of Good X. The original equilibrium point is Eo.

Unt Price

o - Quantity

If the government imposes an excise tax on the good, the equilibrium point will change from Ey to

A E
B. E:
C. Es
D. E:
1993/CE/NI/29

Atax is imposed on a commodity. The tax burden on the consumers is relatively smaller if the commodity has an
demand and an ____ supply.

clastic ...... elastic
¢lastic nelastic
inelastic ...... elastic
inelastic ...... inclastic

Cnw>
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For Question No.8 and 9, consider the following supply and demand schedule of wine in a certain country:

Price (8) | Quantity demanded (Units) | Quantity supplied (Units)
30 90 60
32 80 65
34 70 70
36 60 75
38 50 S0
40 40 83

1994/CE/L1/08
Suppose initially the wine market is in equilibrium. Tf the povernment imposes a tax of $6 for cach unit of wine sold, the new

equilibrium price will be

A, $32
B. $36
C. $38
D. %40
1994/CE/11/05
Government revenue from the above tax will be
A, 8240
B. $300
C. $360
D. %420
1996/CE/11/07
Price ($) Quantity demanded (units) | Quantity supplied (units)
1 60 40
8 55 45
10 50 50
12 45 55
14 40 60

Refer to the above information about a good. What will be the consumer tax burden if a per-unit tax of § 4 is imposed?

A, 890
B. §$100
C. §$110
D. $i180
1998/CE/I/41

Suppose the sales tax rate of a good is raised. Which of the following statement is correct?

The total expenditure on the good will increases.

There will be inflation

The total revenue net of tax to sellers will fall if the supply curve is upward sloping.
income will be redistributed from the poor to the rich.

Sowy
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Refer to the following supply and demand schedule for good Y and answer questions 8 and 9

Unit price (8) 12 )1 10 9 8 7
Quantity demanded (Units) 40 60 | 380 100 120 140
Quality supplied (units) 280 | 240 | 200 | 160 | 120 | 80
1999/CE/I(/08
If the government imposed a $3 per unit tax on Y, what would the new total sales revenue be?
A $360
B. $800
C. $960
D. $1320

1999/CE/i1/09
The ratio of the buyers” tax burden to the sellers” tax burden is

At
B. 2:1
C.  [s2
D. 3:0
2001/CE/11/08

Suppose a per unit sales tax is imposed on good X. The sellers would bear a relatively smaller proportion of the tax burden if
the demand for the good is _ and the supply is -

A, elastic ...... elastic

B. c¢lastic ...... inelastic

C. inelastic ...... clastic

D. inelastic ...... inelastic
2003/CE/N1/06

If 2 country reduces a per-unit tariffon its imported garments,

the domestic demand for imported garments would increase.

local consumers’ expenditure on imported garments would increase.

the sales revenne of domestic garment producers would decrease.

the tariff revenue of the country coming from imported garments would decrease.

gows

Answer Questions 11 and [2 by referring to the following market demand schedule of a good.

[Price ($) o [ 12 [ 35 | 14

|Quantiry denanded (unit) | 160 | 140 | 120 | 100 |

2003/CE/II/11
Suppose the government imposes a usit sales tax of $3 on the good. As a result, the equilibrium price of the good increases
from $12 per uait to $13 per unit. Which of the following descriptions is correct?

The consumers bear a larger tax burden than the producers.
The elasticity of demand of the good is greater than 1.

The total tax hurden is $120.

The total sales revenue (including tax) has increased.

Cowy
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2003/CE/N/12
If the equilibrium price of the good falls back to $12 per unit due to a decrease in production cost,

A.  the producers will bear all the tax burden.

B. the total tax burden will be $360.

C. there will be excess demand.

D. the total sales revenue net of tax will be $1 260.
2003/CE/N1/42

Suppose the government of Hong Kong introduces a general sales tax. 1t follows that

A. the sales revenue net of tax to the sellers will decrease.

B. there will be a persistent increase in the general price level,

C. income will be redistributed from the rich to the poor.

D. the consumption expenditure of Hong Kong will increase.
2005/CE/N1/09

Under the Closer Economic Partmership Arrangement (CEPA), some of Hong Kong made goods exported to the Chinese
mainland will enjoy zero tariffs. As a result, in the mainland,

A. the price of these goods will rise,
B. the price of these goods will fall,
C. the total expenditure on these goods will rise.
D. the total expenditure on these goods will fall.
2005/CEANY11
Good X Quantity demanded Quantity supplied
(unit price) in the market (unit) in the market (unit)
36 60 40
$9 55 45
$12 50 50
$15 45 33
$18 40 60

If the government uses a unit tax instead to fix the output of Good X at 45 units, the unit tax imposed on Good X will be

A 33
B. %6
C. %
D. §12
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Answer questions 11 and 12 by referring to the following information: The graph below shows the market situation of Goed
A when a per-unit sales tax of $30 is charged on it.

Unit Price
A

o 10 20 24 30 40 50

2006/CEMI/11
Suppose the above per-unit sales tax is abolished. The new market price would be
A.  S160.
B. S$I20.
C. $i40.
D.  §i60.
2006/CE/11/12

Within the range of the original and new market prices, the clasticity of demand of Good A is

A, smaller than its elasticity of supply.
B.  cqual to its clasticity of supply.
C.  greater than its clasticity of supply.
D, unity.
2008/CE/1/07
The following table shows the supply of and the demand for Good X.
Unit price | Quantity demanded Quantity supplied
) (units) (units)
S 10 50
4 20 40
3 30 30
2 40 20
1 50 10

If the government imposes a $2 per unit sales tax on Good X, the new equilibrium price will be

A 82
B. S$3
C. $
D. 35
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2008/CE/II/08
Suppose the per unit sales tax on red wine is reduced. The sellers will enjoy a smaller proportion of a reduction in tax burden
than the buyers if the demand for red wine is ___and the supply is

elastic ...... elastic
elastic ...... inelastic
inelastic ....., elastic
inelastic ...... inelastic

OOy

2009/CE/II/ 13
The following table shows the supply of and the demand for Good X.

Unit price | Quantity demanded Quantity supplied
(3) (units} (units)
6 10 60
5 20 50
4 25 40
3 30 30
2 50 20
| 60 10

If the government imposes a 3 per unit tax on Good X. the tax burden for consumers would be

A 820
B. $40
C 360
D. 8100

The following table shows the market of Good M.

Unit price Quantity demanded | Quantity supplied
(units) (units)
32 1200 400
34 1000 600
$6 800 800
58 600 1000
$10 100 1.200

Suppase the government imposes a per unit sales tax of $4 on Good M. Find the correct answers for questions 1t and 12.

2010/CE/AI/11
The new market price is
A $4
B. $¢
C. $8
D. §10
2010/CE/I/12
The total tax burden on producers is
A. 81200
B. $1600
C. $2400
D. $3200
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Refer to the following demand-supply schedule of good X and answer Questions 16 and 17.

Price () Quantity Qemanded Quantity _supplied
(units) {units)
10 700 300
11 600 400
12 500 500
13 400 600
14 300 700
15 200 800

2012/DSE/N/16
If the government imposes a per unit tax of $4 on good X,

A.  the total tax revenne will be $2 000.

B. the total sales revenue will drop by $1 800.

C. the demand for good X is inelastic.

D. the total sales revenue of the substitutes of good X will drop.
2012/DSE//17

With reference to the above question, the ratio ef the consuiners’ tax burden to the producers' tax burden is

A I
B. 13
C. 3
D. None ofthe above
2013/DSE//13
The following tabic shows the demand and supply schedules of good X.
Price (8) 2 3 4 5 é 7 8
Quantity demanded (units) 90 80 70 60 50 40 30
Quantity supplicd (units} 30 40 50 60 70 80 90

Suppose the government imposes a S2 per-unit sales tax on each unit of good X sold. The total sales revenue net of tax is

A. 5180
B. $200
C. 8280
D. $300
2014/DSE/1/22

The imposition of a per-uait sales tax on cosmetics will

reduce the total expenditurs on cosmetics.

reduce the fotal sales revenue (net-of~the-tax).

increase the total social surpius in the cosmetics market.
increasc the producer surplus in the cosmetics market.

vowx>
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2015/DSENV/16
Unit Price ($) 4 5 6 7 S
| Quantity demanded (units} 16 14 12 10 3
Quantity supplied (units) 14 14 14 14 14

The government imposcs a $2 per unit #ax on the good. Which of the following statements about the good in correct?

A.  Sellers’ revenue net of tax is $70.
B. The new market is $6.
C. Thetotal tax revenue is $28.
D. The above information is insufficient to determine the tax burden on sellers.
2017/DSE/V/16
Refer to the following supply and demand schedules for Good X.
Unit Price ($) 6 7 8 9 10 Il 12 13
Quantity demanded 140 130 120 110 100 90 80 70
Quantity supplied 60 70 80 90 100 110 120 130

If the government imposed a $2 per unit tax on Good X,

oawy

sellers’ revenue net of tax would become $990.

tax burden borne by the sellers would be $50.

the total tax revenue would be $200.

buyers’ total expenditure on Good X would decrease by $40

2018/DSE/N/22
The following diagram shows the demand and supply curves
of Good X.

Unit Price Sa {with tax = i)

Sy (with tax =t}

Sy {without tax)

o > Quantity

Suppose the government increases the tax on Good X from t)
to ta. Which of the following statements is correct?

Tnws

The deadweight loss will increase by area begh.
The deadweight loss will decrease by area abh.
The new deadweight loss is area bef.

The new deadseight loss is area adi.
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1991/CE/NI/26
When the tax on commodity X is doubled, its tax revenue is also doubled. This indicates that

A. the demand for X is perfectly elastic.

B. the demand for X is unitarily elastic.

C. the supply of X is perfectly elastic.

D. the supply of X is perfectly inelastic,
1992/CE/IU/26

A tax on using the Cross-Harbour Tunnel will have the Icast effect on solving the Tuanel's congestion problem if

A, the demand for the Tunne! scrvice is clastic,

B. the demand for the Tunnel service is inelastic.

C. the supply ofthe Tunnel service is elastic,

D. the demand for other transportation means of crossing the harbour is inelastic.
1995/CEN/T1

Supposc the government imposes a per unit sales tax of $5 on good X. Under what condition will the price increase by 857

The supply of X is unitary elastic.

The supply of X s perfectly inelastic.
The demand for X is perfectly inelastic.
The demand for X is unitary clastic.

Onwa

2002/CE/1/E)
Suppose the government imposes a unit sales {ax on a good. The producers” revenue atter deduction of the sales tax will
remain unchanged if

A, the demand for the good is perfectly clastic.
B. the demand for the good is perfectly inclastic.
C. the supply ofthe pood is perfectly elastic.
D. the supply of the good is perfectly inelastic.
2004/CE/NI/10
Suppose the government imposes a per unit sales tax on good X of which the supply is perfectly inclastic. Only will

bear the tax burden, and the guantity transacted will

A, sellers ... remain unchanged

B. decrease

C. ...... Temain unchanged

D. buyers...... decrease
1990/CE/11/24

If a government abandons the policy of giving subsidy to farm products, then the price of fann products will and
the quantity of farn products transacted will =

A, increase increase

B. decrease decrease
C. increase ... decrease
D.

decrease ...... increase
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1990/CE/II/10

Quaatity (units)

The above diagram shows the supply and demand for good X. If the government offers a subsidy of $2 for each unit of
output, the market price will

A, decrease to $3.
B. decrease to $4.
C. increase to $6.
D. increase to §7,
1996/CE/i/11

The diagram below shows that the unit price of a commodity falls from $10 to $8 when the government provides a per-unit
subsidy of $5 to its supplicrs.

Uit price (5)

Quanlity

What is the total amount of suppliers” benefit from the government subsidy?

A 880

B. 8120
C. 8150
D. 8250
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1999/CE/NN/04
Case I The market price of Good X decreases by $4 per unit after the provision of a $10 per unit subsidy.
Casell:  The market price of Good X decreases by $6 per urit after the provision of a $10 per unit subsidy.

‘We can conclude that in comparing the two cases, Good XinCase [ hasa ___ demand or a supply.
A. lesselastic ...... less elastic
B. more elastic ...... more elastic
C. less elastic ...... more elastic
D. more elastic ...... Iess elastic
2000/CE/11/08
Refer to the following demand and supply schedules of a good.
Price per unit [ 825 | $30 | $35 | $40 | $45
|_Quantity demanded (units) | 120 | 100 80 | 75 60
Quantity supplied (units) 1 60 75 80 | 100 | 120

According to the above information, we can conclude that

A.  the total sales revenue would be $3 #00 when the price is $30 per unit.
B.  a unit subsidy of $]0 on production would cause the equilibrium price to drop by $5.
C. ahighersalaries 1ax would rais¢ the market price to a price greater than $35.
D. the seller could set price at $40 to gain the highest profit.
2000/CE/II/1t

Suppose the government imposes a unit subsidy on good Y causing a shift of its supply curve form S; to S:.

s

ol

P

The amount of subsidy benefit cnjoyed by the scllers of good Y is

A, (Pz«P)x Qs
B. (P:-PyxQe
C. (Ps-P)xQa
D. (Ps-P3)xQ
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2001/CE/1/07
Unit Price 8,

e ohe

; v
/ ;

A b

o B Quantity

The above diagram shows the increase in supply of a good trom ) to Sz as a result of the provision of a per unit subsidy for
the good by the government,

Suppliers' new total revenue excluding the subsidy their old total revenue before the provision of the subsidy.

A, is smaller than
B. isequalto
C. s larger than
D. may be larger or smaller than
2004/CEAV/1L
The following table shows the market demand and supply ot a zood,
IR Market quantity Market quantit
HattEncel(s) demanded (Units) sgpuliedq(Units);
10 70 130
9 90 120
8 110 110
7 130 100
6 150 90
5 170 80

If the government provides a per unit subsidy of $3 to the suppliers,

A.  the new equilibrium price is $5 per unit.
B. the total amount of subsidy provided is $390.
C. the subsidy benefit enjoyed by the consumers is greater than that of the suppliers.
D. the total expenditure of consumers wili decrease.
2010/CE/11/89

The demand elasticity of Good X is equal to one. Which of the following is a correct description of Good X ?

A.  Anincrease in its price will not affect the quantity demanded.
B. An increase in the price ofits substitute will not affect the quantity demanded.
C.  The imposition of a per unit sales tax on it will not affect consumers’ expenditure on it.
D. A per unit subsidy offered by the government will not affect the total revenue (including the subsidy) of the
sellers.
SP/DSE//20

Suppose the government provides a per-unit subsidy to the producers of a good. This would lead to

an increase in consumer surplus and a fall in producer surplus, so having an ambiguous effect on cfficiency.
an increase in producer surplus and a fall in consumer surplus, so having an ambiguous effect on efficiency.

an improvement in efficiency because both sellers and buyers would benefit from the subsidy.

a deadweight loss because the amount of subsidy provided by the government is greater than the sum of the

increase in consumer and producer surpluses.

vnwy

R LTV TR EIE
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2014/DSEAN/16
Refer to the following demand and supply schedules of a good.
Price S1 $2 $3 34 S5
Quantity demanded (units) 120 100 80 75 G0
Quantity supplied (units) 60 75 80 100 120

According to the above information, we can conclude that

the total sales revenne would be $200 when the price is $2.

there would be a shortage of25 units when the government imposes a price floor at $4.

when a per unit subsidy of $2 was granted to the sciler, the total revenue (including the subsidy) would increase
by $160.

when a per unit subsidy of $2 was granted to the seller. the cquilibrinm price would drep to $1.

o awpx

2015/DSE//10
Which of the followinp will result in a sise in the total revenue of chicken farms?

A, The price of chicken feed falls.

B. The government reducces the profits tax rate on chicken firms.

C.  The effective quota on the sale of chickens is increased.

B.  The government reduces the subsidy for the production of pork.
2015/DSE//12

The govemment provides a per-unit subsidy of $10 on producing green products. The market price drops by $6 as result.
Which ef the following statements about the green product market is/are correct?

(1) The supply of green products is more elastic than their demand.
(2) Consumers enjoy more subsidy benefits than producers.
(3) The demand for greea products increases.

A (2)only
B. (1)and (2) only
C. (1)and (3) only
D. (1), (2)and (3)
2016/DSE//19
Refer to the following demand and supply schedules of a good.
Price ($) | 40 50 60 70 80 90
Quaatity demanded (units) | 14 12 10 8 6 4
Quantity supplied {units) | & g 10 12 14 16

Which of the following statements is correct when the government provides a per unit subsidy 01820 on the good?

A.  The total revenue including the subsidy is $840.
B.  The total subsidy granted by the government is $200.
C.  Within the range of the criginal and new market prices, the elasticity of demand is smaller than one.
D. Thechange in total revenue of its complements is uncertain.
1994/CE/1/11

The demand for good X is perfectly inelastic. If the government offers a subsidy of $4 for each unit of X produced, the
equilibrium price of X will

remain unchanged.
decrease by $4.

decrease by less than $4.
decrease bv more than $4.

onws
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The lollowing wble shows the danand and supply schedules of 3 govd.

i Price Quastity demapded Quastity supplicd .
i [ i Cunits) Canits) i Short & Structured Questions
2 70 46 !
2 | 6 43
i 1991/CE/I/ 1(b)
= S0 S0 In the fiscal year 90/91 the government greatly increased the tax on gasoline. With the aid of separate demand and supply
26 LY 35 diagrams, explain the etlect on the equilibrium price and guantity of
= N
i i ] (1) gasoline, and (6 marks)
If the goverament provides 8 $6 per-unit subsidy for the producers of the good, the tetal subsidy provided by .
the government will be apd the wiio of ceasumers shure to producers’ shure of the subsidy will be () new cars. (7 marks)
A 5500k 1 1992/CE//2(b)
B, 8300 4 | . - . 3 .
C. $360 1 Suppose US imposes an import tax on Hong Kong-made garments. With separate diagrams, explain the etfects on the
D, $340. 2 equilibrium price and quantity of
(i) Hong Kong-made garmeats in the US markets, and (5 marks)
(ii) US-made garments in the US market. (5 marks)
1993/CE/T/4(c) :
Suppose a per unit tax is imposed on the TV sets sold in Hong Kong. This tax is collected from the sellers. Indicate on a
supply-demand diagram the respective tax burdens of the consumers and the sellers, (5 marks)
2004/CE/Y/9(c)

A first registration tax is imposed on cars and the tax is collected from car sellers. Suppose the total tax burden of car sellers
is greater than that of the buyers.

(i) State the condition that leads to this sharing of the tax burden. Illustrate the situation with a diagram.

(ii) Using the same diagram, show car sellers’ total sales revenue aet of the tax. (8 marks)
2007/CE//9(c)

General sales tax has generated 2 lot of discussion.

Good X is subject to a per-unit sales tax.

(i)  With the aid of'a diagram, explain under what condition consumers’ total spending on Good X will decrease as a result
of the introduction of the 1ax. (7 marks)

(if) Indicate in the diagram m (c)(i} the change in sellers’ revenue (net of tax). (2 marks)
2008/CE/I/Xb){ii)
The stock market of un economy is overheated. Many people withdraw money fiom their bank deposits to buy shares.
Two measures are suggested 10 cool down the overhgated stock market.
(1) the deposit interest rate of banks is raised.
(2) the government imposes a tax on the capital gains from trading of shars,

With the aid of a diagram, explain the eftect of the imposition of the capital gains tax on the total market value of shares in
the sconomy. (7 marks)

L
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2009/CE//11(c)(i}
In the fiscal year 2008-09, the government took some measures to reduce the tax burden on the public,

The duties on wine (including red wine) were waived in order to establish Hong Kony as a centre for wine trading and
distribution businesses.

With the fact that drinking red winc has become more popular in Hong Kong and the fact that the duty on red wine has been
waived. explain in what situation the price of red wine would increase. Tilustrate your answer with the aid of a supply-
demand diagram. (7 marks)

2014/DSE/NY/9
Many countries have considered imposing *soft drink tax’ for health reasons. Suppose a country decides to impose a per uait
tax o the sellers for every bottle of soft drink sold in the market.

(a) Under what condition will the soft drink buyers in the country bear a greater tax burden than the sellers? Hlustrate your

answer with a supply-demand diagram. {5 marks)
(b) Using the same diagram in (a). indicate the change in consumer surplus after the tax is imposed. (1 mark)
2015/DSEAV11(d)

Tobacco duty is an indirect tax in Hong Kong. The Financial Secretary has increased the tobacco duty rate with the aim of
discouraging smoking.

In addition to the risc in tobacco duty, the Customs has made more effort to prevent the illegal sale of duty-not-paid

cigarettes and has cracked down several illegal scllers. Is it possible that the quantity transacted of duty-pot-paid cigarettes
would increase? With the aid of a diagram, explain your answer. (7 marks)

2016/DSE/I/10(c)

The European Union has imposed an anti-dumping tariff on the Chinese produced solar panels.

Under what condition will the producers bear a greater tariff burden than the buyers? Ilustrate your answer with a supply-
demand diagram. (7 marks)
2017/DSEAN/1I

The government of Couatry X introduces a per-unit subsidy to the education services of private universities,

(a) Under what condition would the students enjoy a larger share of substdy benefit than the private universities? llustrate
your answet with the aid of Figure 3. (7 marks)

{b) ‘The subsidy causes inefficiency even though both students and universities benefit.” Defend the statement by

comparing the marginal cost and marginal benefit in Figure 3. (3 marks)
El‘ﬂ o 3
Price (5)
3
0 Quaniity
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2020/DSE/TH 102

| Donald Trump, the US president. once said that impesing tariffs wouid only increase the revenue of the
| US government and the US consumers did noi have to pay meze for the imported goods.

(® @ With the aid of a supply-demand diagram, explain under @NE extreme condition that the
consumers would bear NO tariff surden after the imposition of tariff. (4 marks)
(For simplicity, the rariff is assumed 10 be per-unit.}

(i) Indicate the tariff revenue {i.e. szllers’ burden) in the same diagraem. 1 mark)
SO2UIDSEAL UG
fel  Economists argue that @riff may harm both the consumers and preducers.
P St

S
2 / : Sy the sopply curve before tanil’ l
Itariﬁ‘ ‘ i

St: the supply curve atter tariff |

<
b
£
é e
g / 4
i
h
D
ik =0
With referencs (o the above supply-deorand disgram. complete the table helow. 3 marks}
Before tariff ARer tariff
l Consumers’ surplas Area adf
] Producers’ surplus




199G:CEAN/ST
A

199L/CE /S8

A
1992:CEAY23
.“\\

1993/CEA1729

]
1994/ CE/1/08
B
1994/CE11/0Y
C
1996/CE/11/G7
A
1998/CE/1I/4)
o)
1999/CE/1108
B
1999/CE:11/69
B
2001/CEAL/0S
C
199 1/CEAN/ 1 (b)
(1} Gasoline

2003:CEI:06
C(19%)

2003/ CETE(
B (468

2003/CEI 12

D (23%)

2003/CENNA42
0

A(32%

2003:CEA09
5 (68%)

2005/CE/AL/ 11
B (47%)

2006/CETI/1)
B (3%%)

2086/CE/1/12
C (56%)

2008/CE/M/G7
C (63%)

2008/CE/1/08
C (49%)

2005/CENI/13
B 147%)

MARKING SCHEME

2000/CE VD)

2013DSEA3
B (63%)

2014DSE22
B (72%)

2013/DSE/T16
C (48%)

2017/DSET16
B (64%!

2018/DSE!N22
A (74%)

L991/CEY28
D

1952/CE26
B

189S/ CEAL T
\&

2002/ CEAL L
B (38%;

2004/CEAL 10
A (28%)

1990 CE/ 124

2016:CEALGY
C (4255

SPDSENL20
D

O HDSEA B

2015°DSEA L0

Note: Figures in hruckets indicate the percentages of lidates ¢i

- lefbward shift of' S
~Pi
-Q!

Eluboration;

The supply decreases tdue 1o the gasoline tax),

Therefore, the equilibr
the eguilibrium quantity decreasss

W price ereases, and
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Cc D32
1990/CEAL10 2018/DSEN 12
3 B (48%)
1996/CE/ /11 2016/DSEANY
C A (43%)
1999/CEM/04 1994/ CEAL 1L
D )]
2000/CE/17:08 2020/DSEN/ {5
B D
2000/CETL 1
D
200 1/CEMN07
A
2004/CE/TI1L
B (34%y)
the correct )
Quancity
ih
(1Y
s
()
€8]
it
~ e

()

Gy

New cars

Unis Price
s s
1% -
3
P TTETTTTTEA / Ny
PONE
7 S
s
a 4 — Quantiny
Qe-Q
Elabosation-
The demand fer new cars decreases, because
new cars and gasoline are complements,
Therefore, the equifibrium price decreases, and
the equilibrivan quantity of new cars decreases.
1992/CEN/2(b)
Hong-Kons made garments
Unlt pdce
D 20
\ 3
I \ s
< T .
¥
s’ \
D
s 1 .
] Quzntity

Zlefiward shift of S

-P1&Q!

Elabosation:

The sapply decreases (due to the import tax),
Therefore. the equilibrium price increases, and

the equitibrium quantity decreases.
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(i) US-made garments

Unit fri:a N
b 7~ /S
>
! PNigr
s~ N
. T Gttty

hould indicate on the eraph:
- rightward shift of D
-PT&QT

Elaboration-
The demand increases (due to a rise in the price of substitntes).
Therefore, the equilibrium price increases, abd

the equilibrium quantiry increases.

1993/CE/1/4(c)
Unlt Price
Py
I
0 (Quantlty
Diagram;

- AB = per unit tax

- correct shifl of supply curve

- tax paid by consumers (white rectangle)
- tax, paid by soppliers (black rectanule)
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2004:CEAN ¢

() Condition: The elasticity ol demand for cars is greater than the slasticity of supphy.
Unit price
b

Indigate in the diavram:

- supply curve shifts fom Site S»
- selfers” tax burden = area acPid
- buyers’ tax burden = area cbP:P(
- area acPid > area cbP2Ps

(i) Indicate in the diagram:
- area 0Qqad is the net total sales revenue.

200F/CEN/NS)
6] Price §

EF=us amount per anit

o Q' < O Quantity

Indicate in the diagram:
- upward shift of the supply curnve
- g decrease in spending (= 1)+ increase in spending (= G

-GLL

Yerba) claboration
Theve is a decrease tn supply.
The price increases and the guastily decreases,
The demand is elastic,
the pereentage change in quantity demanded is faraer than the percentage change in price.

{ity lndicate in the diawram:
- sellers” revenue before tax 1= arca OQEP)
- the revenue net of tox (= arca 6Q FR)

OR

- change iu revenue = loss of area Q'QEPRF
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2008/CEN/I(b) 1) 2014/DSE:1}/9
(a}  The condition is that the elasticity of denvand for the good is smaller than the elasticity of supply. (1)
Pa Eokdtuia
S
lp—, DI
D2 ’Tm S
0 S s Quastity
Q
indscate in the diasraqy: Py
PRSI MRIALG L Buyers’ bu
- JeAward sbifi of the demand curve [ Py T I =
- market price falls fram oo P2 (48] S¢ 5P burden ¢
- market value decseases Jom Py~ Qo P2 7 @ th ,
i
|
Verbal glaboration: |
The demand for stock market invesiments decreases. (h t 8
due to lower expected net capitai gain 5] D
Thers is a fall in the price of shares, and (2] :
the tota) market valoe {P ~ Q) falls. i —
2 rket valoe | D) fa il [ % Q
2 Indicate ondhe diag
2 B0 8
2009/CEAT (e} - patalici upw pply curve due 1o the por unit wx (1
Unit Price - price im:m'. « i 3 dropg . (1)
& - correct positions of buy tax burden and sellers” tax burden (1)
D1 p2 81 %2 ~ buyers' burden > seilers” burden (1
ey
> by Indicate on the diagsans
TPQ 7 - reduction in consamer surplas: buyers' buirden ++ arca a h
Py
2015/DSE/H/ LI(d
Price.
3
o | =% Quantity
Indicate ia the diagram:
- demand curve shitts to the right O
- supply curve shifts 1o the sight (1)
~the new equilibrium price > the original cquilibrium price () 1
1
1
Verbal elaboration: N
The demaad for red wine increases (as it is more popular). () i i
The supply of red wine increases (dne to the tax cut). (¢3] Be i Dy
The increase in demand is (arger than the increase in supply. {2) ! g <
: [t Q> Q- > Quantity.
dicate on the diacram:
tward shitt of the demand curve (1)
- feftward shift of the supply curie (1)
- final equilibrium with a higher quantity transacted (1)
Yerbal clabosation:
On the one haud. due o the BX Customs” crack-down zfTort, the supply of duty-not-paid cigarsttes would drop. [
On the other hand, as dory-paid cigarettes and duty-not-paid cigarettes are substitutes. tobacco duty would increase the
demand for duty-not-paid cigurettes. th
1t is thus possible that the tetai quantity of duty-not-paid cigotertes soid wouwld iserease, )]
if'the increase in demnnd has a bizyer effect on the quantity transacted than the decrease in supply 4D
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2016/DSE/TI/10(c)
Condition: demand for solar panels is more elastic than its sopply.

Chinesc Solar panels sold in Eurgpean Union

Price (5) ¥
A
T ‘
~
. Buyer = buyers' burden
'l\ s Seller = producers’ burdea
P} -=-2 =S
et E i
o s 0w ) £
' H D
! :
¢ H
1 €
3 \
o U Q Quamity

i

Indicate in the diagrarn:

-upward shift of the supply curve

- P increases

- Q decreases

~ correct position of buyers” burden and producers” burden
- buyers’ burden < producers” barden

2017/DSEMTA
(a) The condition is that the elasticity of demand for cducation services is Tower than the clasticity of supply.
Price {§)
h

%PB

D Quaatity
(] Q :

@ @

Illustrate in the ciagran:

- parallel downward shift of supply curve due (o the per unit subsidy
- comrect position of new price (Py)

- comect positi of new quantity (Qi)

- comect posikon of producer benefit and consumer benefit

~ consumer benefit > produncer benefit

(b} IHustrate in the diagram:
- correct position of marginal benofit
- corsect position of marginal cost

Verbal elaboration:
At Qy marginal cost is larger than marinal benefit.
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B) ifthe demand is perfectly clastic. Froducer will bear all tax burden.
OR

ifhe supply is perloctly inelastic. Producer will bear all tax burden.

2028/DSE/M0C
C ) Consumer surplus ater warifl = ahc
Producer surplus before tarilf = di0
Producer surplus alier Laniff = hiy
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9. Roles of Government

SECTION 9: ROLES OF GOVERNMENT 199VAL/25

Suppose a factory pollutes the environment. If the right to pollute is well-defined and transferable,

A. the level of pollution is subject to market contracting.
9.1 EXTERNALITIES B. poliation will be eliminated.
C. the factory will necessarilyincrease its production.
D. then, on efficiency grounds, the government should intervene when the right to poliute is not transacted.
Multiple Choice Questions
1990/AL/V/30
1985/AL/I/C2 A divergence between private and social costs is NOT wasteful if
A chemical company drops waste into a farmer’s water supply. causiag significant damage to the farmer, The farmer cannot
legally ask for compensation fiom the chemical company. In view of this situation A. the majority of people benefit from the divergence.
B. the cost of efiminating the divergence is greater than the cost of the divergence itself.
A.  an output tax shouid be imposed on the chemical company because of the implied ineffictency. C. people who suffer from the divergence choose not to complain to the government,
B. itisinthe farmer’s interest to pay the chemical company to decrease waste dumping, D. the divergence is not expected to last for a long time.
C. the law should be changed to allow the farmer to demand compensation from the chemical company.
D. the chemical company should be allocated elsewhere.
1991/AL/T/01
A divergence between private and social costs
1985/AL//23

A divergence between private cost and social cost means A, occurs when one person’s sction inflicts damage on another person.
B.  cannot be resolved without sovernment intervention.
A.  the market fails to maximize welfare, C. may be climinated by market transactions if the action that causes the damage is a private property right.
B. income distribution requires improvement, D. means inefficient allocation of resources.
C. resources allocation requires improvement,
D. the cost to an individual of an action differs from the cost to the society,
1992/AL/122
Which of the following, implies a divergence between private and social costs?
1986/AL/1/06
A divergence between private and social costs A, A fictory pollutes the aeighbouring housing for workers, and this kousing is owned by the factory.
B. Increasing textile exports to the USA leads to higher clothing prices in Hong Kong.
A, s inefficient and should be eliminated by government regulations. C.  Mr. Smith plays the piano which his neighbour Joves to hear, but he plays it so often that the marginal benefit of
B. can be resolved by private conwacting. his music (o the neighbour is exactly zero,
C. means that income distribution is more unequal. D. None of the above,
D. (out of syllabus)
1992/AL/1/23
1986/AL/1/25 Suppose the construction of a flyover causes the value of ncarby properties to fall. To attain economic efficiency.
The smoke from a metal processing factory in Hong Kong pollutes a large government housing estate nearby, and the toxic
nature of the srooke may threaten the lives of residents who are scheduled to move into the estate soon. Economic analysis A. the flyover builder should compensate the nearby property owners.
tells us that B. the flyover builder should install a noise reduction device.
C.  the ncarby building should be relocated,
A.  the polluting factory must be relocated. D. There is not enough information to answer the question.
B. the residents must rot be allowed to move into the housing estate.
C. lifeis invaluable and must be saved, therefore either the factory or the housing estate must be relocated.
D. to maximize social gain there is not enough information to decide on the proper course of action. 1992/AL/1/24

If private ownership of a forest is abolished, and the forest is subject to common exploitation,

1988/AL/1/17
A restaurant opens near a housing estate. The cooking smell annoys the residents nearby. Economic analysis indicates that

the rate of depletion will remain unchanged.

the trees will become a public good.

the private cost of cutting trees will differ from the social cost.

the trees will become a free good because they no longer have a price.

gowy

the residents of the housing estate should be encouraged to sue the restaurant owner.

resource allocation will be more eflicient if the restaurant owner pays the residents to tolerate the smell,
it is more beneficial to society if the government forbids the restaurant to operate near the housing estate.
the mere presence of the annoying smell does not necessarily represent inefficient use of resources.

Sows
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1993/AL/I/08
In its production process, a chemical factory upstream pollutes a river nearby without considering the damages inflicted upon
a fish farmer downstream, Under zero cost of transaction,

A.  the chemical factory will pollute more if it has the private property rights to use the river.
B. there will be no water pollution if the fish farmer has the private property rights to use the river.
C. there will be no water pollusion if the fish fermer purchases the ownership of the chemical factory.
D. water pollution will be reduced if private property rights over the use of the river are established. regardless of
who owns these rights.
1994/A1/1/08

If all property rights are well defined and transaction costs are zero,

A. there will be no pollution.
B. the marginal social cost of poliution will equal the marginal social benefit of pollution.
C. the level of pollution will be minimized,
D.  the existing level of poliution will remain unchanged.
1994/AL//15

A divergence between private and social costs results from

A, market failure.

B. property rights not being clearly defined.

C. too little government intervention.

D. the inability to distinguish private goods from public goods.
1995/AL//23

The construction of a new cross harbour tunnel in Western District has caused the value of nearby propertics to rise.
Therefore, to increase efficiency,

A. nearby property owners should share the capital gain with the tunnel company.
B. the tunnel company should ask nearby property owners to share the tunnel constnuction costs.
C. the government should encourage property developers to build more new flats in that area.
D. None of the above.
1996/ALN21

Given that people have well-defined tights to enjoy fresh air, which of the following justifies the zovernment prohibiting
smoking in public areas?

A.  Smokers inflict harm on non-smokers.

B. The cost of contracting between smokers and non-smokers is prohibitive.

C.  The rights of non-smokers must be protected at all costs.

D. Itis impossible to find a tax schedule to correct the external effects of smoke pollution.
1997/ALNA27

A pianist plays the piano. His neighbour enjoys the music but the pianist receives no payment from the neighbour. A
divergence between private and social costs/benefits occurs in the following situations EXCEPT:

A. The more music the pianist plays, the more the neighbour enjoys the music.

B. The mose music the pianist plays, the less the aeighbour enjoys the music.

C. The neighbour feels that the last minute of the music has a zero value.

D. Although the neighbour loves the music. he feels that it would be better if the pianist plays a little less.
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1997/AL/1/28

In the United States, as in some other developed countries, one who builds a highrise blocking the view of others may be
subject to public hearings, and through these hearings the right to build the highrise may be denied. In Hong Kong, however,
so long as the building code is met, every builder has the right to block the view of the residents nearby. Which of the
following is trae?

A. A divergence between private and social costs is more likely to occur in Hong Kong.
B. A divergence between private and social costs is less likely to occur in Hong Kong.
C.  The transaction costs involved in the elimination ofthe divergence between private and social costs is higher in
Hong Kong.
D. None of the above.
1998/AL//13

A factory dumps waste into a farmer’s water supply. causing significant damage to the farmer. With prohibitive transaction
costs in making contracts,

the situation may be efficient and no government intervention is needed.

the situation is inefficient and the factory should not be allowed to produce.

the farmer should have the right to demand compensation from the factory.

the situation is inefficient and government regulation is the only way to improve efficiency.

oW

1998/AL/N/19
A divergence between private cost and social cost

A, will not exist if transaction costs are zero.

B. cannot be resolved without private contracting,.

C.  implies that income distribution is unequal.

D. means that the market is incfficient and requires government regulation.
1999/AL/TI 19

The new airport in Hong Kong relieves the people living under the old tlight path from noise pollution. but causes noise
poliution to those under the new flight path. After the opening of'the new airport,

A.  the value of properties under the new flight path will fall if the noise pollution is fully anticipated.
B.  the value of propertics under the new flight path will rise if the noise pollution is fully anticipated.
C. therespective property values will change if changes in the levels of noise pollution are not correctly anticipated.
D. therespective property values will not change under any circumstances.
1999/AL/1/27

Which of the following implies 2 divergence between private and social costs?

Male students contribute money towards buying perfumes for female students.

A student accidentally pours coffee on a professor’s jacket and says sorry.

A husband complains about his wife all the time but refuses to get a divorce.

A piano player who never receives any payment for his music from his neighbour always plays the piano that the
marginal value of his piano play to his neighbour is zero.

onwp
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2000/AL/19

Newspaper and magazine publishers often increase their sales and incomes by reporting personal information about famous
movie stars who usually do not receive any financial return from the publishers. However, theses movie stars often benefit

from theses reports which serve as a kind of publicity for them, Which of the following statements is correct regarding this

situation?

A. There must be a divergence between private and social costs.

B. To attain economic efficiency, the government should force the party who benefits more from these reports to
compensate the other party.

C.  The marginal benefits of theses reports to the two parties must be the same since neither party pays the other.

D. The costs of making and enforcing contracts are prohibitively high,

2000/AL/1/20
When a pianist plays the piano up to a point where the marginal value of the unpaid music to histher neighbour is zero,

A.  private marginal benefit diverges from social margina! benefit.
B. the total gain to the pianist and his neighbour is maximized.
C. the property rights to the music has to be defined for economic efficiency.
D. the time spent on playing the piano is indeterminate.
2003/AL/1/27

The construction of a new airport generates unpieasant noise for nearby residents, and yet the value of nearby propetties
increases as a result of the new atrport. Which of the following is correct?

A. There may be no divergence between private and social costs.

B. The existence of both noise damage and increases in property value calls for a tax on the one hand and a subsidy
on the other.

C. There must be a diversence between private and social costs.

D. There is definitely no diverzence between private and social costs.

2005/A1L/1/29

The introduction of a new airport near a city as a rule creates noise and pollution that affect the market value of the property
nearby. Also as a rule, the market value of the nearby property rises because of a substantial increase in business activities.
Which of the follewing is correct?

A. There is a divergence between private and social costs. and taxes imposed on airplane take-otTs and landings will
reduce this divergence.

B. There is a divergence between private and social costs. and subsidies awarded to airplane take-offs and tandings
will reduce this divergence.

C. So long as the market value of nearby property continues to rise with more airplanes using the airport, hence more
noise and polltution. the divergence between private and social costs declings.

D. There is no divergence between private and social costs as lonyg as the market value of nearby property riscs.

2006/AL/I29
Two adjacent houses have trees extending into each other’s garden arca. Both owners clear the fallen leaves in their own
lawns without saying anything to otre another. Which of the following statements is correct?

There may be no divergence between private and social costs.

The marginal damage of these trees to cach party must be the same since no compensation is given.
There must be a divergence between private and social costs.

The cost of negotiation between the two parties is irrelevant.

vOwW»
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2006/AL//30
A divergence between private and social costs

A. may notexist even in the absence of private property rights.

B.  will never exist with private property rights,

C.  will never exist with government intervention.

D. may still exist even if transaction costs are zero.
2007/AL/V/30

Building a highway creates a nuisance for the environment nearby. Land prices near the highway often increase after the
announcement of the route. This implies that

A, The government has selected the location of the highway accurately.

B.  The benefits derives from the highway outweigh the nuisance created.

C. Pollution is inevitable when the economy develops.

D. There is necessarily a divergence between private and social costs.
2008/AL/1/28

In many countties, residents in apartments are not allowed to keep dogs, but residents in garden houses are allowed to do so.
Which of the following statements is correct?

A. The nuisance of dogs barking is transacted in the market.
B. The diversence between private and social costs increases whenever dogs are allowed to be kept.
C.  The divergence berween private and social costs decreases whenever dogs are not allowed to be kept.
D. None of the above.
2008/ALA/30

The strict enforcement of a no-smoking law

A. il eliminate the divergence between private and social costs with respect to the effects generated by smoking in
public,

B.  wili reduce the divergence befween private and social costs of public smoking.
C. mayincreasc the divergence between private and social costs of public smoking.
D. is morc cfficient than the absence of this law because the poll shows that the majority of people support its
passing,
2009/AL/1/28

Adivergence berween private and social costs

A, may exist even if transaction cost is zero.
B. may exist even if alf resources are allocated by using market prices.
C. implies the efficiency condition is violated.
D. implies the absence of private property rights.
2010/AL/1/28

In 1920, A.C. Pigou of Cambridge advanced the argument that, with a superior road and an inferior road. car drivers flock to
use the superior road and cause tralfic congestion.

A.  There isa divergencc between private and social costs in this situation.

B. Atax imposed by the government on the use of the superior road will reduce the divergence between private and
social costs.

C. Iftheroads are privately owned. a higher toll will be charged for the use of the superior road.

D. All of the above
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2012/AL//28 : 2014/DSE/N/19
A.C. Pigou observed that the sparks of passing trains harmed the crops of farmland near a railway. However, the noise of the ‘Which of the following are ways to lessen the problem of divergence between private and social costs in Hong Kong?
trains also scared away the birds feeding on the crops and because of this the price of the farmiand rose. Which of the
following statements is correct? (1) to collect a sewage charge
(2) tocollect a university tition fee
A. A tax imposed on the use of the railway would reduce the divergence between private and social costs. (3) tocollect acharge on clectricity
B. A subsidy granted to the farmers would reduce the divergence between private and social costs. 4) to coflect a levy on plastic bags
C. There is no divergence between private and social costs when the price of nearby farmland reached a maximum.
D. So long as the market value of nearby farmland continued to rise with more trains passing, there was no (1) and (3) only

(1) and (4) only
(2) and (3) only
(2) and (4) only

divergence between private and sacial costs.

oWy

SP/DSE//18
In which of the followiny situations will there be NO divergence between private and social costs / bencfits?
2015/DSE/N17

A.  Achemical factory upstream pollutes a river without considering the damage inflicted upon fish farmers Which of the following is an example of the divergence between private and social benefits?
downstream.
B. Adiner smokes in a restaurant without considering the cffects on people nearby. A. A sccurity guard watches live concerts when he is working in a concert hall.
C. A farmer raises some sheep which damage the crops of nearby farinland owned by the farmer. B. A tourist enjoys the music performed by a singer on the street and he does not pay for that.
D.  Apianist plays the piano at home and receives no payment from his neighbour who enjoys the music. C.  Arcsident living next to a karaoke lounge cannot fall asicep because ofthe noise.
D. After the removal of the airport, the market value of the residential flats in that region increases.
2013/DSE//18
Suppose the market cquilibrium output fevel is greater than the efficient output level, It implics that 20)8/DSE/N/23
Recently. unmanned aircraft systems have become very popular but using those aircrafts in urban areas has caused noise and
A. total social surplus will increase if output is reduced towards the efficient output fevel. safety concerns. The Civil Aviation Department is considering regulating the manufacture, impost and sale of unmanned
B. atthe equilibrium output level, marginal benefit is greater than marginal cost. aircraft systems.
C. the sum of consumer surplus and producer surplus is maximized as the market output leve] satisfies the
equilibrium condition.
D. government intervention is necessary to reduce output as there is over-production.
2013/DSE/N/20
A beekeeper keeps the bees for their honey. The bee-keeping bencfits the farmers in the orchard nearby because the bees help
pollinate the fruits in the orchard. Which of the following, statements about this case is correct?
A.  There will be adivergence between private and social benefits and the honey is over-produced.
B. The beekeeper should be subsidized by the government to improve econoric efficiency. It is an example of divergence between private and social __ and the solution is being considered to reduce
C. Ifthe value of honey is higher than the value of fruits, there is no need for the government to intervene to correct the divergence.
the externality.
D. There will be no divergence between private and social benefits if tbe orchard nearby is owned by the beckeeper. A
B.
C.
2014/DSEN/18 D.
Korean pop singers are becoming more popular in Hong Kong. To these singers. which of the following are their private
benefits? 2020/DSEN21
(1) the rise in royalties from the sales of their albums @ The Wnite Moose Caté
(2) the rise in sales revenue of Korean-designed fashion Mey 6 BN
(3) the rise in the number of tourists visiting Korea ““SCREAMING CHILD TAX™
(4) the rise in revenue shared from their concerts held in Hong Kong ::;‘:::fw:‘;‘:: ::;:mm :"’w’;’::‘:“;mm
chilg s sereming, 3n sutomatc 15% surcharge wilt be oopied %o your
A.  (1)and (3) only Bl Far evary further scroaming Ghilé YOu ave in your grous, ad
addltional 10% wil be addoad,
B. (1) and (4) only
C. (2)and(3) only Wi trust yo understnnd pur pozition.

D. (2)and (4) only

SaPom 4K Comments 533 Stxes

With refercace to the above information, which of the following statcments is comrect?

Children scecaming in the café nosulis in negative externality and all caféz should imroduce

similar policy to restore efficienese a A ]
The exua chasge on serexning children increuses the marginal private 2ost of the groups with TR AR T
screaming chitdren.

Thic “serenrmung child tax” is & povemment sofution 1 e diverence hetween povute and secial

SO,

D.  The screaming child 1axss 3 kind of discrimination aed should net be tmposed.
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Short & Structured Questions

1985/AL//7
*Education benetits society, therefore if the government subsicizes education. the society will benetit more.”

(a) Critically evaluate this statement. ([t is essential to remember that the production of goods also benefits society,)
(b) It is sometimes argued that if more people are educated, then in daily social contacts the uneducated may learn from the

educated free of charge. For the sake of argument, defend government subsidization under this condition.

1986/AL/1/10
The following data show that a factory, in the process of production, pollutes and inflicts damage on the neighbouring
properties.

Level of Total Total Private Total Damage to
Output Revenue Cost Property Owners
$ 3 $

100 180 130 34

200 360 270 66

300 540 420 96

400 720 580 124

500 900 750 150

600 1080 930 174

700 1260 1130 196

800 1440 1440 216

(a) If the factory owner seeks to maximize his own gain and ignores the damage inflicted on his neighbours, what will be
the level of output? Explain.

(b) Assume all transaction costs are zero. If the factory owner has the right to inflict damage on his neighbours, what will
be the level of output? Explain.

(¢) Again assume all transaction costs are zero. If the property owners in the neighbourhood have the right to restrain the

factory from polluting, what will be the level of output? Explain.

1988/AL//7(a)
The Hong Kong Cross~Habour Tunnel is often congested and takes time to cross. Time is valuable. In principle, it is possible to
raise the toll to reduce or even eliminate the traffic congestion.

If congestion occurs, explain why a tunnel user will generate a divergence between private and social costs. and why an increase

in toll charges will reduce or eliminate this divergence.

2005/ALN/7(a)
The Chinese government subsidizes the training of promising athietes. Some of the athletes have become sports stars. such
as winners of Olympic gold medals.

On what economic ground could this subsidization in training athletes be jostitied?
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2007/ALA/T(a)

The Hong Kong government has imposed a strict and severe no-smoking [aw, prohibiting smoking in most public areas.
Milton Friedman said that cach and every individual should have the freedom 10 harm himself. including committing suicide:
however. in doing so he may inflict damage on others and create a social cost problem. One who smokes cigarzttes enjoys
smoking, but may inflict damage on the health of others nearby.

How would you assess the social gains and costs of our new no-smoking law? Can anyone be certain that the social gains are
greater than the social costs?

2008/AL/1/7(b)
Large shopping centcis everywhere tend to charge much lower rents for anchor stores, or stores considered as big draws
atiracting visitors or shoppers to thic centers, than ordinary retailers.

Fixed rents per square foot charged to anchor stores are often only small fractions of the fixed rents charged to smaller shops
not noted for their drawing powers,

The anchor stores are drawing shoppers, which benefits the non-anchor stores. In what sense is there a divergence between
private and social costs? In what sense does this divergence not exist?

2015/DSE/I/12(d)

Research shows that the “Individual Visit Scheme” of mainland tourists has brought economic benefits to Hong Kong.
However, more and more Hong Kong residents have called on the government to reduce the number of mainland tourists to
Hong Kong under the Scheme.

Seme residents complained that the large sumber of tourists overloaded the public transportation system, resulting in a Jarge
increase in travel time for all passengers. Explain, in terms of externality, why inefficiency may exist when the transportation
system is overcrowded. (4 marks)

2016/DSE//4

These years many customers like to take photos of the food they have in restaurants and share them on social media.
However, some high-end restaurants do not allow their customers 1o take photos. Explain how the “photo-taking-and-
sharing” behaviour of the customers may involve externality. (3 marks)

2017/DSE/N/4

Pokemon Go is a popular game for which gamers need to move around different places with their smartphones to catch the
cyber-pet. Its developer has placed hotspots in different areas where many garners are attracted to gather. Some restaurants
in remote areas found their business sharply increased as they are located near these hotspots.

(a) Based on the above information, explain, in terms of externality, how the placing of the hotspots may result in
inefficiency. (3 marks)

{b) How may such a problem of inefficiency be relieved by market? (2 marks)

2019/DSE/I1/4

Gettipg vaccirated is an effective way to prevent infection and protect oneself from flu viruses. Using the
concept of exterpality, explain why the government provision of subsidy on Scasone! Influetza Vaccination
(R =R 5 #5) may Imprave economic efficiency. - (4 marks)

L TLL LT

339



5. Roles of Govesnment
MARKING SCHEME
1985/AL/1/02 1992:ALM123 19987 AL/ 20006:A1.41730 2013 DSEAR0
B D A ENERY D 1695}
1985/ALT:23 1992:A1./1:24 1898/AL/10 2007/A1T430 2014DSEINS
D C A B(63%) B (83%n
1986/ AL/T/06 1993;A1/1/08 1999/AL /19 2008/AL2B 20 14/DSEA/ 19
B 3] © A(38%) B (S1%)
1986/ALA/25 1994/AL/1:08 1999/AL27 2008/AL/30 2015/DSENAT
D B B C (45%) B (45%!
1988/ ALY 19947/AL/1/15 2000/AL/719 2009/ALT28 2018/DSE/23
D B D B (47%) B(73%)
1990411725 1995/AL/N23 2000/AL/20 2010/AL/E28 2020/DSE21
A D 2 D (73%%) B
1950 AL:1/30 1996/ AL/21 2003/AL/127 2012/AL1/28
B 8 A C (23%)
1991/AL03 1997/ AL/27 2005/ AL/T/29 SP/DSE/L/18
§ © C(37%) Cc
1992/ ALN22 19977417128 2006/AL//2Y 2013/DSEi18
D B A{71%) A (52%)
Nate: Figures in bracleets indicite the percentages of candidates choosing the correct answers.
1985/AL/17

(a) NMore of all goods. including housing, cars and education, is beneficial, but we cannot have more of all goods. Ti'the
government subsidizes cducation, more of it will be produced and consumed. Whether socicty hencfits depends upon
the value of the extra education (beczuse of the subsidy) compared to the vilue of the other goods which the society
would have to sacrifice i order fo have the extra cducation (i.e. marginal bepetil versus marginal cosl). b general,
because of the subsidy, the marginal cest of education to society would exceed its marginal benetit.

(b) Coandidates are expected to knew that this part of the guestion concerns the divergence benween prvate and social
benefits. If the cducated cannor charge 4 Ree for the benefit they generate to the uneducated, then trom the sociely s
pomt of view they will tend to under-invest o edocation. inthe sense thatthe marginal cost of more education to ther
will fall short of the marginal social Benetit. Subsidizing education by the goverruneal will therefore Jead lo marginal
aain te sociery.
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1936 AL:4/10

Levelof Marginal Muargina Private Marypinal Marginal Social
Output Revenue (VIR) Cost (MPC) Damage Cost (MSCh

100 } R0 130 34 ted

200 {30 140 2 172

300 1S0 150 30 130

400 1S0 160 28 8%

500 180 170 26 194

600 130 150 24 204

700 180 200 ) 222

S00 180 310 20 330

(a)  A00 units. where MR ($180) = MPC ($180) and the private gain is maximized ($150)

(b) 306 unmits. where social surplus is maximized (§24). Tf the factory owner waits to increase eutput to. say. 300 units. the
marginal protit from this inccemeat is $20, buf the marginal damage to the ncighbours is $28. The neighbours theretore
vifl pay the factory owner $20 ro cut sutput back te 300 units.

{c)  Again 300 units, where the social surplus is maximum ($24). If'the neighbours scek to reduce the factory’s output to,
say, 200 units, the marginal reduction in damage is $30. Since the marginal profit (from the 3% 100 units) is $30. the
factory owner will be able to pay and compensate neighbours 1o take the marginal damage.

1988/A L/ 7(a)

If congestion occurs. each user will slow down the spevd of others, thereby imposing titoe cost upon one ancther without
compensating them for this cost. The social time cost generated by one driver is the time cost of himself as well as the time
cost he imposes upon all other drivers. whereas the private cost is the time cost to this one driver only.

A toll will reduce the traffic congestion, thereby reducing the likelthood of one user imposing time cost upon otbers.

The presence of exterpal efleets. such as national pride or glory, may vield values to citizens at farge. as most if not il
Chinesc in some mcasure enjoy a greater number of gold medals won in the Olympic Games. It would be highly difficult to
collect payments for this type of external beneficial clvets from all those enjoying the results of'the training, {Transaction
costs may be mentioned here.) Does mational pride worth something to the citizens? QFf conrse But since payments are not
entoreed there s o way we can assess sctually how much the citizens would be willing 10 pay.

2007/ALA Ta)

Social gains:  Non-smokers™ exposure 1 secondhand smoke is karmful to them health. and they are not compensaled by the
smokers who are responsible for such 4 negative externality. A ban on smoking can climinate the existence of
this negative externality.

Social costs:  Smoking generates marginal besefit (NB) to smokers which exceeds its marginal social cost (MSC) at some
Jevels. o maximize toral social surplus {smokers” consumer surplus and tobacco compranies’ producer
surplusj, the “efficient fevel of smoking” sbould be that smokers are allowed to smoke until their M{SYB
eguals MSC. S ban on smeking wilh lead 10 under-productiont and a deadweight loss.

Sosiety will wain from a ban on smoking only if such secial gains and larger than the social costs.
1t is virtaally impossibie to show whether the social gains are grealer or smaller than the social costs in this case, hecause

there is no giideline (o properly estimaie these pains and costs. When peaple are sot asked or oot required  pay, as they do
wm the market, any such estimate is not rehable.

341



nomics by Topic
2. Rales of Government
2008/AL/T(b)
There s a divergence between private and social costs in the sense that the auchor stores generate spillover beaelits to the
smalter shops.

Thers is no divergence between these spillovers are all caplored by the owners of the shopping ceaters, and because the
anchor stores are capturing rheir ¢wn beneficial spillavers by paying lowver rents. On the other hand. the smaller shaps.
which puy higher rents. are nerusally buving rhe spillovers bencficial 1o them

2015/DSEA/12(d)

Negative externality / divergence between privats ind social coss (X))
When the public transportation systeny iy overcrowded (i.2.. at fuil capacity k. any addiional passenger using, the systen
would increase the time cost [or other passengers without flaving to compensate them for this extra cost nmplying a
divergence between private and social costs) As marginal socid cost 33 now higher than marginad sucial beacll the aumber
of passengers using the system would exceed its gfticient Jevel, 3

2016/ DSET/4
Taking photos may distud other people w the restaurantssshasing the photos in the social media may disclose the desian of
dishes. Both possibilities nay bave an undesirable effect on the revemieprofit of the resrauzonts. but such offects are ot
compensatcd (fnancially or otherwise) by the photo-takers. Such phoro-taking-and sharing behavioar may thus invelve
negative externality (external cost is involved)

w

OR
Taking photos and sharing them in soci) media may have a promotion effect, altracting more customers-bringing hygher
revenue:profit-to the restaurant, but the photo takers do not receve compensation for such benefits, Such photo-taking-and
sharing behavious may thus involve positive extemality (external benefit is involved). (3j

20177088/ 4

ta) Positive extornality. Restaurants in remote areas egjoy benefits from increased busioess due to the game developer's
choice of hotspots locations without paying the developer. So extemal benefitexists and marginal social benefit is
greater than marginal social cost. The number of existing hetspots near the restaurants is lower than that required by the

efficiency leval. 3)

(b} The restaurants may pay the game developer to increase the hotspats nearby. 2)
OR

The game developer may charge the restaurauts for placiug mare hatspots near them, )

2019/DSE/ /4

Getting vaccipated protects omeself ac well as Jowering the chance of others being @)
infected by flu. Since the person receiving veccinstion is not compensated by others

{whose chaaces of being infected are reduced), there exists externsl bemefit, with

marginal social benefit cxcecding margina) social cost. This implies that the mumber of

people getting vaccioated is below the efficient level. Subsidy ¢zn increase the quantity

of vaccination wwards the efficient level and thus mamow the gap hetween marginal

social benefit and marginal socigl cost
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92 EQUITY

(Note: The concept of equity was not included in the AL syllubas. The only relevant topic is about wage determination in
the fuctor market.)

Multiple Choice Questions

1985/AL/1/23
Which of the following groups would most likelv be harmed by a minimum wage law?

A, teenagers with low productivities.

B. saluesmen whoarepaid by commission.

C.  waiters who are paid mainly by tips.

D. technicians skillcd in specialized techniques.
1991/AL//12

Workers in Hong Kong carnhigher wages than those in the Philippines because

there is a smaller labour supply in Hong Kong.

the labour unions in Hong Kong are stronger.

the workers in Hong Kong are more productive than those in the Philippines.
. the living standard in Hong Kong is higher.

gow>

1991/AL/N24
God miay have startet! oui to create all men equal, but our parents intervened. Natural diffeerences in abilities, attributes and
tastes go far to explain wage diffierences. Economics tells us that

the government should therefore set things right, and a socialist state is thercfore preferable.

the best condition is from whom accordiag to ability and to whom according to needs.

with equal education, people will have equal ability.

. with private property rights, the more productive your labour and the greater the demand for your services relative
to its supply. the higher vour wage rate.

gowp

1993/AL/1/26
The more human capital an individual worker brings to the labour market,

A.  the higher will be his marginal product,

B. the easier it will be for him to find work.

C. the more difficult it will be for him to find work.

D. the more hours oflabour he will be willing to supply.
1993/AL/1/30

An employer observes that when one employee is sick (and does not come to work), the vaiue of output falls by $500 per
day. If two workers arc sick, the value of output falls by $1 200 and when three workers are sick the value of output falls by
$2 100. Suppose the wage rate ts $750 per man-day, the employer should

keep the same number of wurkers.
fire one worker.

fire two workers,

fire three workers,

uow>
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1996/ALM1/03
In a competitive labour market. two industries require the same type of labour. Suppose the marginal productivity of fabour

in Industry A is higher than that in Industry B. In the absence of transaction costs. which of the following statements is
corzect?

A. Iflabourers are switched from Industry B to Industry A, then the valuc of the total output of the industrics will
increase.

B. Employers in Industry A will lay off some workers who will then be employed in Industry B,

C. The labour demandcurve for industry A will shift upward and that for industry B will shift downward.

D.  The labour demand curve for Industry A will shift downward and that for Industry B will shift upward.
1998/AL/1/04

In a compenitive market. the observed wage rates of men are generally higher than those of women. This implies

A.  more men will be employed.
B. more women will be employed.
C. the marginal productivity of men is generally higher than that of women.
D. None of the above.
1999/AL/M/26

In a competitive labour market, the wage rate received by a worker depends on

A.  his marginal prodactivity.
B. the alternative offers he receives.
C. the market demand for the product he produces.
D. All of'the above.
2007/AL//L7

A researcher reported that people with good fooks receive an income about 5% higher than average workers, other abilitics
adjusted. This implies

A.  discrimination.

B. good looks are a capital asset.
C. it pays to dress nicely.

D. All ofthe above,

SP/DSENN19

Study the following Lorenz curves of two economics.
% of % of ]
income income |

/

S

% of househiolds

/ /)

% af households

Lorenz curve of Country A Lorenz curve of Country B

From the above diagrams, we can conclude that

the income distribution of Country A is more even than that of Country B.
the income distribution of Country B is more even than that of Country A.
the high-income group in Country A eamns a higher income than that in Country B.
the high-income group in Country B earns a higher income than that in Country A.

onwp
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PP/DSE//18
The following table shows the Gini cocticient of Economy A from Year 1 to Year 4.
Year Gini coefficient
1 0.534
2 0.563
3 0.609
4 0.614

Based on the above information, which of the following starements is/are correct?

(1) The income ofhigh-income households increases while the income of low-income households decreases.
(2) The income distribution becomes more uncven.
(3) The general living standard declines.

A. (1)only

B. (2)only

C. (3)only

D. (1), and(3)
PP/DSE/I/19

Which of the following is the most likely effect of an effective minimum wage law?

Income distribution will become more even,
Total wage earnings of workers will rise.
The emplayed population will increase.
Non-price competition will emerge.

onwy

2012/DSE/N/20
The followiny diagrams show the Lorenz curves of Country A and Country B:

Couony A
% of income S % of income Ee
g ¢ A
2 E
s 8

09
oF 09

oy

07
or

20 40 60 20 4 &0 80

80 100 ] 180
% of houscholds % of houscholds
According to the above two diagrams,

Country B has a higher national income than Country A.

the low income group of Country B has a higher income than that of Country A.
Country A has 2 more cven distribution of income than Country B.

Country A has a larger Gini coefficient than Country B.

oowy
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2012/DSE/1/21
Which of the following are possible causes of income inequality among individuals?

() difference in race
(2) difference in capital ownesship
(3) difference in health

A. (1)and (2) only
B. (1) and (3) only
C.  (2)and (3) only
D. (1), (2)and (3)
2014/DSE//20

Which of the following polices can reduce the Gini coefficient based on post-tax post-social transfer monthly household
income in Hong Kong?

A. 1o raise the standard tax rate on salaries tax

B. 1o reduce the marginal tax rate on salarics tax

C. to reduce the amount of Comprehensive Social Security Assistance Schemes (45 45 %L %y (& (97 4% 8 51 )

D. to grant an equal sum of money to the Mandartory Provident Fund acconnts of ¢very employee
2015/DSE/N/21

Suppose the post-tax Gini coefficient of an economy is larger than its pre-tax Gini coefficient. This implics that

A. The government has increased the amount of transfer to the poor.
B, The tax systemof'the economy is likely to be regressive.
C.  The problem of income inzquality is worse than that in the previous year.
D. The govemment should reform the tax system.
2017/DSE//20

Li Ka Shing Foundation gave HKS5 000 to each 2017 HKDSE candidate living in those remote districts with lower average
household income. Which of the following statements about this unconditional gift is correct?

A. It reduces the income inequality as a Jarger portion of the receivers of the gift are from lower income group,

B. It increases the income inequality as it is unfair to the candidates living in the non-remote districts.

C.  Asthe money is given to all candidates living in those remote districts, income distribution remains unchanged.
D. It helps equalising opportunities as those candidates will study harder to improve their exam results.
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2017/DSE/N/21

The following diagram shows the Gini cosfficient of Hong Kong based on original household income.
0.60
0-’8 ~
056 4

858

052
Gini coefficient
based on origival
household income 48

5
@
Q
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0842

040 L " 2 :
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Based en the above diagram, we can conclude that

A.  the income level of Hong Kong people increased.

B. income for high income household increased while income for low income household decreased.
C. the weitare policy failed (o reduce the income inequality.

D. income gap had been widening,

2017/DSEN/22

The Work Incentive Transport Subsidy Scheme helps low-income earners reduce their cost of traveling to and &om work
and encourages them to get a job. Workers meeting certain criteria. such as moathly income and asset limits, are eligible to
set the subsidy. Which of the following would likely occur after the impl ion of this scheme?

(1) Labour supply would increase . .,

(2) Labour productivity would increase.

(3) Geographical mobility of labour would increase.
(4) Income inequality would decrease.

(1) and (2) only
(3) and (4) only
(1), (3) and (4) only
(2), (3) and (4) only

oW
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2019/DSE/i/16
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Which of the following poficies would result i the above change in the Lorenz carve ba Hoog Kong?

A, jowering fhe profis tax rates :

B. roducing the mlamics tax allowance c

C. inaewsing the progresdivity of the saleries tax

D. raising the air passenger depxre tax .
2020/DSE/13

In recent Years, tie mise in demand for private cars | Chind has atwacted Volkswagen, a German car

manufacturer, 10 set up car manufecturiog factories in China.

The above case illustrates the

.. private cars are sold to the highest-valued users it China

A rationing

B.  ratioming . fewer buvers are willing 10 buy private cars wn Gennany

C.  allocative ...... the supply of privace cars fafls in Germany

». allocative ... more resowces are allocated (o tie production of private cars in Ching

Z020/DSE/N/19

Study the following news extract,

function of price becawse .

In the Iast decade, the rent of residential units in Berfin was doubled duc 1 continvous increase in demand.
{ To deal with the probient, the Berlin govermment imposed a *Rent Trozen Bill’ under which che rent of

§L residential wnits was ot allowed 10 incresse for a1 leas: 5 vears.

Suppose a similur bill is implemented in Hong Kong. Which of the following statements is correet?

The Gioj coefficient will increase.
The property tx revenve of the govamment will increasc,

oowy

The property awmers will have higher incentives to renavate their flats,

There will be a deadweight toss if the d d for residential units keeps on increasing.

2020/1D8E/1/22

Study the following two Lorenz curves.

Lorenz curve of Countrv A

100
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/

/

Camulative 59

/

of income
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P

—
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100

Cumulative pereentage of households

Compared with Country B,

the Gind eoefficient of Country A is larger.

Lorenz curve of Countrv B

100 }‘
80 J
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of income 49
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[
I

20 0 0] 80

100

Cumulative perceniage of households

the top 20%% of houscholds in Courtsy A bave less rocal incore,

A

B.  Country A has 3 higler standzsrd of living.
<.

D.

Country A has 2 more even income distribwtion.

2020/D5E// 23

The {ollowing table shows the data of average anmual incene camed by women end men according 1o their

age in 2018,

Average snnual incoree of women |

Average annual income of men

Age (HKS) | (HKS)
20-29 122008 121000 i
1

50-59 | 482000 : 645000

Which of the following may explaia the phenomena shown by the above data?

(1) Women wad to leave the job aparket earlier than mem for taking care of the family, leading to fewer

woraen 1e 1ake up senior pasitions in companies.
(2)  Scx discrimination jn labour market exisis ¥ the older generasions.
(3) Accumulation of human capital conmibuices to the differcnce in incame berween different age groups.

vowsy

(1) enly
{2) only
{3} only
(1), (3) and (3)



i
nomics by Topic
Roles of Government

Short & Structured Questions

PP/DSE/II/11(d)

Under the School Textbook Assistance Scheme (STAS), needy students are granted subsidies to cover the costs of textbooks
and miscellaneous school-related expenses. Explain how STAS can enhance equity in Hong Kong society. (4 marks)
2012/DSE/NI/4

According to a report of the United Nation in 2008, the Gini coefficients of Hong Kong and Beijing were 0.53 and 0.22
respectively.

(a) Was the income gap between the rich and the poor in Hong Kong wider ot narrower than that in Bejing? (1 mark)
(b) Explain how an increase in the standard tax rate of salaries tax will affect the post-tax Gini coefficient of Hong Kong.

(3 marks)

2012/DSE//10(b)
In 2011, the Financial Secretary announced the “Scheme $6 000™ which provides $& 000 to each Hong Kong permanent
resident who is 18 years old or above.

Do you think that the government should introduce the “Scheme $6 000 to improve equity in the Hong Kong society?

Explain. (4 marks)
2013/DSEAL7
Table 1 shows the Gini coefficients by occupation of Hong Kong in the years 2006 and 201 1.

Table 1

Gini Coefficient
2006 2011

Construction 0.362 0.385

Financing. insurance, rr,.al 0.544 0548

¢state and business services

(a) According 1o Table I, which occupation has a smaller income inequality among its workers? Give TWO possible
reasons that acceunt for such a difference in income inequality. (4 marks)

Table 2 shows the employment distribution by industry section of Hony Kong in the years 2006 and 2011.

Table 2
Employment distribution by industry section
2006 2011
Construction 8.0% 7.7%
Financing, insurance, real o o
estate and business services ol ke

Table 3 shows the Gini coefficients of Hong Kong in the years 2006 and 2011.

Table3
2006 2011
Gini Coeflicient 0.533 0.537
(b) How may the data given in Tables 1 and 2 help explain the change in the income inequality of Hong Kong as reflected
in Table 3? (4 marks)
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2013/DSEAN/11
The government has launched the “Work Incentive Transport Subsidy Scheme”, with the following objectives:

(1) To relieve the burden of travelling expenses commuting to and from work on the part of low-income
houschelds with employed members

(2) To promote sustained employment
Applicants must meet the monthly income and asset limits of the household (e.g. for a single person, the monthly income

cannot exceed $7 300 and the assets cannot exceed $72 000) and work no less than 72 hours per month in order to apply for
a subsidy of $600 per month.

(a) Do you think that the scheme can achieve the above two objectives? Explain. (4 marks)
(by (i) Discuss the effects of the scheme on income inequality. {3 marks)
2015/DSE/TY/8

The government is considering spending a certain sum of its budget surplus on the fallowing two proposals:

Proposal 1: To extend tie free education to 15 yeurs
Proposal 2: Tv provide unemplyyment benefits

Evaluate the two propesals in terms of equality. (4 marks)
2016/DSEAV/I11

Medical service is one of the basic human needs.

Source B: an extract fiom the Hospital Authority webpage
The Hospitul Authority is committed to providing community-based primary care
services, (ur target patients include the elderly, low-income individuals, and patients
with chronic diseases.

(c) With reference to Source B, explain how the services provided by the Hospital Authority can enhance equity. (2 marks)

(d) Many people argue that public clinics should raise the fee to reduce the waiting time. Evaluate this argument in terms
of quity. (2 marks)

2017/DSE//) 1(c)
The government of Country X introduces a per-unit subsidy to the education services of private universities.

Explain whether subsidizing education can help improve equality. (3 marks)

2019/DSE/IN/2

Li Ka Shing Foundation offered an uncorditional cash gift of $5000 %o cack 2018 HKDSE candidate living
in Yuen Lorg, Tuen Mun and Islands districts under the project ‘Decide Well, Spend Wisely.

Swmtement A:  The praject can improve the public examination resuits of candidates in those districts,
Statement B:  The project cun improve equity in Hong Kong.

(@  Explain whether Statement A is a positive statement. (2 marks)

®) Justify Starzment B. (4 marks)
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MARKING SCBEME

198S/AL/128 19937AL430 2007/ALT 2012/DSE/L20 2017/DSEA/28
A (o D D (82%) A {68%)
1991/ALA 12 1996/ ALAD3 SP/DSEA19 2012/DSEA2T 2017/DSET/21
o A B D (64%0) D(91%)
1991/AL124 1998:AL/1/04 PP/DSET/18 2014/DSEV20 2017/DSE/
D C B A (73%) C (73%)
1995/ 41 1999 AL/26 PP/DSE//1Y 2015/DSEN) 2019/DSEA Y
A D D B (63%) C
2020/DSEA/13 Note: Figures in bruckers indicate the percentages of cundidutes choosing the correcs answers,
(S 20207 DS 1
D 2020:DSE:
N D 2
¢
PPIDSEALT ()
The STAS increases the income of'the necdy students” familics while the sich families cannot enjov this bepefit. (@3]
The STAS will help equalize opportanitics as it heips the needy students further their studies. Education e increase future
imcome of the needy students so it may help narrow the income gap over time. (%
2012/DSEN4
ta) Wider 43!
(b) Lower. because (5]
higher income group has a lower post-tax income while the income oflower incame group remains unchanged 2)
2012/DSE 1/ 10(b)
Equity is a subjective concept that involves valus judgments. / Bifferent people use different standards of equity. @)
Yes, because the $6 000 rusults jn a higher percentage increase in income of the poor. (8]
oR
No. as itdoes mot help cqualize opportunities. Relative to the rich. the poor da not get more resaurves to improve their
productivity / increase future income. [}
OR
No. as it is not equalizing outcome as not evervene can benefit from the scheme. e.g, non~permanent residents and residents
who are below 18 years old are not eligible for the §6 000, )
2013/DSE/E?
ta} Construction. (1)

Thisis because the entry to a particular oceupation is closely associated waih a person’s human capital, which tends to
be more homogeneous among e construction workers than among finance professionals. )
The construction industry often pays rheir workers by tims rates. which are more or less uniform across wotkers. In
addition to basic salarics, compevsations to the employees of fnancing, iosurance, real estate and bosiness services
often include performance-based commissions. bonuses and profit-sharing. which may result in a greater diversity of
tncone within this industry. (2)
(Max: 3)
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(b} The Gini coetTictent. whichreflects the degree of tncome ineguality, has increased o the HK sconemy as a whole. (1)

As shown in Table 1, inconmie inequality tu both industries has increased. Other things being equal, this would
contribute to the increase in the income incqguality in the entire economy, (2)
As shown in Table 2. there is an increase in the propostion of wetking population in the industey with a larger disparity
ofincome {i.¢. financing, insurance. real cstate and business services) and a deerease in the industry with a smaller
disparity efincome (i.e. constriction). Other things being zqual. this changing pattern of employment disribution
across the two industries would contribute to the increase in the income incquality in the entire ceonomy.

-~

2)
)

(Max: 3

2013/DSEM

{(a)  Objective (). Yes, as it provides cash subsidies relieving the burden on travelling expenses. (2}
Objective (2): Yes, if the WITSS continues to subsidize the workers on ravelling expenses. (2)
OR
Objectivi (27 No, a5 employment (as well as unemploviment! largely depends nn the wpgregate demand and supply of
the economy (which may fluctuate over umej rather than the WITSS. o]

(0 {i1) Te helps to redage the Income incguality. Thelps cqualize outcome as 1t provides extra money {or the Jowe
meome group only # it increases theic opportnity of finding a job veth higher incosne because they can travel
Farther away fiom their residential area {(3)

2055/DSE!
Proposal 1:
Equalizing opportunitics;

Free education for longer years means that the poor are able to receive more educarion and improve their productivity and
hence income-sarning power in the future. (vl

Proposal 2:

Egnalizing mcome/ontcome:

More welfare payents to the anemployed could help reduce the income inequality between the employed {richt and the
uncmployed (poor). (2

20(6DSEAL) L

{¢) Equalize incomeioutcome: basic medical service acts like a transter or subsidy-in-kind. cnjoyed mainly by the low-
income group; The high-inconic group may choose not to "queuc up” for such medical benefits and turn to private
medical service instead. 2

OR

Equalize opportunitics: basic medical service provided (o patients with chronie discases would improve tieir health,
allowing them to sontinue to work and varn income. Therefore, their incone would not be affected by their ability 1o
afford mudical service (their background), but rather by their wwork ¢fTort. @

(d)  Equity:
After the fee raise, the peor may no Jonger be able to afford the foe and rhus be deprived of the opportunity 10 enjoy the
medical services. Equity may be worsened as the poor cannot enjoy the trausfer/subsidy while the rich can still use the
service, [©]

OR
After the fee raise, the poor may no longer be able to aftord the fee and thus be deprived o fihe oppartunity 10 enjoy the
medical services. The poor may then be deprived of the chance to work and carn income due to their poor health.  (2)

2017/DSEAL 1 (c)

Yes. Subsidizing education is a measure 1o equalize opportunities, so the poor will pot be deprived of university education

due to financial constraint. Education could also rarse their future income, thus reducing income inequality aver gencrations.
3

P s b s P A =
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2019/DSE/I/2
(2) Statement A is a positive statement because it is refatable by fact.

{b) Equalising income: the districk are with Jower avelﬁgc househald income $o this
cash will kelp narow the income gap.

Equalising opportuniry: the subsidy on educetion will exhance the chance of the
poar to get higher education without being hindared by teir backgrounds.

Q)

@

max: 4



