
2016 HKDSE Economics Marking Scheme 

Page 2 

Marking Schemes 

 

Paper 2 

1. The full cost of buying the new model includes the price of new model (monetary 

cost) plus the time spent logging in in the website. 

(1)

 The resale value of the new model is not a forgone option. (1)

 So the cost of buying the new model does not change. (1)

 or 

 The drop in resale value will reduce the (speculators’) demand for the new model and 

therefore reduce the excess demand, 

(1)

(1)

 Lowering the time spent logging in the website and reduce the time cost of buying the 

new model. 

(1)

  

2(a) Public limited company / limited company. (1)

(b) Advantages:  

 - No interest burden @2,

 - No redemption obligation Max: 2

 [Mark the FIRST point only.]  

 Disadvantages:  

 - Diluting the control over the firm @2,

 - Higher risk of being taken over Max: 2

 [Mark the FIRST point only.]  

(c) Reasons:  

 - The cost of advertising can be shared by a larger number of students.  

 - The firm may be able to obtain loans at a lower interest rate after expansion (due to 

availability of collaterals). 

@1, 

max: 3 

 - Better experts can be hired to manage the group to increase productivity.  

 - Any other relevant point  

 [Mark the FIRST THREE points only.]  

  

3 The law states that (holding technology constant,) when more units of a variable factor 

are added successively to a given quantity of fixed factors, the marginal products of 

this factor will eventually diminish. 

(3)

 Yes, (1)

 When labour increases from 3 to 4 units, the marginal product of labour drops from 18 

to 14 units, so the law of diminishing returns holds. 

(2) 
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4 Taking photos may disturb other prople in the restaurants/ sharing the photos in the 

social media may disclose the design of sidhses 

(1)

 Which may have an undesirable effect on the revenue of the restaurants, while the 

photo-takers have not compensated for the action. 

(1)

 There may be negative externality (external cost is involved); (1)

  

5 When the price level increases, the adjustment of input prices is imperfect (due to the 

longer contracts of inputs), so the cost of production in real terms has dropped. 

Quantities of output supplied will increase. Therefore, higher price level would result 

in higher output level. 

(3)

  

6(a) The unemployment rate = 200 000/ (3 800 000 + 200 000) * 100% = 5% (2)

(b) Loss caused by unemployment: 

‐ Loss of output 

‐ Loss of human capital 

‐ Political and social unrest 

‐ Any other relevant point 

[Mark the FIRST THREE points only.] 

@1, max: 3

(c) Economic phenomena: 

‐ Rising real GDP growth rate 

‐ Low/rising inflation 

‐ Rising levels of investment/ consumption 

‐ Any other relevant point 

[Mark the FIRST TWO points only.] 

 

@1, max: 2

7(a) In Country A, the opportunity cost of producing 1C = 6/2 = 3T 

The terms of trade: 1C will exchange for (11/2= ) 5.5T 

As the opportunity cost of producing 1C is lower than the terms of trade, 

Country A will produce and export C. 

 

(1)

(1)

(1)

(b) The gain from trade = 5.5-3-2 = 0.5T per unit of C. (3)

  

8(a) Monetary base = 500 ($million) + 1000 ($million) = 1500 ($million) 

Money supply = 500 ($million) + 4000 ($million) = 4500 ($million) 

(1)

(1)

(b) Change in monetary base = 1500 ($million) – 1500 ($million) = 0 

Change in money supply = [500 ($million) + 1000 ($million) x 1/0.5] – 4500 ($million) 

= -2000 ($million) 

(2) 

(1) 

(1) 
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8(b) OR 

 Maximum total deposit = 1000 ($million) x 1/0.5 = 2000 ($million) (1)

 Change in money supply = [500 ($million) + 2000 ($million)] – 4500 ($million)  

= -2000 ($million) 

(1)

 OR 

 Change in money supply = 0 + (2000 – 4000) ($million) = -2000 ($million) (2)

(c)(i) Fractional reserves banking system (1)

 enables the banks to lend out money and create loans, (1)

 which eventually will be deposited back into the banks as deposits, resulting in a multiple 

increase in deposits / the banking multiplier is larger than unity. 

(1)

(ii) If the legal reserve ratio is 100% or all banks do not lend out their excess reserves, money 

supply will be equal to monetary base. 

(1)

   

9 Illustrate in the diagram:  

 ‐ A leftward shift of demand curve (1)

 ‐ An original kinked supply curve (Q0< equilibrium Q) (1)

 ‐ A new upward-slopping supply curve, over-lapping the original one before quantity of 

quota is reached 

(1)

 ‐ The reduction in P (1)

 

 

10 (a) Monopolistic competition. (1)

 Features: 

‐ Many sellers 

‐ Price searchers 

‐ (slightly) differentiated products 

‐ Non-price competition 

‐ Imperfect information 

‐ Any other relevant point 

[Mark the FIRST TWO points only.] 

@1, 

Max: 2
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(b) Land. (1)

 It is because it as a natural resource which is a gift of nature. (1)

(c) Verbal elaboration: 

‐ Tariff will result in a drop in supply. 

‐ The situation: its demand is more elastic than its supply. 

Indicate in the diagram: 

‐ upward shift of the supply curve 

‐ P increases and Q decreases 

‐ Correct position of buyers’ burden and producers’ burden 

‐ buyers’ burden < producers’ burden 

(1)

(2)

(1)

(1)

(1)

(1)

 

 

(1)

11(a) No. (1)

 Because the public services which are not sold at the market price will be counted 

using factor cost in the GDP. 

(2)

(b) Illustrate in the diagram: 

‐ Price set below equilibrium 

‐ Correct position of excess demand/shortage 

‐ Correct position of deadweight loss 
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 Verbal elaboration: 

 ‐ Price is set at $45 which is below equilibrium (1)

 ‐ Excess demand occurs (1)

 - There is a deadweight loss/ Marginal benefit > Marginal cost (1)

(c) Equalize income/outcome: the basic medical service, a transfer/ subsidy-in-kind, are 

mainly enjoyed by the low-income group while the high-income group may turn to 

private medical service and not enjoy the benefit. 

(2)

 or 

 Equalize opportunities: the basic medical service provided for the patients with chronic 

diseases improves their health, allowing them to work and earn income. Therefore, 

their income is not determined by their background (i.e. health) but their effort. 

(2)

 

11(d) Equity: 

The poor may be unable to afford the fee after the increase in fee and deprived of the 

chance of enjoying the medical services; 

The equity may be worsened as the poor cannot enjoy the transfer/subsidy while the 

rich still can use the service 

(2)

 or 

 patients may then be deprived of the chance for working due to their poor health. (2)

 Efficiency: 

 the increase in price will result in a price closer to equilibrium price, (1)

 reducing the gap between MB and MC or resulting in a smaller deadweight loss. (1)

  

 

12(a) The relative importance of the gaming industry is declining because (1)

 the gross revenue from gaming industry drops faster than GDP at current market price. (1)

(b) Verbal elaboration: 

 ‐ The cash-sharing scheme raises the disposable income of the residents (1)

 - and therefore results in an increase in consumption (1)

 - AD rises (1)

 - and price and output levels rise accordingly. (1)

 Illustrate in the diagram: 
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 - the rightward shift of AD (1)

 - higher P and Y (1)

(c) Arguments for: 

 ‐ Investment increases the potential output over time while cash sharing does not have the 

long-run effect on the economy. 

‐ Investment raises AD directly while the cash-sharing scheme increases AD via 

consumption. It may be the case that the residents do not spend the cash received so the 

effect on AD is weaker. 

‐ Any other relevant point 

@3

Max

: 3

 Arguments against: 

 ‐ A reduction in welfare during economic downturn may result in discontent of citizens 

and political instability. 

‐ The cash-sharing scheme benefits the poor directly while investment may take a longer 

time to boost the income of households. 

‐ Government’s investment may be inefficient such as high administrative cost, less 

sensitivity to price signal. 

‐ Any other relevant point 

@2

Max

: 2

 Remark: At least ONE point For, ONE point Against (1)

  

13.(a) Division of labour/ specialization. (1)

 Reasons: 

Practice makes perfect 

Choosing the most suitable person for the job 

Save time in training 

More efficient use of the capital goods 

Any other relevant point 

[Mark the FIRST THREE points only.] 

@1, 

max:3

(b) Proposal A on current account: 

 an increase in income tax reduces the disposable income (1)

 and result in a drop in consumption, AD and output levels 

 Import will drop, and (1)

 current account will have more surplus/ less deficit. (1)

  

Proposal Bon current account: 

 A fee charged on departing travellers will result in an increase in the cost of using the airport 

to travel. 

(1)

 Travelling industry will be adversely affected, reducing the number of both incoming and 

outgoing travellers. Both import and export of service will drop. 

(1)

 And the effect of current account is uncertain. (1)
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(b) Proposal A on average flight distance: 

 The increase in income tax will not change the relative price of the short-distance flight 

to the long-distance flight, so the consumption of the flights will not be affected. 

@2, 

max: 2

 or 

 Some poor people will be unable to afford the flight after the income tax is increased. As 

budget-constrained people often have short-distance flights, the drop-out of those travellers 

will result in an increase in the average distance. 

 or 

 Some poor people will be unable to afford a long-distance flight after the income tax is 

increased and they will change to take a short-distance flight, so the average flight distance 

drops. 

  

Proposal Bon flight distance: 

 A lump-sum fee charged on departing travers will result in a drop of the relative price of 

long-distance flight to short-distance flight. 

(1)

 A higher proportion of travellers will have a long-distance flight, increasing the average 

travel distance. 

(1)

 Remarks: Maximum for (b) is 10 marks. 

 

  



2016 HKDSE Economics Marking Scheme 

Page 9 

Section C 

Elective 1 

14(a)(i) ‐ Correct position of Qm (1)

 -  Correct position of Pm (1)

(ii) Illustrate in the diagram: 

 Correct position of DL (1)

 Verbal elaboration: 

 - At Qm, marginal benefit is higher than marginal cost. (1)

(b)(i) The reduction in fuel cost reduces the marginal cost. (1)

(ii) Verbal elaboration: 

 The economic efficiency will worsen / more inefficient (1)

 As the output is further away from the efficient level/ the gap between MB and MC is 

larger. 

(1)

 Illustrated in the diagram: 

 - Correct position of new DL/ increase in DL/ the increased gap between MB and MC (1)

 

 
(c) Yes. As two groups of consumers (adults and children) are charged different prices for the 

same good (ferry service) produced at the same cost. 

(3)

(d)(i) If the seafood restaurants agree to raise the price together (1)

 they may engage in price fixing (1)

 which infringes on the first conduct rule. (1)

(ii) If the demand for seafood increases on the public holidays due to more visitors, (1)

 the price of seafood meals will increase. (1)

 or 

 The production cost of seafood increases on the public holidays (e.g. more part-time 

workers are hired), 

(1)
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 so the supply of seafood meals drops causing an increase in price. (1)

Elective 2 

15(a) The production costs of both X and Y are increasing in Country A. (1)

(b) Country A’s opportunity cost of producing 1X = 4Y (1)

 Country A’s opportunity cost of producing 1X = 6.25Y (1)

 Country A has a lower cost in producing X, and thus it has a comparative advantage in 

producing X. 

(1)

(c) 

 Indicate in the diagram: 

(i) The correct position of PA (1)

(ii) The correct position of CA (1)

(iii) The correct volume of export (1)

 The correct volume of import (1)

(d) No. (1)

 Because the opportunity cost of producing X (and Y) will be unchanged. (1)

(e)(i) Effects on economic growth: 

‐ Lower per-capita GDP 

‐ Lower human capital/ labour productivity 

‐ Lower marginal productivity of capital (due to complementarity of labour and 

capital) 

‐ Slower research and development 

‐ Any other relevant point 

[Mark the FIRST TWO points only.] 

@2, 

max: 4
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(ii) Policy: 

‐ Importation of high skilled labour 

‐ Scholarships for overseas students 

‐ Relaxation of immigration policy 

‐ Introducing return migration policy 

‐ Any other relevant point 

[Mark the FIRST point only.] 

@1, 

max: 1

 


