Marking Scheme

The answers provided in the marking scheme are for reference only. They are not the only possible
answers. Alternative answers are acceptable so long as they are well reasoned.

The examination emphasises the testing of understanding, the practical application of knowledge and the
use of processing skills. Candidates are advised to study this document in conjunction with the
examiner’s comments on candidates’ performance in this booklet.

For essay-type questions, candidates are expected to demonstrate an understanding of the question, an
ability to deploy relevant knowledge of the subject in response to the questions, and to present their
answers logically and coherently.

Paper 1
Section A
1. Non-woven Reusable Bags
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Indicate in the diagram:
- demand curve shifts to the right
- area 0P,FQ, > area OP,EQ

Verbal elaboration:

- non-woven reusable bags are substitutes of plastic shopping bags
- the demand for non-woven reusable bags increases

- .. the total revenue increases

2. (a) The labour supply of Firm A = (20 x 100 =) 2 000 man hours.
The labour supply of Firm B = (12 x 200 =) 2 400 man hours.

.". the conclusion is : the labour supply of Firm A is (smaller but) not larger than that of
Firm B.

(b) The labour productivity of Firm B = (120 000/2 400 =) 50 units of output per man hour.
The labour productivity of Firm A = (100 000/2 000 =) 50 units of output per man hour.

.". the conclusion is : the labour productivity of Firm B is (the same as but) not higher than
that of Firm A.

3. Advantage of this payment method to shop owners over the payment method of a basic
salary only:

to increase the incentive to sell more

- to lower the monitoring cost of the work effort

- to share risk of operation with the salespersons

- any other relevant point

[Mark the FIRST advantage only.]

Advantage of this payment method to shop owners over the payment method of a
commission only:

- to maintain a team of staff

- any other relevant point

[Mark the FIRST advantage only.]
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4. Monopolistic competition 1

Features of monopolistic competition:

- many sellers N
- free entry and exit

- heterogeneous products ,
- imperfect market information 1 @, max : 3*
- non-price competition

- price searcher

- any other relevant point

[Mark the FIRST THREE features only.] J
[* Remark: No mark will be awarded to this part if the type of market structure is wrongly

or not yet identified.]

5. (a) Money is defined as a generally accepted medium of exchange. 2

(b) - (not generally acceptable)
Pearls are not generally acceptable as a medium of exchange in trading of goods and
services.

- (not divisible)

Pearls if divided into smaller units will have a fall in total value.
2@, max : 4
- (not homogeneous)

Pearls do not have uniform physical characteristics = heterogeneous in value / The

value of a pearl is not easily recognized.

any other relevant point

[Mark the FIRST TWO points only.] j

6. - (equality:) the tax payments should be in proportion to the tax-payers’ income
- (economy:) the administrative costs of tax collection should be as small as possible
[Mark the FIRST TWO points only.]

NN

7. (a) recession 1

(b) - unemployment rate increases
- aggregate demand decreases / private consumption expenditure decreases / investment
decreases 1@, max : 2
- inflation rate decreases
- any other relevant point
[Mark the FIRST TWO points only.]

(c) Not necessarily decreased, because - 1

the real wage rate will increase if the percentage decrease in the general price level is
greater than the percentage decrease in the nominal wage rate. 2
8. (a) increased 1
(b) uncertain 1

/

(c) increased 1
Effective communication for Section A max : 2

Section A Total: 40
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Section B

9. (a) When the firm is larger in scale, it may enjoy the following economies of scale :

- Financial economies: \
Obtaining capital at a lower cost, e.g., borrow from a bank at a lower interest rate.

- Managerial economies:
A wider scope of specialization can raise efficiency and reduce the average cost.

- Technical economies:
When the output is larger, machines can be utilized more fully and efficiently and reduce the
average cost.

- Marketing economies of scale in purchasing materials:
Buying raw materials in bulk helps to obtain discounts in the purchase and result in a decrease | 2@, max : 4
in average cost.

- Marketing economies of scale in advertising:
Spreading the advertising cost and the cost of providing extra service to customers over a
larger output can reduce the average cost.

- Research and development:
Spreading research expenses over a larger output can reduce the average cost.

- Risk bearing:
With more and varied attractions, it can spread risk by diversification of markets/sources of
raw materials.

[Mark the FIRST TWO points only.] ‘ j
(b) Lateral expansion. 1
It expands to include a related but not competitive business. 1 2%

[* Remark: No mark will be awarded to this part if the explanation contradicts with the type of
expansion.] ’

(¢) (i) - more facilities (attractions) will be constructed = increase in investment expenditure T
- more employment = increase in private consumption expenditure any one, 1+1
/ [Mark the FIRST point only.] -

(ii) - more tourists from mainland China and other places = increase in net exports (exportT

services)
- more local visitors = increase in private consumption expenditure any one, 1+1
- more employment = increase in private consumption expenditure
[Mark the FIRST point only.] /
(d) - Imported souvenirs will decrease (the visible trade balance and hence) the balance of AK’s
current account. 1
- Souvenirs sold to inbound tourists will increase (the invisible trade balance of) HK’s current
account. 1+1
- The decrease in the current account balance is smaller than the increase in the current account
balance. 1
- There is value added to the souvenirs by local service providers. 1
Effective communication max : 2

Question 9 total: 17
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10. (a) One advantage:
No interest burden / no redemption obligation 2
[Mark the FIRST point only.]

One disadvantage:

Easier to be taken over / interest in the company being diluted 2
[Mark the FIRST point only.]

(b) (i) If each economy specializes to produce the good in which it enjoys a comparative advantage in 1

production / lower opportunity cost of production, the total output of all economies will increase. 1

(i) InHK : the opportunity cost of producing 1 unit of medicine is 2.5 units of watches.
In Japan : the opportunity cost of producing 1 unit of medicine is 2 units of watches.

The possible range of mutually beneficial terms of trade is

2 units of watches < 1 unit of medicine < 2.5 units of watches 4

Question 10 total: 10
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11. (a)

Financial Sector’s Labour Market
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Indicate in the diagram :

wage rate W above the initial equilibriﬁm wage rate at E,

initial excess supply ab

D; shifts to D,

cb = the new excess supply =
area cdga = total wage loss

Verbal elaboration :

- Initial wage rate is higher than the initial equilibrium wage rate / Initially, quantity supplied

is greater than quantity demanded by ab.
Demand for the employees falls.

- New excess supply cb

is larger than initial excess supply ab.

(b) (i) Banking multiplier = 1/40% = 1/0.4

The max. amount of deposits that can be supported by $2 000 million reserve at 40%
reserve ratio

=$2 000 mn. x 1/0.4

= $5 000 mn.

Therefore, the max. change in bank deposits = $5 000 mn.— $8 000 mn. = — $3 000 mn.

(ii) An increase in the reserve ratio

(©

= the actual reserve is smaller than the desired reserve

= banks have to call back loans / sell assets to the public

= withdrawals of deposits

The process will go on and on (until the actual reserve is equal to the desired reserve).
[* This 4™ mark will be awarded only if the first three marks are already awarded.]

[# If the process in (b)(ii) starts with “withdrawals of deposits”, then award only a
maximum of 2 marks.]

The opportunity cost is the return from investment in property, e.g., rental income or
increase in the value of property. If the rental income rises or the value of property
increases, the opportunity cost increases. '

(i) No, because

it only affects the value of investing in shares but not the cost.

Effective communication

[ S

]

1
1

max : 2

Question 11 total: 23
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