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1. Refer to the following information of the COVID-19 vaccination programme.

B Allresidents are eligible for joining the programme free-of-charge.
B The government has set up vaccination centres in some government buildings and deployed civil
servants to work in these centres.

The above information is related to the question(s) in Economics.

(1) ‘what to produce’
(2)  ‘how to produce’
(3) ‘for whom to produce’

A.  (3)only

B. (1) and (2) only
C. (1) and (3) only
D. (2)and (3) only

2. Sony launched the ‘PlayStation 5’ game console. As it was popular among game players, long queues were
found outside the shops after the official release.

Which of the following would increase the opportunity cost of buying a ‘PlayStation 5’ console?

A.  The resale value of ‘PlayStation 5’ increased due to its shortage.

B.  Retailers provided online purchase service to eliminate the queues outside the shops.

C.  With the same price, its competitor launched a new game console featuring better performance
than ‘PlayStation 5°.

D. The government issued electronic consumption coupons, which can be used to purchase game

consoles.
5. Country D introduced a short-term capital gains tax (STCG'T) on property market.
Cupital gains () STCGT rale (%)
10.(00 or below 8
10T 1o 30000 16
50001 to 100 000 24
100001 or above 32

STCGT is a tax on capital pains from the sale of a property held for less than 1 vear.

A spokcsman of the lax department said thal a new computer svsicm had been developed for STCGT.
Although the system cost more than 1 billion dollars. it allowed tax payers to check and pay the amount
of STCGT online casily.

{a) Cvaluate the new 1ax in werms o TWO principles ol taxation put forward by Adam Smith (4 marks)

()  “Theintroduction of STCGT would not relicve the problem of rising property prices.” Explain whelher
Ihis is & posilive stalemenl or i normubive stalement. (2 manks)

10

Prolessional athletes usually stant their [ull-lime training before graduating from secondary school and have
to give up their studies,

n Will the opportmity cost of being a professional athlele be affected if the average income of
professional athletes increases? Explain. {2 marks)
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Microeconamics By Fopis Wigrgeconosmics by Topic
1. Basic Corfcepts 1. Basic Concepts

SECTION 1: BASIC CONCEPTS 1997/CE/I1/0]

Which of the lollowing slatements aboul scarcity is true?

1.1' "SCARCITY, ECONOMIC GOODS & FREE GOODS 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 problem of scarcit
Multiple Choice Questiong peop poor peop p y

1998/CE/11/54

1991/CE/1/01 Which of the following statements about choice is INCORRECT?

Owing to the problem of scarcity in a society, we have to

People have to choose in order to a aveid competition.
Pcople have to choosc if there is scarcity.

People choose the option with the least cost.

People choosc the most preferred option.

A
(1) impose price controls B.
(2) make choices C.
(3) adopt a planned economic system D
(4) compete against one another

A (1) and (3) only 1999/CE/11/01
B.  (1)and (4) only The existence of scarcity implics that
C. (2)and(3) only
D. (2)and (4) only A. the economy is a planned economy
B. there is competition for the good
C.  cffective price control is imposed on the good
1994/CE/T1/01 D. wealth is not evenly distributed
‘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 exists in developing countries. 2004/CE/I1/01
B. false, because Japan has a high gross product (GNP). The exislence of scarcily implies that
C.  true, because what the Japanese have cannot satisfy all their wants.
D.  True, because Japan’s income is uncvenly distributed. A, resources will be allocated by the price mechanisn.
B. all markets are perfectly competitive.
C. the quantity supplied of all goods is lixed.
1995/CE/11/01 D. people need to pay for what they want.
It was reported that many people quened for two days in order to get the monthly parking ticket for a certain car park. This
phenomenon implics
2005/CE//01

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

The existence of scarcity implics that

A, there is no such thing as free goods.
B.  human wants arc unlimited.
Ao (1) and (2) only C.  cach and every cconomic good has a positive money price.
B, (1)and (3) only D. there is a cost in obtaining some goods.
C. (2)and (3) only
D. (1),(2)and (3)
J009/CEAI0L
Which one of the following statements about scarcity is correct?
1995/CE/11/02
Scarcity exists A. A good is scarce when only a small quantity of it is available.
. B. A good is scarce when people want to have more of'it.
A.  Dbecause there is more than one person in the world. C. There is no scarcity in a planned economy.
B. if'at least one person’s wants are not fully satisfied. D The problem of scarcity can be solved by adjusting prices.
C.  because resources are not evenly distributed.
D. if the market price is kept below the equilibrium level.
1990/CE/1/02

A free good is a good which

A. nobody wants.
B. is provided by the government free of charge.
C.  is not scarce.
D. s plentiful in supply.
3 4
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Micraeconomics by Topk:

1990/CE/I/25
Which of the following statements is correet?

i. Basic Concepts

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/11/03

Which of the following arc cconomic goods?

(1) social welfare provided by the government
(2) gifts from parents
(3) flowers in a garden

A, (1)and (2) only
B, (J)and (3) only
C.  (2)and (3) only
D. (1), (2)and(3)
1991/CE/N/55

Scarcity of commodity X will NOT occur when

A.  there is a great supply of it

B. nobody wants it

C. itis free of charge

D. only one person wants it
1992/CE/TI/01

A scarce resource has the following characteristic:

A, Tts supply is fixed.

B. Ttisdifficult to find.

C. Itis in great demand.

D. Ithas a price 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.  ceonomic goods ...... they have alternative uscs

D. cconomic goods ...... they were produced from scarce resources
1993/CEN/16
In Nathan Road one day, samples of a new brand of shampoo were given away free to passers-by. Within an hour, and
available samples were gone. These free samples are because

A, free goods ...... they are lree of charge

B.  free goods ...... they are used lor advertising purposes

C.  cconomic goods ... the passers-by want them

D.  economic goods ... they are limited in supply relative to people’s wants

Microtsconormics by Topic
1. Basic Concepts

1994/CE/11/02
In a lottery, Peter wins a transferable air ticket to Japan. Which of the following statements is correct?

A, The licket is a [ree good.

B.  Peter will not Jose anything if he loses 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 if the price of ticket increases.
[995/CE/11/03
To a society, used paper for recycling s because

A, afree good ...... it is free of charge

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

C.  an cconomic good ...... more than one people want it

D. aneconomic good ... . people prefer to have more of it
1996/CE/1/55

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. Itisunlimited in supply.
D. It has use value.
1997/CE/TI/12

Read the following advertisement

HOTELABC
FREE BUFFET DINNER
Buy two buffet dinners and get one free!
(From Monday to Thursday)
§200 for one person 8400 for two pertons plis a friend

The free buffet dinner is

A, afree good because the quantity supplied is greater than the quantity demanded.
B. afree 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.
L998/CE/I/C1

1f a good is scarce,

only a small quantity is available.

its price will increase.

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

osnE»
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Microecanomics by Tope

1. Basic Corcepty
1998/CE/11/02
Which of the following statements about goods are correct?

(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/CE/11/01

Good X is a ‘free good’ when

A, there is no opportunity cost involved in using it.
B. its quantity supplied is greater than what consumers are willing 1o purchase in the market.
C.  nobody wants more of it.
D. its supply is so abundant that consumers place no value on it.
2001/CEM/4T

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 streets
D. used paper collected for recycling
2002/CE/1/01

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

A, The ice is a gilt of nature,

B.  More of the ice is not preferred.

C.  The price of the ice is zero.

D.  The quantity demanded of ice 1s smaller than the quantity supplied at a price greater than zero.
2002/CE/11/02

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

D. economic goods because there are costs involved in producing these songs and pictures.
2003/CE/M/01

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

fot an economic good because 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 because rats can satisfy human wants.
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Mrma\mm'_s by Topee
}'Basikc Conceps
2004/CE/11/03
Good X is an economic good if

A.  more than one person needs it.

B. more of it is preterred.

C. it can satisfy human wants.

D. itis limited in supply.
2005/CE/11/02

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 are

free goods, because successful applicants like Miss Chan have no cost to pay.
free goods, because the quantity supplied is larger than the quantity demanded
economic goods, because more of these goods are preferred to less.

economic goods, because the quantity available is limited.

onw»>

2006/CEAI/3
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/11/01

A good is a [ree good if

it is rare or it can be found easily.

there is enough of it available free of charge for everyone who wants it.

there is enough of it available for everybody who pays the market price for it.
no one owns it.

oow»

2008/CE/N/01
From the viewpoint of society,

A, people will not compete for free goods.
B. money price is the only criterion of competition for scarce goods.
C. resources with alternative uses are scarce.
D. there is no scarcity in a barter economy.
2009/CE/I1/01

Free goods

are unlimited in supply.

are 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 economy.
exist only in theory but not in the real world.

onw»
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Microeconormics Dy faple
1. Basic Coneepes

2014/DSE//03
An economic goed

A. 15 a good with its demand greater than its supply.

B.  brings us more satisfaction than a free good.

C. s a good whose quantity available cannot satisfy human wants at zero price.
D.  cannot be found free of charge in any economy.

2016/DSE//0t
Which of the following statements about economic goods is correct?

Econamic goods may not be scarce.

People compete for economic goods.

People prefer economic goods to free goods.

People compete tor both economic goods and free goods.

cow»

MicioRconomics by Tapic
1. Basic Concepts

Short & Structured Cuestions

199 1/CE/M/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 (3% 8¢ B -+ B #% ) at some train stations.
Explain whether this service is a ‘free good’ to society or not. (4 marks)
2000/CE/V/1

Statement 1: [ce is a free good.
Statement 2: Ice is an economic good.

Lxplain one situation in which statement 1 is correct and another situation in which statement 2 is correct. (4 marks)
2002/CE//

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/CLE/1/1

Hong Kong citizens could use public swimming pools free of charge on Sundays in July of 2003. Explain whether the ahove

service was a free pood to society. (3 marks)
2012/DSE/1/]

A good which is free-of-charge is a free good. Do you agree? Explain, (3 marks)
2013/DSE/1/9(b)

The following is an extract {from a local newspaper article.
The MTR Corporation raised the railway fares by 3.4% in 2012. This increase way based on the Fare
Adjustment Mechanisi set by the government. To respond to the discontent of the public over the fare
increase, the Corporation introduced o concessionary measure “Ride 10 Get [ 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. [s the free journey a free good? Explain (2 marks)

2015/DSE/a)(i)
More and more famous universities offer “massive open online courses” (MOOC) to students from various backgrounds for
systematic lcarning.

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/11/1

A fres good must be free of charge. Do you agree? Explain your answer. (3 marks)

10
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Microeconarmics i‘ry‘l‘gpk Micmeconarmes by Topic
1. Basic Corcepts |"8asikc Cancepts
MARKING SCHEME 2004/CE/]
No, because (1)
its quantity available is insuficient to satisfy our wants / mare of it is preferred
1991/CENT0] 2005/CEM01 1993/CE/L/16 200V/CEMA7 2008/CEN/N OR
D o D (G A(63% resources used to provide the service had alternative uses / there is opportusity cost of providing the service 2)
2009/CEAL01 1994/CENI/02 2002/CEAI/0} 2009/ CENIG)
B D B (60%) B (81%%) 2012/DSE/MN
No, because (1)
1990/CEMIA02 1995/CY/11/03 2002/CE/4/02 the good may be produced from scarce resource which have allernative uses.
& D D (84%) OR
more of the good may stilt be prelerred. (2)
1995/CE/1/02 19906/CEAL23 1996/CE/1/535 2003/CE/MI/G1 2016/DSE/N0]
B (deleted) @ C B (52%) B (74%)
2013/DSE/N/S(b)
1997/CE/M/01 199 L/CEAL03 1997/CE/TI 12 2004/CE/H/03 No, becanse (1)
)] D ¢ B(70%) the provision of MTR service involves the use of scarce resources having alternative uses. (1
1998/CEM54 {99 1/CEAL/SS 1998/CE/T/01 2005/CE/M02
A 3 b} C (68%) 2015/DSEANa)(i)
No, because Q)]
1999/CE/M1/01 1998/CE/T/02 2006/CE/THD3 it has positive marginal cost of production:
B B D (729%) oRr
it is produced from scarce resources, which have alternative uses. (@)

2020/DSEMN

' I 0§ perer ke c Sraelds oy - I g 7 0 o . . ~ . . . e . .
Note: Figures in brackets the percentages of candidates choosing the correct answers. Yes. As the quantity available of free good is able to satisfy all human wants. No one is willing to pay a price to obtain jit. (3

marks )
199 LCE/A/2(c)(ii)
The supply s so abundant that # satisfies all human wants for it.
OR

No one is willing to incur a cost gelting it. )
The case of a free good: e.g. oxygen for normal breathing (2)
The ease of an economic good: e.g. concentrated oxygen )
1994/CE/N/
Not a free good. because (1}

resourees used in providing the bus service have alternative uses; there are costs of using the resources in providing the bus

service.

OR

more of the bus service is preferred to less. (3)
2000/C
E.g The ice-field in the Polar regions is a free good, becanse (1)

the quantity available is sufficient to satisfy all our wants for it / no sacrifice of resonrces of the sconomy is involved (1)
E.g lIce cubes m a glass of soft drink are economic goods, because (1)

the quantity available is insufficient to satisfy all our wants for it / one has to pay a cost to obtain it {1
Not free goods because (N

the resources used to produce them have alternative uses / there is a cost 1o society of producing them / the quaatily

available 1s insufficient to satisfy all our wants for them )
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Microeronormics by
1. Batic Concefss

1.2 OPPORTUNITY COST

Multiple Chajge Questions

1990/CE/11/01

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

A, awalkman

B. awalkman and a jacket

C. the price of a model spaceship

D no opportunity cost since it was a present
1991/CE/11/02

Susan is choosing between two jobs: being a teacher and being a singer. If she chooses to be a singer, her oppartunity 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 following 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} anly
C. (Z)and (4) only
D.  (3)and (4) only
1993/CE/1/02

Mr. Wony could spend two hours at a concert or tutoring a student at $60 per hous, He could use the time on painting 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. $450

13

Microeconomics by Topic
i Basic Concepts

1994/CE/T1/03
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 $10 000 per mouth.

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

A, $10 000 per month
B.  $20 000 per month
C.  $30 000 per month
D.  $40 000 per month

1994/CE/1l/14

Mrs Wong retired last year. Since then she has been helping to do the housework in her daughter’s house and receiving no
moncy 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.  As Mrs Wong receives no money in payment, she is not classified as a producer.

C.  To the daughter, 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 firm are not counted in the national income

1995/CE/N/05

Fanny can choose among three different jobs. Her choice of preference is as follows:
Tirst 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 nauglty.

B.  Company Y requires 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/L1/01

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

$ 1 million

$ 50 000 ayear

$ 5 000 a month

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

onw>
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Microeconomics By Tople
1. Basic Conces

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 uifts:

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

1997/CE/11/02
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.  $30000
C. acameraanda TV set
D. acamera, a TV set and $30 000
1997/CENI/03

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

A, these gifts are truly free of charge.
B. there 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/11/49

Belore the sale ol'a big residential estate, many elderly 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 than to young people.

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

C.  the opportunity cost of the quening time of these elderly people was lower than that of the potential buyers.

D.  the opportunity cost of the queuing time of these elderly people was zero because they did not have a job
1998/CE/11/50

May is considering accepting one of the following job offers: (1) a clerk in an import-export firm, and (2) a salesgirl 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 staff’s welfare.

B.  The department store offers a higher salary.

C.  There is 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/11/50

Peter invites Jason to play tennis in the afternoon. Jason will NOT have opportunity cost if
A, Peter pays the fee for him.
B.  He has nothing more worthwhile to do in the afternoon.
C.  He likes playing tennis with Peter.
D. None of the above ts a correct answer.
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2000/CE/11/02

Chan and Wong take a journey to City X separately. They can go there either by Plane 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 take the and Wong would take the
A, train train
B. train plane
C. plane..... train
D. plane ... plane
2000/CT/11/53

Which of the following is NOT an opportunity cost of constructing Disneyland in Hong Kong?

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/M/01

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

A He is an hour late for the concert due to traffic congestion.
B. His view is blocked by the audience in front of him.
C.  The singer performs badly.
D. The concert overruns by an hour.
2002/CE/11/04

Which of the [ollowing would affect the cost of constructing the Wesl Rail?

A, anincrease in the damage to the natural environment along the railway caused by the construction

B. an increase in the wages of the maintenance staff 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 railway
2003/CE/11/02

Peter i1s 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
tor Peter?

A.  The tuition fee for study mn F.5 increases.
B. The tuition fee for stucy in F.6 decreases.
C.  The wage rate for F.5 graduates decreases.
D Peter’s new F.5 English teacher teaches badly.
16
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Microeconormics by Faple
I. Basic Concepty

2003/CE/1/03
Medical doctors seldom change their occupation. Which of the following can explain this phenomenon?

They have spent much time and effort in getting their professional licence.

They have incurred high costs in accumulating the skills and knowledge required for the profession.
For medical doctors, changing occupation has a high cost.

Being medical doctors has a high cost.

SOow>

NVNTETO2E
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 does not exist in a planned economy.

C.  When the value 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 between 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. A valuable course is added to the exchange programme.

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

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

In the above case, the clderly rather than the young people would spend time queuing up for these packs of charity rice
becanse

A. it 1s a 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 1o Macau organized by a travel agent. His
opportunity cost of choosing to visit Hong 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 attractions in Macau make it more enjoyable to visit Macau.
the rental of hotel accommodation in Macau increases.

SEN- S
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2008/ 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 health.
D, All of the above are correct.
2009/CE/NT/02

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 wage rate of Form 7 graduates increases.
(3) The academic performance of university graduates generally declines

A. (1) and (2) only
B, (I)and (3) only
C. (2)and (3) only
D. (1), (2)and (3)
2010/CE/11/02

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

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

B. the tuition fee of the universities in Hong Kong increases.

C.  the university graduates of Hong Kong become less competitive in the job market than those of the US
D.  the standard of professional training programs offered 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

A %0

B.  $2000

C.  $5000

D.  $7000
2012/DSE/1/02

Mr Kwok plans to purchase a new racing car from a German automobile 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 gasoline increases.

C.  The Buro depreciates against the Hong Kony dollar
D. The racing car performs poorly.

2013/DSEN/02
Jeremy is going to watch a tennis match in which Li Na (3% ), a Grand Slam (X #% | ) winner, will play. Which of the
following will increase the cost to Jeremy of watching the tennis match?

He is 30 minutes late for the match due to traffic congestion.
His view is blocked by the spectators in front of him.

Due 1o a rainstorm, the match is extended by an hour.

L1 Na is injured and does not show up for the match

onwy
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Microsconamics By Fapic
1. Basic Concepts
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 becapse

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

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

C.  remain unchanged ...... the expense 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 normal situation. Which of the following will result in an increase in the opportunity cost of travelling to Yuen
Long by MTR?

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

The traffic jam makes the bus trip 15 minutes longer.

A signalling problem causes the travel time of the MTR to increase by 15 minutes.
David feels annoyed about the news broadcast in the MTR train.

cows

2016/DSE/1/03

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 typhoon is approaching Tokyo right before his trip.

His boss is going to treat all the staff to a free buffet during his leave.
The scenery in Tokyo is better than he expected.

Japanese Yen depreciates against other currencies.

oow>

2017/DSE/1/04
Which of the following would be the loss(es) of delaying the completion of a new railway to an economy?

(1) the travel time of passengers 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, (Donly
B. (2)only
C. (3)only
D. (1).(2)and(3)

2018/DSE//03
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), (2) and (3)

SgawE>
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2019/DSE//03

Mr Lo spem $60060 on. buying a second Liand car duwes yoars ago. Suppose he can resell the car at 52000,
Ahernatively, he needs to spend $5000 on repairing the car before he can continue to use it. What is his cost
of continuing to use the car?

A $2000
B, ¥5000
C. 37000
D, $60000

2020/DSETN0

Alired booked a room i a resort hotel. Later he found that Betty had booked a room in the same hotel ata
Tower price. Which of the following are possible reasons for such a price difference?

{1)  Alfred's booking was non-refundable while Betty™s booking was with free cancellation.
{2} Alfred bocked the room in a weekend while Betty booked the room in 2 weskday,
{3)  Alired booked the room with sea view while Betty booked the room with street view,

A (1) and (2) only
B, {(I)and(3)only
C. (2yend (3yonly
D, ), (2Yand (3}

2021/DSE/1/03

After graduating from secondary school, Paul considers whether o become a full-time Key Opinion Leader
(KOL) in social media channels or to become an e-sponts player.

Which of the following will lewer Paul’s cost of being a full-time XOL after his graduation?

(1} Paul receives sponsored video equipment for KOL,
{2} 'The e-sports team offers a lower basic salary to Paul.
(3) The risk of social media channels being attacked by hackers increases.

A. (1) and (2} only
B, (1)and (3) only
¢, (@yand (3) only
Do), @and ()

2021/DSE/N/04

Because of COVID-19, nonmal schooling was disrupted.  Most schools used video communication
software, such as Zoom and Gooegle Meet, 1o conduct online lessons,  Suppose the school campus was re-
opened and face-to-face lessons were allowed,

Which of the following would be the LEAST important factor for teachers to choose between online lessons
and face-to-face lessons?

A, Therisk of contracting COVID-19 for teackers is lower when they conduct enline lessons,

B.  Teachors have no idea what their stadents are doing during online lessons because studenss may
urmn off their cameras.

€. Teachers have already spent a lot of tine learning how to use the video communication software
ta conduct online fessons.

D, The eyesight of teachers may be worsened by the intensive use of the video communication
software in conducting online lessons,
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Microeconormics by Topic.
1. Basic Concepts

Short & Structured Questions

1990/CE/N/(a)(1)
Mrs Wong 1s a lawyer and is also good at doing housework, but she employs a Filipino maid to do her housework. In terms
of opportunity cost, explain why Mrs. Wong employs a Filipino maid instead of being a full-time housewife. (5 marks)

1990/CE/1 /4/(c)(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)(1)
The government has announced a $127 billion project for building a new airport at Chek Lap Kok and improving the harbour
facilities.

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

argument. (4 marks)
1991/CE/1/2(a)
(1) Define “opportunity cost’ and ‘occupational mability’. (4 marks)
(ii) Interms of cost, explain why medical doctors in Hong Kong seldom change their occupation (5 marks)
1993/CE/1/5/(a}

Mr. Chan owns a 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 a tenant
Thurd choice lesve 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/CE/N/10/(a)(1)
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 caneert
tickets will be donated to the Rwanda refugees in Africa for their food and medical supply
_-expunzies

(1) Define opportunity cost. (2 marks)
(I1)  Explain with an example why the singer had an opporiunity cost in performing the shows. (2 marks)
(I11) List TWO possible benefits 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 cost 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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Microeconomics By Togic
1. Basic Concepts
1997/CE/MN/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)
[998/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/N/1
David wants to spend $8 to buy a pack of sandwiches or a bow] of noodles from an unlicensed hawker. Explain the effect on
David’s opportunity cost of buying the sandwiches i’ a cockroach is found inside the noodle soup. (3 marks)

2000/CE/1/10(b)(1i)
Suppose Bank X of economy A takes over Bank Y of economy B by buying up its contralling share worth $5 million

(I) Define opportunity cost. (2 marks)

(I) 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/1/10(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 interest tax 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 opportunity cost to explain how this would affect the flow of deposits between the above two types of
banks. (4 marks)

2004/CE/1/2
Mr Chan and Mr Lee are secondary school teachers. They earn the same salary of $30 000 2 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)

(¢) Explain whether the opportunity cost of quitting their jobs as teachers would definitely be the same. (3 marks)
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Mitmeconomics ty Topic
1+ Basle Concepty

2005/CE/1/9
(b) (it} Explain how an increase in traffic congestion in the Cross Harbour Tunnel would affect 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 Tunnel when there is traffic congestion (3 marks)

2006/CE/1/2
Steven 15 choosing between studying law or medicine at a university to pave way for his futwre 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) the expected salary of jobs in the medical services sector falls (2 marks)
2007/CE//10(c)

A large number of departing passengers were delayed at the airport in Hong Kong during a typhoon. Suppose they were
delayed 24 hours on average.

(i) Explain whether their opportunity cost of that visit to Hong Kong would have changed as a result of the delay.

(2 marks)
(it) During that 24 hours, passengers were either waiting in the airport or had free hotel accommodation arranged for them.
Explain whether your answer in (c)(i) depends on which situation they were in. (2 marks)

2008/CE//9(b)(7)
The stock market of an economy is overheated. Many people withdraw money from their bank deposits to buy shares.

Two measures are suggested to coot 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 trading of shares.
g p pital g: g

(6 marks)

2009/CE/1/1

Last summer, Mary and John each bought 2 $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 statement is definitely correct. (2 marks)

2010/CE/N11(c)
As the interest earnings from depositing money with banks are close to zero, some investors choose between investment in
shares and investment in property.

(1)  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
decrenses (2 marks)
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1. Basic Concepss
2013/DSE//S(c)
The following is an extract from a local newspaper article

The MTR Corporation raised the vailway fares by 5.4% in 2012. This increase was based on the Fare
Adjustment Mechanism set by the government. 1o respond to the discontent of the public over the fare

increase, the Corporation introduced a concessionary measure "Ride 10 Get [ Free”.

It was observed that there were queues of passengers redeeming the free tickets at customer service counters in MTR station.
Suppose the waiting time 1s the same for these passengers, is the cost of redeeming the free tickeis necessarily the same to

these passengers? Explain. (3 marks)
2014/DSE/MN
Serine is a university graduate who 1s seeking a job. She has severai options and her order of preference 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 seek a job without accepting any offers

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

(a) the government reduces the starting salary of administrative officers. (2 marks)
(b) the government provides unemployment benefits for all graduates seeking jobs. (3 marks)
2015/DSE/NI/1(b)

More and more famous universities offer “massive open online courses” (MOOC) to students from various backgrounds for
systematic learning.

Some people prefer to 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 MOOQC be
necessarily lower than the cost for another person to take a paid on-campus course? Explain. (3 marks)

2016/DSE/1/]

Apple Inc. launches a new model of smartphone. In order 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)
Serine is working in the Hong Kong branch of a multinational firm. She is considering the next step in her carcer. She has
several options and her order of preference is as follows:

Firstoption:  to work in a firm located in South Korea
Second option: to switch to a local firm without overtime work
Third option:  to stay in the current firm

Explain whether the opportunity cost of switching to the local firm without overtime work will necessarily 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 farcs and hotel rates are usually higher during holiday periods, many people still travel abroad. Explain,
in terms of opportunity cost, why it is nef necessarily more expensive for travellers to travel abroad during holiday periods
than non-holiday periods. (3 marks)
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2019/DSE//1 Miioeconosms by Topic
A — . ” : 1/ Baie Concepts
A country considers acquiring more land by reclamation for buikling residential flats. Explain whether the o
opportunity cost of land reclamation will change if MARKING SCHEME
(8)  tho maximum height of the buildings on the reclaimed land is limited to two storeys due to technical
rcasons. (2 marks) 1990/CEA1/0} 1996/CEA1/01 2000/CE/11/53 2006/CE/1/02 2013/DSE//02
e i A C A D (82%) C (74%)
(b)  there is a shortage of the r ials for land recl jon (3 marks)
199 H/CE/TI02 1997/ CE/IT/Q2 2001/CE/T1/01 2007/CEAT/02 2014/DSE/N/01
A C D C(78%) A (32%)
1992/CE/M1/03 1997/CE/A1/03 2002/CEAT/04 2008/CE/T1/02 2015/DSEMT/02
A D A(61%) D (58%) C(63%)
1993/CE/MI/2 1997/CE/M1/49 2003/CEM02 2009/CE/1/02 201 6/DSE/N/03
D C € (56%) A(63%) D (76%)
1994/CE/IA03 1998/CE/1/560 2003/CEAV03 2010/CEAL02 2017/DSEN04
C A € (52%) D (78%) D (44%)
1994/CE/1l/ 14 1999/CE/11/50 2004/CEA1/G2 PP/DSEN/02 2018/DSE//03
@ D C(67%) D B (80%)
1995/CE/11/05 2000/CI/Tm2 2005/CEAL/03 2012/DSE/102 2019/DSE/N/03
C C C (68%) A (62%%) C
2020/DSEA/ {0 2021DSENNGI 2021/DSE/1/04
D A C

1990/CE//(a)(s)
The value of employing a Filipino maid (best alternative use of Mrs Wong's time, ¢.g. income carned by it lawyer) is larger
than the cost of so doing (e g payment to the maid) (3)

1990/ C1A (e

No, because (1
alternatively Mr Lee can sell these quotas in the market and make money. Le. the opportunity cost is the sum of money thus
forsaken {3)

1990/CEA/SHC)()

The following items have not been included in the $127 billion

- pelution arsing from construction

- loss incurred by private individuals adversely affected by construction

~ permanent loss of a countryside view in Lantau

- strain on resources bidding up factor cost Lo othet sectors

- the sacrifice of more valuable alternative projects (2@, max: 4)
(Mark the FIRST TWO points only.)

1991/CEA/2/(a)

(i)  Opportunity cost is the highest-valued option or the best alternative that has to be forgone (2)
Occupational mobility is the ease with which a factor moves from one oceupation / trade / industry to another. (2)
(i) Inchanging occupation, the opportunity cost of a doctor (in terms of income forgone) can be very high. 2)
The value of taking up a new occupation (i.e. a doctor’s eamings in another job) is ustally lower than the cost of so
domg (i.e. income, satisfaction and social status ctc. from being a doctor). (3)
24
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Microacsnamics by Teplc
1. Basic Concepits

The cost of the second choice is to give up the first cholce. [
The cost of the third choice 1s to give up the first choice. )
- Both had the same highest-valued option forgone. 2)

(Remark: mere mention of the definition of epportunity cost - max: | mark)

1995/CEN/10/a) 1)
{1} Opportunity cost is the highest-valued option lorgone. )

(1) Her services, time, or other resources used in the performance had alternative uses Q)]
e.g. income forgone from other jobs. (1)

(11} - prestige / increased no. of fans / more popular
- experience gained
- enjoyment in performing the shows (1@, max: 2)
(Mark the FIRST TWO points only.)

1996/CEN/I
(a) The cost decreased / changed, because (n
the value of the concert (which is the highest-valued option forgone) is lowsred / changed, 4}
(b) No change, because [
enjoyment in the karaoke lounge is not an option forgone.
OR
the value of the concert (which is the highest-valued option forgone) has not changed. )]

1997/CEN/11{b)
The value of the highest-valued option forgone increases. H
e.g. the market rental of the premises increases @)

1998/CE/N/1
(a) Tt is the highest-valued option forgone. )

(b} Since the science stream is less preferred than the business stream, a change from the option of the business stream to

the option of the science stream would lower the opportunity cost. (&)
1999/CE//1

Cost decreases, because 1

value of the noodle (the highest-valued alternative) | ()]

2000/CEAN/10{b)(iH)

{1} Opportunity cost is the highest-valued option forgone. 2j
{11y No, because (1)

the shares of Bank Y bought by Bank X is the chosen option, not the highest-valued option forgone.

OR
the hidden debi only reduces the value of the take over (2)
2001/CE//10(d)
The opportunity cost of gold coin purchase is the value of savings in banks. e.g. the interest return on savings in banks.  (2)
A tax on interest reduces / changes the value of savings in banks, )
which means the opportunity cost of gold coin purchased is lowered / has changed. (1)
25
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1. Basic Concepts

2002/CEN10(c)

The cost of depositing money with one bank 1s the deposit interest that can be earned from other banks 2)

-, to deposit money into those large (small) banks has a higher (fower) cost (1)

2 there will be a flow ol deposits from those large banks to those smalf banks. [$3]

(Remark : Mere mentioning of the definition of cost without other elaboration - NO marks)

2004/CHE//2

(4)  Opportunity cost 1s the highest-valued option forgone. (2)

(b)Y Not necessarily, because (0
their highest-valued aption forgone may not be the same. E.g., they may give up different jobs,

(¢) Not necessarily, because (1
though their monthly salary forgone (= $30 000) are the same, their teaching-related non-pecuniary returns and other
monetary returns may not be the same. (2)

(In other words, the value of the same job to them may be different.)
2005/CEA/9
(b) (i) The opportunify cost increases, because (1)
need to spend more time which has alternative uses (i.e. time cost increases).
OR
fuel cost increases. 4}

(¢} No, becanse (1)
the highest-valued alternative use of the time may be different for different tunnel users. 2)

2006/CE/1/2

(a) Not affected because [
it only affects the value of studying law at a university but not the opportunity cost which is the value of studying
medicine at a university. [4B]

(b)  Affected / decreased because (0
the value of the highest-valued option forgone, i.e., the value of studying medicine at a university, decreases / changes.

Q)
2007/CE/V10(c)

(i) Yes, because Q)
thelr time cost of visiting Hong Kong would have changed (increased). (1)

(i1} No, because (n
their time cost had not changed / it only affects the value of staying 24 more hours in Hong Kong. (1)

2008/CE//9(b)(1)

The opportunity cost is the value of depositing money with banks, i.e. the interest returns from bank deposits. {2)

(1) Yes because [4)]
the interest return from bank deposits increases. {1}

(2) No becanse (1
the tax affects the value of stock market investments but not the cost. (1)

2000/CEA

(a)  Opportunity cost 1s the highest-valued option forgone. (2)

(b) No, because (1)
their alisrative nse of time may not be the same. (1)
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Microecangmics Dy.mpk
1. Basic Conceps
2010/CE/I11 (e}
(i) The opportunity cost i the return from investment in property, e.g., rental income or increase in the value of property
1f the rental income rises or the value of property increases, the opportunity cost increases 3)
(i1) No. because n
wonly affects the value of investing in shares but not the cost. (h

2013/DST//9(c)
No, because (1)
people have different alternative uses of time, their time costs will not be the same )

2014/DSEAT)

(a)  Yes, because [4)
the reduction in the starting salary of administrative officers would only decrease the value of Serine’s chosen option
without affectimg her highest valued option fosgone (¢}

(h)  No, because ()
government provision of unemployment benefits may increase the value of Sevine’s 3 oplion to a level higher than
that of the 2" option, n
the cost of choosing to work as an administrative officer may now change from the value of the 2" option to that of
the 3" option. 1)

2015/DSE/N1(b)

No, because )

the time cost of a person taking MOOC may be tugher than the time cost of another person taking on campus course plus
the course fee:

OR
the former person (MOOC student) may have to spend extra time to access / download the course materials and to
communicate with the course instructor or teaching assistant;

OR
the former person may also have to pay for internet connection in order to access the conrse maierials,

—
3

2016/DSE/I/
The fall cost of buying the new model includes the price of new model (monetary cost) plus the value of time spent logging
m the website (1)

The resale value of the new model is not a forgone option so the cost of baying the new model does not change when such
value falls.

OR
The drop in resale value will lower the (speculators’) demand - hience, excess demand - for the new model, reducing the time
spent logaing m the website and thus the time cost of buying the new model. The cost of buying the new model falls. ()
2017/DSEA]
(a) No, because (n
the value of the highest-valued option forgone (i.c.. the first option) would drop. ()]
(b) No, because n
the working time in South Korea may be quite long, se that the Iirst option would become less preferred. [0

LA

monctary cost + time cost m
During holiday periods, although the monetary cost of travelling abroad (including air ticket farcs and hotel expenses) is
usually higher than that during non-holiday periods, the time cost (e.g., income foregone) may be a lat Jower. n
IFthe time-cost saved outweighs the extra monetary cosl, then in terms of full cost travelling abroad during holiday periods
would be less expensive. [€D)]

27

2019/DSE//1
] . Marks
(a) The opportunity cost will remsin unchanged. It is because the height limitatioa )
only reduces the valus of the reclaimed Tand but does not affect the highest valued
option forgone.
() The govemment nceds fo spend extra money/resources to compete for the raw (3

materials in the case of shortage so
the-fill cost will increase.

and

Y/

y cosf will i
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Mitroeconomics ty Topic
I Basic Concepss

1.3 ECONOMIC SYSTEMS

Microrcaromics by Tope
| Basic Correpts

2014/DSE/l/04

Mei Ho House (3 i ## ). a public housing black built in the 1950s, was recently graded as a historic building in Hong
Kong. The building was then turned into a hostet which provides double rooms, family rooms and disabled rooms. The

Multiple Choice Questions

1995/CE/1/20
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/CE/11/01

Since the opening of Hong Kong Disneyland, some people have suggested a reduction of the ticket price. This suggestion is
reinted 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/IT/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/1/03
Which of the following illustrates the ‘For whom to produce’ question in Economics?

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

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

C. The Hong Kong Science Museum offers fiee admission to full-time students and senior citizens.
D.  More Hong Kong licensed banks are engaged in the issuance of Renminbi bonds.

2013/DSE/1/01

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 are 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.
"for whom to produce"

"what to produce” and "how to produce”

"what to produce” and "for whom to produce”

"how to produce” and "for whom to produce"

Tawe

28

above case Is related to the question(s) in Economics.

A.  "how to produce”

B.  "for whom to produce”

C. "what to produce” and "how to produce"

D.  "what to produce” and "for whom ta produce"
2017/DSE//01

The operator of a canteen in the government headquarters decides to sell sushi and not burgers anymore because the former

can earn a higher profit. This is an example of using to solve the problem of
government command ...... ‘what to produce’

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

market mechanism ‘what to produce’

market mechanism . for whom to produce’

onm»

2018/DSE/1/02

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 related to

the question(s) in Economics.
A, ‘how to produce’
B. ‘for whom to produce’
C.  “what to produce’ and ‘how to produce’
D.  “what to produce’ and “for whom to produce’

1990/CE/1/03
Basic economic problems in a market economy are mainly solved by

A, the government

B. the price mechanism

C.  the entrepreneurs

D. the consumers
1992/CE/TI/05

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

A, the preference of the government

B. the preference of sellers

C.  the controlled prices

D.  the price mechanism
1993/CE/11/50

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

A.  its government will make most economic decisions.
B. its income distribution wilt be more even.
C. private ownership of resources should have already been established.
D. more shortages of goods and services will occur.
29
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Aigrpeconomics by Toplc

1. Basic Concepts

1994/CE/11/04

In the New Territories, an indigenous female resident (22 1% & F§ & ) 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.  violence.

D. social custom.
1994/CE/N1/05

Hong Kong 1s considered to be a market economy because

(1) it has a 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/11/03

Hong Kong can be described as a capitalist economy because

A.  all problems of resource allocation are solved by the price mechanism.
B. income is unevenly distributed.
C.  not all the public utilities are owned by the government,
D. most resources are privately-owned.
1997/CE/11/04

Which of the following statements about market economy is correct?

A.  There is no non-price competition,

B. Competition is perfect throughout the ecanomy.

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

D.  All resources are privately owned and controlled.
1998/CE/11/03

As compared to a market economy, a planned economy

A.  has aless even income distribution.

B. must have a lower inflation rate.

C.  must have a lower unemployment rate.

D. has a smaller proportion of privately-owned resources
1999/CE/1/03

In a market-oriented economy,

the living standard is higher than in a command economy.
the unemployment rate is lower than in a command economy.
resources are mostly allocated according to price signals.

all infrastructure is privately owned.

vow
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Microeconanmics by Tesies
1. Basic Concepty

1999/CE/H/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, Ttwill result in a loss of foreign exchange reserves.

B. Tt will lead to a contraction of the money supply M3.

C. Tt will stop the speculative activities in the stock market.

D. Tt will mean a grater extent of government intervention in market mechanism,
2000/CE/11/04

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/CE/11/02

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

A.  All markets in the economy are perfectly competitive.

B. Most resources in the economy 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/1/05

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

(1) the ptanning 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/I1/04

An economy is considered as a market cconomy when

the profits tax ratc is low.

prices are used to allocate resources.

there is competition in all industries.

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

Taw>
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Migroeconomics by Topic
1. Basic Concepts

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

a less even income distribution.

keener competition for goods and services.
more production guided by price signals.
no problem of scarcity.

gowy

2005/CEM08

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

A, Most resources are privatcly owned.
All economic problems are solved by the price mechanism.

B
C. Income 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 guided by price signals?

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

A. (1) and (2) only
B. (1)and(3)only
C. (2)and (3) only
D, (1), (2 and (3)
2007/CE/11/03

Compared to a planned economy, a market economy must

A, have a larger income gap between the rich and the poor.

B.  have higher inflationary pressure.

C.  have a higher unemployment rate.

D.  have a greater proportion of resources directed by the price mechanism.
2008/CE/1/03

An economy is considered as market-oriented when

most of the markets are pertectly competitive.

most of the resources are allocated by the price mechanism.
most of the goods are economic goods.

most of the public utilities are privately owned.

gnw

2009/CE/M04

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 resources are privately owned.

vowp
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Peaple who live in a market economy are richer than those in a planned economy.

Microrcanomics Sy Togic
1. Basic Coricepts

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

A, most markets are perfectly competitive.
B.  most resources are allocated by prices.
C.  most production plans are made by the central authority.
D. most firms produce consumer goods.
2015/DSE/1/03

Which of the following is a characteristic of a market economy?

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

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

The quantity of public goods in the economy is greater than that in a market-oriented economy.
Most production activities are carricd out by government officials.

All resowrees arce allocated by government commands.

Competitions still exist in the cconomy.

oaw»

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
economic systems. (4 marks)
2019/DSE/N/02

Which of the following staternenis are related to the problem of ‘for whom to produce’?

(1) Only the eldexly and eligible persons with disabilities can enjoy » concessionary fare of $2 per trip
under the Public Transport Fare Concession Scheme.

(2)  Public rental housing (PREH) households whose family income exceeds § tintes the PRH income limits
should vacate their PRH flats.

(3) The ¢-Sports & Music Festlval moved from Hong Kong Convention and Exhibition Centre to Hong
Kang Cotiseumn 1o house mors funs from all over the world.

A, (I)and (2} only
B. (Dand(3)only
L. (2)aid 3)only
D (1), @)md ()

2020/DSE/N/
If a command economy tums into a markes-oriented economy,
(1)  the meome distribution of the cconomy will be more uneven,

(2) more resources will be all d by price mech
(3)  people will have private propenty rights over ali resources.

A {(Nonly
B. {2 only
C. {3 oaly
D (D), {Dand (3)
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2021/DSEN/0Z

In response to the shortage in face mask market, the Government distributes free reusable CuMask to all
Hong Kong citizens,

This is an example of using to solve the problem of
government command ., *how to produce’

government command ... *for whom to produce’

market mechanism ... *how 1o produce’

market mechanism ... ‘for whom to produce’

Dowe

Microeconomics by Topic
1, Basic Concepts

1995/ CEAT0
C

2006/CEATOI
C (54%)

2009/CENN/03
B (56%)

2010/CEALO3
C (84%)

2013/DSE/0]
C (76%)

2014/DSE/N/04
D (75%)

2017/DSEA/01
C (90%)

1996/CEA/10(d)

2018/DSEN/02
D(81%)

1990/CEAT/03
B

1992/CE/I0S
D

1993/CEALS0
C

1994/CE/11/04
D

1994/CE//05
C

1996/CEA1/03
D

Note: Figures in brackets indicate the per

MARKING SCHEME

1997/CEN04
@

1998/CE/1/03
D

1999/CEAL03
(@

1999/CEAL/37
D

2000/CEA04
D

2001/CE/11/02
B

2002/CE/11/0S
C(74%)

2003/CEAL04
B (62%)

2004/CE/T1/04
C (55%)

2005/CEL08
A (46%)

2006/CEA1/04
D (58%)

2007/CE1/03
D (80%)

2008/CE/11/03
B (73%)

2009/CEN1/04
1D (72%)

Fid,

of car

2010/CEAT05
B (79%)

2015/DSE/1/03
C(75%)

2018/DSE//01
D (59%)

1702

2019/DSE/
A
2020DSEAY
D
202{/DSE//02
B

ing the correct answers.

In Country A, most resources are allocated according to government plans and commands; in Country B, the allocation of
most resources is goided by the market mechanism

In Country A, most resources are privately owned by individuals; in Country B, most resources are owned by the

wovernment
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Microeconomics by\l’gpic

1.4 POSITIVE AND NORMATIVE STATEMENTS

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

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

it helps to improve society.

sows

1986/AL/11/02
Economic theory is useful because

A.  (out of syllabus)

B. it is always true.

C. it can be rejected by evidence.

D. it tells us what is right or wrong.
1987/AL/IN/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 abave

onw>

1998/AL/11/22 (modified)
Which of the following are refutable by facts?

(1) The area of Victoria Park is greater 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 vegetables increases because the cost of production rises.

A, (1) and (2) only

B. (1)and (4) only

C. (3) and (4) only

D. (1), (3)and (4) only
2004/AL/11/03

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

that it is always true.

that it must be conceivably false.

that it is rejected by facts some of the time.
that it is supported by facts most of the time.

oUOw>

2011/AL/TI/03
Economics is a positive science because

A, its theories contain testable implications.
B. it yields predictions in the form of “if A then B”
C.  (out of syllabus)
D.  Both (A} and (B) are correct.
35

1. Basic Concepty

B

Meeronamics by Topic
1 Basic Comeepts

SP/DSE/1/03
A positive statement

A, 1s always true.

B.  1srefutable with facts.

C. may contain a value judgment.

D.  may be the same as a normative statement if certain values are shared by many people.
2012/DSE//01

Which of the following statements are positive statements?

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

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

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

A, (2)and (3) only

B. (l)and (4) only

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

D. (1), (2)and (4) only
2015/DSE//01

Which of the following are positive statements?

(1) Importation of labour from the mainland would result in a rise in job vacancies in Hong Kong.

(2) It would be better to import labour from Guangdong province because they can speak Cantonese.

(3)  Productivity of labour from China is higher than that from other Southeast Asian countries.

(4)  Unemployment rate in Hong Kong would raise by 15% as a result of labour importation of 30 000 from the
maimiand

A, (1) and (2) only

B. (3)and (4) only

C. (1), (3} and (4) only

D.  (2),(3) and (4) only
2018/DSE/1/04

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 % to 2% economic growth as
forecast in last 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?

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

Sow>
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2021/DSE/1/01
Microwcaniomics by Teyke
Refer to the following statements made by Peter and Mary. KRy
MARKING SCHEME
Peter; As a developed evonomy, Hong Kong’s Gini coefficient is ton high.
Mary: Hong Kang's Gini cocfficient is the highest in Asia. 1986/AL/I01 1987/AL/I1/29 2004/AL/11/03 SP/DSE//03 2015/DSEN/01
) A D B (56%) B C(71%)
statemmnent ix because
1986/ AL/T:02 1998/AL/MI22 2011/AL/HO3 2012/DSE/N/01 2018/DSE/1/04
A, Peter’s ... positive ... most people sgree with it ¢ B (modified) D (34%) D (67%) B (79%)
i’ e »'-xy HETE 158 21 2] £ i £
B, TEtrs. .. GHBAGki.. . L0 SSEen. it 1St nacl Wi Note: Figures in brackets indicate the percentages of candidates cloosing the correct answers,

C. Mary’s ... positive ... it can be rejected by fact
D, Mary’s ... normative .., value judgment is involved in the statement 2021/DSEA/0]
C
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Mr,ype(i&wn‘n by Tepic
1 8asc Concepts

1.5 COMPETITION AND DISCRIMINATION

Multiple Choice Questions

1986/AL/T/07
Which of the following is NOT a form 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 a 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/N/10

Which of the following statcments about economic good is FALSE?

A, Aneconomic good is a good for which the amount available is less than the amount people want at zero price.
B.  Aneconomic 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/ALN/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 economy,

D.  There is no competition in a socialist economy because resource allocation is determined by the government,

1990/AL//18
The Open Learning Institute 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 requirements until only 3 000 applicants were eligible.
C.  Random selection by computer.

D. All of the above.

1992/ALN/05
Scarcity
A is implied by the existence of price.
B. is the same as shortage.
C.  applies to all kinds of goods.
D, All of the above.

38

1992/AL/1/09

Micteecanarics y Toglc-
;
1. Basic Conceply

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

lottery. This implies

A. competition for private flats is reduced since buyers no longer need to line up for days.
B. efficiency 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//21
Scarcity
A is implied by the existence of price.
B. implies competition in society.
C.  does not exist for a free good.
D All of 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.
1995/AL/1/01

Which of the following statements about competition is correct?

A.  Competition 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/1/06
In a society, scarcity

A.  implies competition.

B. implies discrimination.

C. implies a willingness to sacrifice.
D.  All of the above.

2004/AL/1/02
Competition wifl NOT arise if

all individual are identical.

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

all goods are free goods.

Sows
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KMigroeconomics by Topic Microeconpimics by Tope
}8asic Concepts 1. Baiic Concapls
2005/A1,/1/03 MARKING SCHEME

Whichi one of the following pairings has terms that are closest in meaning?

A. scarcity and shortage 1986/AL/1/07 1990/AL/1/18 1994/ALT/02 2005/AL/1/03 2012/AL/T/03

B. monopoly and competition D D D D(81%) D (R6%)

C.  private properly and social cost

D. competition and discrimination 1987/AL/1/06 1992/AL/1/05 1993/AL/T/01 200 ALAA3

B A C D (88%)
2007/AL/1/03 1987/AL/IT10 2001/AL/1/06 200WAL/125
Scarcity implics C D C(62%)

A.  the market is the most efficicnt place for allocating resources TO8T/ALANE 1993/A1.A1/21 2004/A1L1/02 2009/A1/1:01

B. shortage if the market does not exisl. D D D (86%) A (49%)

C. the concept of cquilibrium is essential.

D. some people must be discriminated against in a society. Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

2007/AL/1/25
Non-price competition implics
T991/ALAS

A, surplus. A good is said to be scarce i, to an individual, more of 1t is preferred to less of it

B. shortage. When more than one individuals in society want more of the same good, competition is implied.

C. scarcity.

D.  monopoly. With competition, some criterion is needed to determine who wins and who loses. For whatever criterion chosen, it will
necessary be discriminatory in nature because different individuals will have different advantages in winning under the same
cnterion

2009/AL/T/01
Which of the following statements about scarcity and shortage is correct?
2012/DSE/AL/S(a)

A.  Whenever there is shortage, there must be scarcity. Nao, because (1)

B.  Inaonc-man cconomy, there may be shortage. when there is excess demand / shartage, non-price competition, such as quening, will emerge, and the new competitive

C.  Whenever there is scarcity, there must be shortage. criteria does not necessarily depend on income. (3)

D.  Scarcity necessarily implies competition.

2012/A1/1/03
A university hall accepts only 20 students out of 8 000 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-lirst-served

C. random sclection by computer

D. Allofthe above

Short & Structured Questions
1991/AL/1/3
‘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/I/5(a)
Country A has imposed an effective price ceiling on Good X. 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)
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1.6 PROPERTY RIGHTS

Multiple Choice Questions

1988/AL/1/23
Under private property rights, the main criterion used to allocate resources is

A, seniority.

B. price.

C.  rank

D.  wealth
1990/AL/1/29

In an ocean which 1s NOT privately-owned, fish

A.  are afree 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.
1992/AL/1/24

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

A, the rate of depletion will remain unchanged

B. the trees will become a public good.

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

D, the trees will become a free good because they no longer have a price.
1994/AL/1/10

If the beach in Repulse Bay is privatized,

A.  the rate of utilization will remain unchanged.

B.  the rate 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/1118

The Home Ownership Scheme (HOS) usually attracts 10 times more 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.

god>

less applications would be expected.

even more applications 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 is/are associated with private property rights?

the right to use the property exclusively

the exclusive right to enjoy income from the property
the right to sell the property outright

All of the above.

voE >

1995/AL/1/16
An apple tree subject to unrestrained common exploitation

has no market value.
will be harvested later.
is a public good.

has a positive price.

gow»

1997/AL/1/12
The Diaoyu Islands (#9 & & ) issue shows that

A. there is a cost 1n 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/1/19

A common property

A. has no market price.
B. always implies allocative inetficiency.
C.  always has a zero consumer surplus.
D. (out of syllabus)

2000/AL/1/28

A common property

A, induces non-price competition.
B. isafree good because it has no market price.
C. Is a good that can be consumed concurrently by more than one individual.
D. is agood owned collectively by more than one individual.
2004/AL/1/26

Property rights arise whenever

A, there is scarcity.

B. there is a society.

C. there is a society with scarcity.

D. production is subject to the law of diminishing returns.
2010/AL/1/20

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

Private property rights may exist without a court of law.

Private property rights may be protected by local customs.

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

gowx
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1. Basic Concepts

2011/AL/1/02
Scarcity in society implies

shortage.

the emergence of private property rights
the existence of price

there is no such thing as a free good.

Tom

201 1/AL/I/25
Which of the following statements about property rights is correct?

Property rights arise only when resources are allocated thought the price mechanism.
Property rights arise whenever there is scarcity.

Property rights arise when individuals in a society compete for resources.

Al} of the above

oW

2016/DSE/T/05
Marlene had bought a cookery book from a boakstore. Her friend, Kitman, said to her, “You have private property rights to
this cookery book.” Which of the following rights would Marlene have alter the purchase of the book?

(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) To leave the book on the bookshelf without reading it

(4) To lend the book to Kitman and ask for a dinner in return

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

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

C  (1),(3)and (4) only

D, (2), (3)and (4) only
2019/DSE//01

Refer to the following suggestion for tackling the housing problem.

The goveenment should build a new type of housing, cailed Easy Living, for which the owners can leass
their flats st a controlled rent. If the owners want to sell their flats, they can only sell them back to the
government.

Comparad with owning & private housing unit,
Living housing unit.

will be weakened for those owning sn Easy

(13 therighttouse
(2} the right to receive income
(3} theright to transfer

A (1)and () only
B (I} and (3) only
€ @adB)only
D. (1@ and (3)
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Microeconomics by Tople
1. Basic Concepts

Short & Structured Questions

1993/AL/1/8

In Hong Kong, during the week before the Chinese New Year, many flower bazaars are organized by the government to let

vendors sell their New Year commodities to the public. The government atlocates the right to operate each stall by tender or
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

If the right to operate a stall was transferable, would the government recetve higher bids for the stalls? Explain. (10 marks)

2004/AL/1/7(b)

Many people go deer hunting. It is reported that among all the people who go deer hunting, Jess than 10 per cent of them (the
superior hunters) get more than 90 per cent of the hunted deer, while the remaining 90 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.

As property rights to the deer in the wild are not assigned to any individual or a group of individuals by law or by custom,
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)

2013/DSE/N/2(a)
The Hong Kong government plans to introduce the “Hong Kong Property for Hong Kong Residents™ policy. The flats built
under the policy can only be sold to Hang Kong permanent residents within 30 years.

What are private property rights? Explain why the private property rights over the flats may be weakened under this policy.
(4 marks)
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Meroedonarmics by Topic Microeeainomics by Tegit
1 Baic Cancepts

1. Basic Cancepts

MARKING SCHEME 1.7 INTEREST
1988/AL//23 F994/ALT/10 1995/A14/16 2000/AL1/28 2011/AL/NO2 [989/AL//20
B B A A C(51%) “Interest will not exist without money.” This statement is
19961129 199:/AL/IS 1997/ALAN2 2004/AL1/26 2011/AL/A25 A, true because interest is the premium of present over future money,
D C D C(78%) C (56%) B. true because in the loan market, we pay interest when we borrow.
C. false because interest is the premium of present over future consumption.
1O92/A L2 1994/A1./1/26 1997/ALAN9 2010/AL/1720 2016/DSEA/05 D. false because interest is a payment for liquidity.
(G D A D C (38%)
2019/DSEA1/01 1993/AL/1/28
& 3 - . ‘Interest exists even without money.” This statement is
C Note: Figures in brackets indicate the percentages of candiduates choosing the correct answers. %
A, true because we pay interest when we borrow.
1993/AL/8 B.  true because interest is the premium one pays for the earlier availability of goods.
At the time ol auction, the future is not certain, Events may happen which would affect the value of the bid. I1f the bid is C. false because interest is a compensation for inflation.
transferable, @ bid winner may transfer his rights to another operator if adverse events happen that are particularty harmful to D. false because money is used in all societies
bim. Therefare, bidders are willing to offer higher bids in the case where the bid is transferable.
Even if no unexpecled events were (o follow, the bids may still be higher with transferable rights because the bidders must 1998/AL/1/26
be aware at the time of the bidding that their decisions might b mistakes, given positive information custs. Which of the following statements about interest is true ?
A, Interest will not exist without money.
2004/AL47(b) B. Interest is a price for the earlier availability of a good.
Yes, there are, property rights to the deer in the wild are delincated by the know-how or special skills of the less-than-10-per- C. Ifthere is no infiation, the interest rate will be zero.
cent superior hunters. This is just like a strong man occupying a piece of land without fegal assignment will have an implicit D. (outof syllabus)

claim 1o the land il no competitor can take it away or infringe upon his use rights.

2003/ALN724
2013/DSEA/2(a) Which of the following statements about interest is correct?

Private property rights refer to the exclusive right (o use, the exclusive right to receive income from, and the right to transfer

a property owned by an individual. 3) A. Interest is a premium received for postponing current consumption
B.  (out of syllabus)
The private property rights over the flats under the scheme are weakened as the flat-owners' right of transferring their flats to C. A more patient individual is willing to pay a higher interest rate for earlier consumption.
non-residents is conlined. (1) D. If there is deflation, interest rate must be negative.
2006/AL//11
Interest exists in the absence of
A.  money.
B. risks.
C.  abanking system.
D. All of above.
46 47
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Micsoeconomics by Toplc
1. Basic Concepts

2012/DSE/1/3
Which of the following statements about interest is cotrect?

A.  People will reduce current consumption when the interest rate drops.
B.  The interest rate will be zero if there is no inflation.
C.  Interest does not exist in a planned economy.
D. Interest still exists without money.
2016/DSE/1/4

Which of the following statements about interest are correct?

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

A, (1)and (2) anly
B.  (1)and (3) anly
C. (2)and (3) only
D. (1), (2)and (3)
2017/DSE/1/2

Which of the following statements about interest is correct?

A, Without money, interest does not exist

B.  Without inflation, interest does not exist.

C.  Without scarcity, interest does not exist.

D. Interest is the compensation paid to the borrower for delayed consumption

Shart & Structured Questions

1992/AL/1/2

Interest is a price. Why is it a price? What 1s 1t a price of? (12 marks)
2004/AL//S

‘Interest would not exist without money.’ Do you agree? Explain (8 marks)
PP/DSE//]

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 regarded as “interest” to both Peter and Mary. (4 marks)
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Microeconomics by Topic
1. Basic Concepts

MARKING SCHEME

1989/AL//20 1998/AL/1/26 2006/ALM1 2016/DSE1/4

C B D{78%) D (45%)

1993/AL/1/28 2003/AL/24 2012/DSE//3 2017/DSE/N/2

B A D (90% C (53%)
Note: Figures in brackets indicate the perc of candid choosing the correct answers,

1992/AL/12
Inlerest 1s a price because it is a sacrifice one must make to exchange for an economic good.

It 13 a price one pays for the earlier availability of goods or a price one pays for earlier over later consumption.

2004/AL//5
Disagree. Interest is the price of earlier wvailability of goods, and without money this price or preminm still exists as long as
a market (for borrowing and lending) exists. Hence it may be charged in a barter economy

[ oan you an apple, when you retuen it a year fater, our agreement would be you return an apple plus a bite from another
apple. That bite is mterest. Money is not implied.

PRDSEAN
To Peter: The bookmark was the price / premium he paid for the earlier availability of the book.
To Mary: The bookmark was the compensation she received for deferring consumption.

to 19
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4. The Government purchased the broadcasting rights of the Tokyo 2020 Olympic Games. This enabled all

Hong Kong people to watch the events for free. The Olympic Games broadcast is a

because

Sowp

The

o0

public good ...... the Government paid for the broadcasting rights

private good ...... one individual’s consumption reduces its amount available to others
free good ...... more is not preferred

consumer good ...... it can directly satisfy human wants

of labour in Hong Kong will increase if

occupational mobility ...... a professional labour union tightens the requirements for entering
the industry

occupational mobility ...... the Government waives the examination for foreign-trained doctors
to work in Hong Kong

geographical mobility ...... Tuen Ma Line connecting Tuen Mun and Ma On Shan is open
geographical mobility ...... the Government reduces the travel subsidy to the low-income group

In the Outline Development Plan for the Guangdong-Hong Kong-Macao Greater Bay Area, Hong Kong is
an international financial and transportation centre; Macao is a leisure and tourism centre; Guangzhou is an
international commercial centre.

This is an example of division of labour because
A. simple...... each city has its own comparative advantage
B. simple...... each city engages in different production stages
C. regional ...... multiple cities cooperate to build the Greater Bay Area
D. regional ...... each city has its own specialty of production "



2022

9. The Muimlind government introduced the Targeled Poverty Alleviation Campaign CFf 48 [ & 175 in 2014,
After analysing the situations of people living in poverty, the government officials came up with tailor-made
measures. The following are two examples of the campaign.

Example 1 | A village in Yunnan provincee has beanliful natural landscape. The government of Yunnan
province promoted the village to attract more travellers, Apart from farming, the villagers
also set up hostels 1o serve travellers in order o carn more income.

(1) Reler to Example 1.

(1) In which lypes of production did (he villagers engage afler the imtroduction of the campaign?
Explain. (4 marks)
(1) Explain how labour mobility of the villagers would be affected, (3 marks)

10. The Olvmpic Games attract billions of inlcrnational elevision viewers W walch the compelitions among
thousands of top athletes.

() Some reslanmanis i shopping malls find their businesses increase sharply when the malls broadcist
Olvmpic events, FExplain how the broadcast of Olympic events may result in a divergence between
private and social benefits, (3 marks)

(b) Supposc the divergence m parl (a) does cxist.  How can market mechamsm help reduce this
divergence? (2 marks)

Athlctes compele n the Olympic Ganmes with their suppaor Icams comsisling of sporl psychologists, physical
therapists, nutritionists, etc.

<) W hich economic principle is illustrated in the above practice? State TWO reasons why such a practice
can increase labour productivity. (3 marks)

Some professional athletes receive a monthly salary and share a proportion of the prize money whenever they
Wil in compeLitions.

{d)  Insicad ol paying the athleles a monthly rate only. explain why some cmploycers of professional athleles
usc (he above wage payment arangement, (2 marks)
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For part (e). candidates are required to present their answers in essay form. Criteria for marking wull include
use of sources and cconomic theories. relevant contenl, Togical presentalion and clirity of expression.

{e)  Suppose the Government plans to spend another sum of money o cope with the pandemic. The
following arc two suggeslions.

Scheme C | Distmbute the sum of money using the same mechamisim as the existing Consumption
Voucher Scheme.

Scheme 11 | Spend the sum of money on building new hospitals and hiring addiuonal mecdical
stall.

With reference 1o (he above sources and vour own knowledge in Economics. discuss which scheme
the Government will prefer in order to achieve EACH of the following policy objectives respectively.

Objective 1:  to relieve unemplovment in an industry severely affected by the pandemic
Objective 20 1o increase average labour produclivily
Objective 3:  to increase aggregate output (in the short run and/or in the long run)

(14 marks)
|Usc a scparate paragraph for comparing the cllects of the two schemes under cach policy objective. |
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2.1 TYPES OF PRODUCTION
Multiple Choice (Juestions
1990/CE/I/27
FirmA | Firm B - Firm C - Firm D
Lumbering Transporting Wood Relining Furniture
Manufacturing
FirmE Firm F
= " " Honscholds
Wholesaling Retailing

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

A, FirmsA, Band C
B. FirmsA,Cand D
C. FirmsB,Eand F
D FirmsD,Eand F
1991/CE/M/04

Mr. Wong, who is a fireman, also works as a part-time taxi-driver. Which stage(s) of production is he engaged in?

A, secondary production only

B. tertiary production only

C.  primary and tertiary production only

D.  secondary and tertiary production only
199 1/CE/N/05

The above diagram shows the interdependence among the three
stages of production. The flows of ‘X" and Y’ should be labelled

respectively as

9nw>

natural resources and consumer goods
natural resources and capital goods
services and consumer goods
services and capital goods

Primary

Production

Secondary

Production

X Tertiary

Production
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Microecancimics by Togit
2 Production

1992/CE/11/04
Which of the following is classified as consumption?

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

Which of the following are examples of tertiary producers?

(1) apop singer

(2) abaker

(3) abank teller

(4) atrck 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
Employ in primary, dury
snd tectiney indyairics in 1981 and 1991
Primary 2% Primary 2%
Tertiary
48%
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. tertiary production is becoming more important in terms of its contribution to employment
D.  real income earned in the tertiary sector was higher in 1991
1994/CE/11/60

Which of the followmg activities 1s NOT classified as production?

A, amother teaching her child to read
B.  ason helping his mother to serve dinner at home
C.  afather repairing a TV set at home
D.  adaughter playing with her cat at home
51
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2-Procluction

1995/CE/M/04

Mary is a sewing worker in a garment factory in the daytime. In the evening, she works as a waitress in a restaurant. Mary is

a _producer,

A.  secondary

B. tertiary

C. primary and secondary

D. secondary and tertiary
1995/CE//15

\\ % share in total employment
——ear 1982 1992
Manufacturing sector 45% 19%
Services sector 50% 78%
Others 5% 3%
Total 100% 100%

From the above table, we can conclude that

Microesonomics by Topic
2 Preshuction

2002/CE/M/12
Which of the following statements about production is correct?

A, Developed countries ave no primary production.
B.  Students selling flags for charity organizations are engaging in production.
C.  AnIndian restaurant engages in tertiary production only.
D. The car repair work belongs to secondary production.
2003/CE//15

Which of the following activities are classified as production in economics?

oo w>

(1) aman delivering newspapers
(2) agirl sewing her own dress
(3) aboy selling pirated compact discs (CD)

) and (2) only
) and (3) only
) and (3) only
)

2004/CE/M/19

Y share of totnl employment

Country A Country B
Primary production 3
Secondary production 46 25
Tertmry production Al 74

From the above table, we can conclude that

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,
C. the services sector employed the largest number of working people in 1992.
D.  the services sector accounted for a greater proportion of gross domestic product (GDP) than the manufacturing
sector in 1992,
1997/CE/11/28
Employment by broad economic sector
Number (000)
2000 —
Service weturs as 4 whle e —‘]
S04 -
to0o
500 ] M.mula\(u;ng seotor—— )
|
0 é T T T T 0.% T T T T T T T

Mar Jun Sep Dec Ma Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dee Mar un Sep
& | 1991 1952 1993 194 1995

Source : HONG KONG 1996, Hong Kong government

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?

gowx>

In terms of employment, the manutacturing sector was declining while the service sector was growing.
The output per employee 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.

52

A, most people in country B enjoy a higher living standard than most people in country A
B. most people in each of the countries engage in tertiary production
C.  more people engage in tertiary production in country B than in country A
D.  All of the above are correct.
2005/CE/N/14
The following graph shows the relationship of the three stages of production. What does P and Q stand for respectively?
Primary
/ Production
% '\\‘
Secondary «— Tertiary
Production Q Production
A.  services; consumer goods
B. producer goods; consumer goods
C. raw materials; services
D. natural resources; producer goods
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2007/CE/I/13 2010/CE/NI/15
The following table shows the employment distribution of Hong Kong. Study the following information about an economy:
Year| Y% of total employment
5 199 005
Sector 198 7| Tn 1999 1n 2009
Primary 2.2% 0.5% 0.4% Primary production 19 5
Secondary 43.5% 20.4% 13.7% Secondary production 21 30
Tertiary 54.3% 79.1% 86.0% Tertiary production 40 65
(Total) 100% 100% 100% (Total) 100 100
From the above table, we can conclude that from 1985 to 2005, From the above table, we can conclude that
A, the number of people engaged in the primary and secondary sectors decreased while that in the tertiary sector A, the primary sector’s relative importance in total employment has decreased in 2009 because its average labour
increased. productivity has increased.
B.  the overall unemployment rate remained constant B.  most people have a higher living standard in 2009 than in 1999.
C.  the contribution to gross domestic product (GDP) of the tertiary sector increased. C.  the number of workers engaged in the secondary sector in 2009 may be larger or smaller than that in 1999
D.  the relative importance of the secondary sector in terms of employment decreased. D.  the tertiary sector contributes the largest share to the gross domestic product (GDP) for 2009.
2008/CE/11/13 2014/DSE/N/10
Hong Kong’s gross domestic product (GDP) at factor cost was higher in 2005 than in 2001. The charts below show the The following graph shows the relationship of the three stages of production. What do E and F stand for respectively?
contribution to GDP at factor cost by sectors in 2001 and 2003, respectively.
Primary
Production r
: Tertiary
gregg;gion production Secondary — Tertiary
(86.5%) (90.7%) Production == | Production
Secondary Second:'xry
production P’°‘1“°"°“ A.  consumer goods; raw materials
(13.4%) 0.2%) B. producer goods; services
Primary Primary C.  raw materials; services
production production D. producer goods; raw materials
(0.1%%) (0.1%)
Year 2001 Year 2005
Based on the above information, we can conclude that in the year 2005
A, workers in the tertiary sector on average earned more than those in the secondary sector.
B. the labour productivity of the secondary sector decreased.
C.  the output value of the primary sector increased.
D.  the number of workers in the tertiary sector increased.
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Memecénémics by Topic Microeconormics By Topic
2. Production 2. Production
Short & Structured Questions MARKING SCHEME
1990/CE/1/1{a)(ii) 1990/CEMN/27 1993/CE/N1/04 1995/CEM/S 2004/CE/E19 2010/CEAIAS
Mrs Wong is a lawyer and is also good at doing housework, but she employs a Filipino maid to do her housework C B C B (43%) C (49%)
To what stage of production does the work done by Filipino maids belong? Explain. (2 marks) 199 /CEM/Q4 1993/CE/M/0S5 1997/CE/1/28 2003/CEI14 2014/DSEA/1D
B ¢ A C (1% D (67%)

1996/CE/1/2 199 1/CEAI/05 1994/CE/1/60 2002/CEAT/12 2007/CENNI3
*Sphagetti House” is a fast-food shop selling pizzas and other Italian dishes. Name and explain the type(s) of production that D D B (54%) D (35%)
the shop is engaged in (4 marks) )

1992/CRMNfO4 1905 /CEM /04 2003/C TS 2008/CEAN/13

D D D (26%) C(19%)

2004/CE//%(d)
Explain which type of production car agents belong to (2 marks) Nute: Figures in brackets indicate the percentages of candidates choosing the correct answers.
2015/DSE/I/(a)
Many clectronic product retailers are located in Mong Kok. 1990/CE/N/ L (a)(in

Testiary procuction, because ()
To which type of production do electronic product retailers belong? Explain your answer. (2 marks) provision of service. (1)
2017/DSEM/13(a)(i) 1996/C141/2
To cope with the Pmb]‘f“} of a rapidly aging populﬂtion in Hong Kong, the government has proposed a retirement protection Secondary production - food materials are cooked in the shop and trned into cooked food. 2)
scheme under which eligible elderly would receive $38 760 per year. Tertiary production - when having meals, customers are served by walters in the shop. 2
Mr. Chan, a street sleeper, is eligible to receive $38 760 under this scheme. He would be able to afford the service of an
clderty care centre and would spend $30 000 of the money to pay the yearly charges. 2004/CE//9(d)

Tertiary production, because o
To which type of production does clderly care service belong? (1 mark) they provide services. (n

201 5/DSE/NIA(a)
Tertiary production, because [A]
it provides retail services )

201 7/DSEM/ 3 (a) i)
Tertiary production. 1)

56 Syl

Provided by dse.life




Micisecontmics by Topic
2 Prochuction

2.2 CONSUMER GOODS AND PRODUCER GOODS

Multiple Choice Questions

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

Towp

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

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

1995/CE/T1/14
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/1/02

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 afree good because Jenny does not need to pay for it.
B.  aconsumer good because it is a prize in the competition.
C.  an economic good because other competitors want to have it.
D.  acapital god because it has a market value.
1999/CE/I1/10

Which of the following are capital goods of a school?

Taw>

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

(1) and (2) only
(1) and (3) only
(2) and (3) only
(1), (2) and (3)
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2 Production
2007/CENN 2
Flowr isa when
A, capital good ...... it is used by Mrs Chan to make a cake for her daughter’s birthday
B. consumer good it 1s for sale in the market
C.  capital good ...... it is used in a cooking program shown on the television
D. consumer good ...... it is packed for delivery to customers

2009/CE/1l/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.  primary production ...... producer goods

B. tertiary production ..., producer goods

C. sccondary production ...... consumer goods

D. tertiary production ...... consumer goods
2016/DSE/1/02

During the Hong Kong Computers 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. (2)only

B.  (3)only

C. (D and (2)only

D. (1)and (3) only

MARKING SCHEME

1992/CE/1/06 1996/CE/1/62 1999/CE/AL/10 2009/CE/TI/14

B D B B (55%)
1985/CE//14 1999/CEN/G2 2007/CE/1/12 2016/DSEA/02

I} G C (56%) C{66%)

Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

2020/DSEM/4
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Microeconormics by Toplc
2. Production

2.3 FACTORS OF PRODUCTION

Multiple Choice Questions

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

reservolrs
factories

rubber plantations
mineral deposits

Tow>

199 1/CE/I/10
Which of the following is an example of land in economics?

reclaimed land

crude oil underground

wasoline stored underground

Victoria Harbour following improvements

oSNnws

1992/CE/11/07

The war in the Middle Bast 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
ail wells as

A, capital ... capital ...... entreprenewrs ...... entrepreneurs

B. capital ... land ...... labour ...... labour

C. Jand .. . fand ... capital ...... entrepreneurs

D, land ... capital ... labour ...... enlrepreneurs
1993/CE/11/08

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 MacLehose Trail

D.  the killer whale in the Ocean Park

1996/CE/NINS
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 sea
D. dew on farmland in the morning
1997/CE/11/13

Which of the following is classtfied as land i economics?

live fishes sold in a seafood restaurant

silver ore in a mine

the newly reclaimed land in Western Kowloon
a piece of cultivated land

0w
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2. Production

1998/CE/1/12
Which of the following is classificd as land in economics?

A.  Land reclaimed along the Victoria Habour

B.  Fish caught in the high seas (% &)

C.  Plants grown in the country parks

D.  Crude oil newly discovered nnderground
1999/CE/MI/ 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 capitat does.
D. Land is less occupationally mobile than capital.
2000/CE/11/14

‘Wild birds in the forests are classified as Jand in economics,’ This statement is

A.  true, because they are free goods
B. true, because they are natural resources.
C. false, because they can move while land is geographically immobile.
D. false, because their supply is not fixed.
2003/CE/I/16

Which of the following statements about 'land' is 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.

vawy

2005/CE/II/15
Which of the following is classificd as land in cconomics?

soil with chemical fertilizers added to it
frees in a plantation arca

underground coal reserves

a picce of cultivated fand

onws

2007/CE/IN/16
Which ol the following statements about land is correct?

Crude o1l unextracted is land because it is fixed in supply.

Ocean is land because it is geographically immobile

Rainfall on a piece of farmland is land because it 1s a gift of nature for production.
Wood being cut in the tropical forest is Tand because it is used for production.

Snw>
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2008/CE/1I/14
Which of the following are land in economics?

(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& i} # )

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

oawp

2009/CE/11/15
Which of the following belongs to the lactor of production *Jand’?

A, endangered species of Tibetan antelope (# $5 % ) found on the Tibetan Plateau (¥ %8 % &)
B. flowers planted in Hong Kong Disneyland
C.  crocodiles living in Hong Kong Wetland Park
D.  oxygen provided in the trains running across the Tibetan Plateau
1994/CE/11/16

Capital differs from fand in that, for example,

A, capital is produced {rom scarce resources but land is not.
B. capital has a smaller supply elasticity.
C.  the demand for capital is a derived demand but that of land is not.
D. capital generates a higher return to its owners.
1995/CE/11/18

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

A, nterest
B.  rent
C.  profit.
D.  wage.
1998/CE/11/16
Knowledge
A. s not 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. is capital because it can increase wealth in the future.
2000/CE/T1/13

Which of the following is classified as capital?

The singing skill of a superstar

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

An oasis in the desert

saws
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Mirreeconamics by Tople
2 Froducton

2001/CE/11/09
‘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 [ree 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/]

Which of the following is classified as ‘capital’?

A.  sunshine in California

B. oil wells in Kuwait

C. sand in the Sahara Desert

D. freshair in the Alps
2002/CE/I/15

In economics, which of the following statements about capital is correct?

A.  The quantity of fixed capital cannot be changed in the short run.

B. Capital earns the highest rate of return among all factors of production.

C.  Capital s produced to satisfy consumers’ wants directly.

D. The geographical mobility of capital is greater than that of land.
2007/CE/11/17

Land is different from capital in that

the supply of fand cannot be controlled, whereas that of capital can be.
land is a free good but capital is an economic good.

land has a lower occupational mobility than capital.

land has a greater supply elasticity than capital.

ISEeRiry

2007/CE/TI/18

In Economics, a taxi is classified as and the income of the taxi owner from renting the taxi to a driver is classified as

A. land ... rent

B. capital ... interest

C. land.... interest

D. capital ... profit
2010/CE/M/17

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

A.  Both land and capital can be increased by human effort.
B. Both land and capital are fixed factors of production.
C
D

Land is more elastic in supply than capital.
Land is less geographically mobile than capital.
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Migtpeconornics by Tapic
2. Production

2016/DSE//6

A schoal is a production unit which provides educational services. The fallowing are people and objects that are usually

found at a school:

(1) the school building

(2) teachers

(3) students

(4) private cars owned by tcachers
(5) sanitisers (3% T # ) in the toilets

Whieh ol the above items are capital of the school?

A, (1)and (4) only

B. () and(5)only

C. (2)and (3) only

D (1), (4) and (5) only
1990/CE/T1/28

Which of the following factors of production would have its return determined only after the products are sotd?

A, land

B. labour

C. capital

D. entrepreneurship

1991/CE/11/07
Which factor return has all of the foliowing characteristics?

I It can be negative
IT  Ttcan be very large
11 Tt is not known before sale of finished products

A, rent

B.  wages

C. interes|

D. profits
1992/CE/11/08

The main function of entrepreneurship is

A.  to design new products

B. 1o bear risks

C. 1o provide technical expertise

D. to make routine business decisions
1995/CE/M/19

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.
1t is higher than the return for labour.

Sow>
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Microeconornics by Topie
2. Productiern

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.  She is a tertiary producer.

C.  She provides entreprencurial skills.

D.  She provides labour service.
2001/CE/I/12

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

tertiary production

vow»

entreprencurship

2004/CE/T/14

secondary production

lubour secondary production

Michael Owen is a famous football player for Liverpool Football Club. In economics, he provides the serviceof ______ and
he engages in production.

A, enirepreneurship

B. entrepreneurship .. ..

C. labour ...... secondary

D. labour...... tertiary

2006/CE/M/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 serviee of the factor

A secondary .. . labour
secondary entreprencurship

B.
C.  tertiary ... labour
D.

lertinry entrepreneurship

2019/DSE/1/08

Which of the following are capital of 4 cafe?

(1) coffes machines
{2) coffee beans

(3)  vidoo gams les brought by its

pacty
(4)  comic books which can be borrowed by its customess freo of chargs

A (1yand ) only
B, (1), (2) ad (4) anly
C. (1), (3)and (4) anly

D. (@), (3)and (4) amly

65

Provided by dse.life




2020/DSE/N/6

Refer ta the following dialogue.

T own a fuke with great natural views. How
can [ earn income from it, Captain Cook?

] have a fishing boat! 1 can be the »
Landlord Li captain of some boat trips in the loke!

Captain Cook

Twill pay you a daily rate, Captain Cook. And I will pocket the

i.et’s organise fishing fours and churge the tourisis a targe sum!
remaining income, We will earn a lot of money together!

Given the return of tand §s renr, the venum of labour s wage, the return of capital is interest while the retur of
entrepreneur is profit, The income earned by Captain Cook congists of . while the remaining income
earned by Landlord Li consists of .

wage......profit

interest ......rent and profil

wage and interest..... rent

wage and intevest ... rent and profit

on®x
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Micraecenomics by Topic
2. Proctuction

Short & Structured Questions

199 1/CE//4(a)(i)
Mr. Chan was a lorry driver of a construction company, Last year, he left the company and began to work on his own with
his lorry, taking orders directly from customers.

Explain whether Mr. Chan runs a firm. (3 marks)

1995/CE/1/11(b)
M. Tp owns a property agency (4 3£ 48 # 47 ) and hires Mary as a clerk of his firm. Distinguish between the economic
roles played by Mr. Ip and Mary. Explain your answer, (4 marks)

1996/CE/1/4(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 1o install another traffic light.

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

Peter owns a plot of Jand 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/1/3

Explain why an incinerator (3% 4k 4K ) is a capital (2 marks}
2004/CE/1/9(e)

Explain which type of factors of production the cars displayed in the showrooms belong to. (2 marks)
2005/CE/1/2

Ka Ming 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/T/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/NI/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/I/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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2021/DSE/1/]

The following is the advertisement of an online food delivery firm for recrujting riders.

Riders Wanted {11

k]

Eam great money
» High salary for each deliveryt
» Keep 100% tips from customers

Bring your own cquipment
» A smartphone
« A motorcycle with the necessary safety equipment

(&)

Explain whether the smartphones and motorcycles of the riders are consumer goods or capital goods,

(2 marks)

1990/CE/MI/13
D

1991/CEA10
B

1992/ CEAT/Q7
D

1993/CEAT/OR
B

1996/CTE/11/1S
D

1997/CE/1L/13
B

1998/CE/I/12
D

199 1/CE/MN4(a)(1)
Yes, because

he makes decisions and bears risks in a firm

1995/CEN/TE(D)

1999/CE/I/11
A

2000/CE/T/14
B

2003/CEA1/16
B (20%)

2005/CEATS
C (80%)

2007 /CE6
C41%

2008/CE/1/ 14
B (84%)

2009/CEN15
A (83%)

MARKING SCHEME
1994/CE/MI/16
A

1995/CE/MI/18
A (deleted)

1998/CENI/16
D

2000/CEA3
A

2001/CEAO9
B

2001/CEAT
B

2002/CEAVIS
1 (50%)

Note: Figures in brackets indicate the pere

2007/CEA17
A (69%)

2007/CEM1S
B (28%)

2010/CEAN17
D (82%)

2016/DSE//06
B (84%)

1990/CE/N1/28
D

199 1/CEMI/0T
D

1992/CEN1/0R
B

/

Microeconomi&?b)&'ft)pic
2. Production

1995/CE/M/19
B

1997/ CEMT/57
A

2001/CEML12
D

2004/CEA 14
D (84%)

2006/CENYI3
A (79%)
2019/DSEA/08
B
2020/DSEN
]

ges of ca

The distinctive economic role is that Mr Ip belongs to entreprenceurship, because
he has to bear the risk of the business / formulate policies.

Mary does not belong to enireprencurship / she belongs 1o Jabour, because
she does not have to bear risk / she provides human effort in production,

1996/C

A14(D)

A traffic light 1s a man-made resource used Tor production.

1997/CE/1/1

Entrepreneurship, becanse
he bears risk / makes decisions.

Labour, because

he provides human effort in praduction.

2000/CEAN/3

It is man-made and it 1s used for production.

2004/CE/1/9(¢e)
Capital, becanse

those cars are man made reseurces (used for production).
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Microrconarmics By Tepit

2. Production 2. Production
2005/CE/12 2.4 LABOUR SUPPLY AND PRODUCTIVITY
Batrepreneurship, because €3]

he bears risks / makes decisions ()]
Labour, because m Multiple Choice Questions

e provides human effort in praduction, (1)

1990/CE/11/20

2014/DSEN2(a) Which of the following will increase the supply of labour?
Eatreprencurship, becanse (1)

he bears business sk and makes business decisions. (1) (1) The legal minimum working age is raised.

(2) The government introduces an unemployment benefit scheme.
(3) Workers are willing to work for longer hours at the same wage rate.

2016/DSEA/10(h) (4) The retirement age is raised.
Land, because (1

i 18 a natural resource which is a gilt of nature (1) A, (1)and (2) only

B. (1)and(4) only
C. (2)and (3) only

2018/DSEA/2(b) D. (3)and (4) only
Entrepreneurship, because (1

she bears business risk. [§2]

1991/CE/11/09

Which of the following will improve the average productivity of labour?
2021/DSE/I/1b

A alarger population
(b) Capital good B. longer working-hours
They are used in provision of delivery services. C.  more opportunities for tertiary education
D. the emigration of skilled workers
1991/CE/11/56

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/II/10

Which of the following can increase the productivity of factory workers?

(1) abandoning the piece-rate system

(2) installing more machinery

(3) importing labour from Mainland China
(4) providing a better working environment

A, () and (2) only
B. (1) and (3) only
C. (2)and (4) only
D. (3)and (4) only
1992/CE/11/14

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

A.  the provision of tertiary education no longer involves opportunity cost.
B. the provision of tertiary education is not subject to diminishing returns.
C.  resources allocation will definitely be more efficient.
D. the future labour productivity will increase.
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Microeconomics by Toplc
2-Production

1993/CE/T1/06
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 retirement age

(3) increasing the quantity of capital goods

(4) raising unemployment benefits

A, (1) and (3) only
B. (1) and (4) only
C. (2)and (3) only
D.  (2)and (4) only
1993/CE/T1/19

The following table shows the output of dresses from a factory in 1991 and 1992,

i Year 1991 1992
Number of workers employed 20 25
Units of dresses produced 90 600 80 000
Number of working hours per worker 3000 2 000
The fuctory employed o quantity of labowr m 1992 and the sverage lubowr productivity was in that year.
A larger ... higher
B. larger lower
C.  smaller higher
D.  smaller..... lower
1994/CE/M/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 each year.

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

A, (1)and (3) only
B. (1) and (4) only
C. (2)and (3) only
D (2)and (4) only
1995/CE/11/16

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

gowms

(1) alarger labour force

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

(4) fewer public holidays

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

70

Microeconarnicy Oy Topk:
2. Production
1995/CE/1/59
Real GDP value-added per employee
o Year| 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 a higher labour productivity in 1992 than in 1982,

The services had a higher labour productivity than the manufacturing sector in 1992,

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

onwE>

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

fewer job vacancies

more universities place for students

an increase in the retirement age of workers
an mereise 1n the number of immigrants

cow»>

Refer to the table below for Question 13 and 14:

Firm A Firm B
Number of workers employed 200 120
Number of working hours per worker 1 000 19500
Units of output produced 100 000! 110 000

1996/CE/T1/13
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 economies of scale.

D.  Production in Firm B is more capital-intensive.
1996/CE/1/14

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.  Dbetter working environment in Firm B

C.  alarger labour force in Firm A

D.  ahigher wage rate in Firm B
1997/CE/11/55

An increase in the number of Form 7 graduates studying in the universities will result in

(1) adecrease in the present labour supply.
(2) adecrease in the present unemployment rate.
(3) an increase in future average labour productivity.

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

onw»>
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1998/CE/11/14 2001/CE/I/15
The average productivity of labour will increase if Refer to the following table:
(1) there is an increase in the number of machines. FirmA| Firm B
(2) there is an increase in the size of the labour force Number of workers employed 60 40
(3) there is an improvement in the health conditions of workers Total number of working hours 1 200 1 000!
(4) workers work more hours per day Total output (Units) 10 800 9500
A (1)and (2) only Which of the following is a possible reason for the difference in the labour productivity of Firm A and Firm B?
B.  (1)and (3) only
C. (2)and (4) only A. Firm B has a better working environment.
D. (3) and (4) only B.  Firm A has a higher degree of division of labour.
C.  Firm A enjoys greater economies of scale.
D. Firm B uses a more labour intensive method of production.
1998/CE/NI/15
Which of the following would increase the labour supply of Hong Kong?
. 2002/CE/N/14
A, The demand for imported workers increase A higher average labour productivily means a higher
B.  All women are not allowed to work overtime.
C. More employers provide child care services to their employees. A.  average output per worker.
D.  More job vacancies are available, B. marginal product per man.
C.  total output per worker.
D.  totul product per unit of labour.
1999/CE/11/14
Which of the following would increase the labour supply of Hong Kong?
2005/CE/MNG
A, The provision of more day-time child-care services Study the following table:
B. A change in the payment systen from piece rate to time rate
C. Anincrease in the number of public holidays in a year Econamy A B C 1)
D. A decrease in the number of people migrating to other countries. Number af workers 20 5 n 15
Weekly working hours per worker 5 25 5 20
Totl oulput 11000 | 12000 9000 | 10000
1999/CE/11/20
Refer to the following table: Which economy has the largest labour supply?
Firm A Firm B A A
Number of workers employed 100 60 B. B
Number of working hours per worker 350 650 C. C
Output (Units) 140 000 156 000 D D
Which of the following concerning Firm A and Firm B is correct?
2005/CE/I/T
A. Firm B has a higher average labour productivity than Firm A. Which of the following situations will increase the average labour productivity?
B.  Firm A has a higher average labour productivity than Firm B.
C. Firm A has large labour supply than Firm B. A.  cmploying more workers
D Firm B has a large labour supply than Firm A, B. cxtending the working hours
C. changing from time rates (o piece rates
D. reducing the degree of division of labour
2001/CE/I/13
Under which of the following situations would the labour supply in Hong Kong decrease?
2006/CE/11/14
A, All universities in Hong Kong admit fewer full time students. Which of the following would raise the average labour productivity?
B.  More Hong Kong companies provide training courses to their staff during office hours.
C.  Fewer Hong Kong people are allowed to emigrate to the US. A, alarger working population
D. The Hong Kong government provides subsidies to private firms for installing high-tech equipment B. fewer public holidays
C.  alarger quantily of advanced equipment
D. alower degree of occupational mobility of labour
72 73
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2 Production
2007/CE/I/15
Country A|  Country B

Number of workers 100 X

Average working hours of workers per day 8 Y

Total output (unit) 7 200 7 200
In the above table, if the labour productivity in Country B is higher, the possible value of X and Y would be and

respectively.

A, 140 ... 6
B. 150...5
C. 200 .. 4
D. 300.. 3
2009/CE/II/16

If the government raises the legal retirement age,

A.  the occupational mobility of workers will increase

B. the average labour productivity will increase.

C.  the supply of labour will increase.

D. more division of labour will be practised.
2010/CE/TI/18

Which of the following will increase the average labour productivity?

(1) The number of promotion posts increases.
(2) The number of retired workers increases.
(3) Production becomes more capital-intensive.

A, (1)and (2) only
B.  (1)and(3)only
C. (2)and (3) only
D. (1), (2) and (3)
2010/CE/1/20

Which of the following would decrease the labour supply of Hong Kong?

A Detter and more job opportunities in mainiand China
B. the imposition of a minimum wage law for low-skilled workers in Hong Kong
C.  alower average salaries tax rate in Hong Kong
D. an increase tn the retirement age in Hong Kong
2012/DSE/N/06

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

A. extension of free education from 9 years to 12 years
B. an increase in the minimum capital requirement of the Capital Investment Entrant Scheme (3% 4 8 & # A ¥

wH#)
C. anincrease in the immigration scheme quota for talented persons from the mainland
D. introduction of maximum working hours
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2. Productiti

2012/DSE//10
Refer to the table below.

Foctory A Factorv B
Number of workers employed 60 10
Total pumber of working hours 2 000 5 0410
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 and 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 labour supply of an economy?

A.  More {irms allow male employees to take paternity leave.

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

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/1/06
Refer to the following table:
Factory A Factory B
Number of full-time workers 25 0
Number of part-time workers 0 50
Average working hours of lull- 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

A, more training is provided for the existing labour force.
B. the legal minimum working age is lowered from 16 to 15.
C
D

foreign direct investment increases.
the government increases the salaries tax rate

75

Provided by dse.life




2019/DSE/T/06

In the 2018-19 Budget, the Hong Kong Government raised the subsidy ceiling of the Continuing Education
Fund from $13000 ta.320000 per applicant to encourage members of the public to pursae further education,

This policy will lead to a rise in and in the futore,
A labour supply ...... geographical mobility
B, labour supply ...... occupational mobility
C.  labour productivity ...... geographical mobility
D.  labour produgtivity ...... occupational mobility

Mictoeconomics by Topic
2. Procuction

2017/DSE//11
The input-output relationship ol a firm is as follows:

Year 1 Year 2
Number ol workers 30 35
Number of working hours per worker per day 10 8
Quantity of output (units) 3 000 2900

Based on the above information, labour supply _ —

A, rises ... rises
B, rises ... falls
C. falls rises
D.  falls falls
2018/DSE/1/09

The labour supply in Mong Kong would increase if

more Hong Kong people migrated to foreign countries.

more Hong Kong students studied in tertiary institutions,

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

oowe

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
Employment (in thousands) 177 190

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

(4 marks)
(i1) 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 labour productivity. (6 marks)
2000/CE/I/11(c)
Suppose Country B has a higher average labour productivity than Country A. Define average labour productivity and give
THREE reasons for the higher average labour productivity of Country B. (5 marks)
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2. Productites
202/CE
Firm A Firm B
Number of workers employed 100 120
Number of working hours per worker 500 800
Output (units) 100 000 144 000

Culculate the average labour productivity of each [irm and stale TWO reasons why the two productivilies are dilferent.
(4 marks)

2005/CE/1/10(a)(ii)
The two countries have a different output of watches, with each country using the same amount of resources in their
production. State THREE possible reasons for such a difference. (3 marks)
2007/CE/1/2
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 tabour productivity of the factory in 2006 and 2007, respectively. (2 marks)
(b) Give TWO possible reasons to explain why the fabour productivity has changed. (2 marks)
2010/CE/172
Refer to the following data of Firm A and Firm B. Both firms are engaged in the same industry.
Firm A Firm B
Number of workers employed 20 12
Number of working hours per worker 100 200
Number of output (units) 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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Microeconomics by Togic

2' Procection
MARKING SCHEME
1990/CE/T/20 1994/CE/IT/17 1998/CE/T/14 2005/CE/T/16 2012/DSE/06
D A B D (51%) € (86%)
199 1/CE/T/0% 1995/CE/MIF16 1998/CE/I/15 2005/CE1/17 2012/DSE/10
C C C C (84%) D (38%)
1991/CE//56 1995/CE/M/59 1999/CE/T/14 2006/CEAL/14 2014/DSE//09
D D A C(72%) B (79%0)
1992/CEA/10 1996/CE/M/2 1999/CE/1/20 2007/CEA1S 2015/DSEN/06
C B D B (67%) B (73%)
1992/CE/11/14 1996/CEAL/13 2001/CEA/13 2009/CENIA6 2016/DSE//8
D B B C(81%) B (86%)
1993/CE/A1/06 1996/CE/11/14 2001/CE/1/15 2017BSEA/N
A A A B (58%) C(75%)
1993/CE/1/19 1997/CEAL/S5 2002/CE/1/14 2010/CEN120 2018/DSENA/09
C B 1) (29%) A (84%) C(94%)

2019/DSEA/06
D
1990/CE/1/2(b)

(1) Average labour productivity m 1985 $39 589 mn + 177 000 = §223 666.7
Average labour productivity n 1986 $47 052 mn + 190 000 = $247 642.1

. Higher labour productivity in 1986

(i) - better training and knowledge
- more investment in lechnology and machines
- better management, e.g. division of fabour
(Mark the FIRST TWO points only.)

1994/C
Average labour procuctivity is output per unit ot labouwr, e.g. output per man-hour

Methods to raise labour productivity:

- division of labour

- increasing quantity / quality of capital goods

- more training of workers

- incentive schemes, e.g. a change from time rate to piece rate
(Mark the FIRST TWO points only.)

2000/CEA/T1(c)

Output per unit of labour or output per man-hour
- better education / training

- better capital

- better technology

- better management, e.g. division of labour

- better working conditions

(Mark the FIRST THREE points only.)
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Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

(3)

(1)

(2@ max :4)
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(20, max: 2)
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2002/¢
Firm A: 100 000 = (100 % 500) = 2 vnits of output per man-hour
Firm B: 144 000 - (120 » 800) = 1.5 units of sutput per man-hour

different education / training
different capital

= different technology

= differest mandgement

- different working conditions

{Mark the FIRST TWO points only.)

1/10(a)(i)

srent quality of factor input

- different education and training

- different degree of technological advancement

- different management efficiency / different degree of division of Jabour
- different working environment

~ different labour welfare and incentives

[Mark the FIRST THREYE points only.]

2007/CEN2
(a)  Inycar 2006: {36 000/(40 » 300) =] 3 units / man-hour
In year 2007: [40 000/(50 ~ 200) =] 4 units / man-houi

(b} - better capital / mechanization \
- better training / education
- better working condition
- better management, e.g. the practice of division of labour
- higher incentives, e.g. change from time rale to piece rate
- improvement in technology
[Mark the FIRST TWO points only.}

2010/CE
{a} No, because
the labowr supply of Firm A = (20 = 100 =) 2 000 man houss is smaller than that of Firm B
= (12 % 200 =) 2 400 man hours.

/2

{b) No, because
the labour productivity of Firm B = (120 000/ 2 400 =) 50 units of output per man hour is
the same as that of Firm A = (100 0600 / 2 000 =) 50 units of output per man hour.,
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(1@, max: 2)

(164 . max: 3)

)
()

{1, max: 2)

(1)
(1)
1)
(1)
(1)
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Micmesonarmcs by Topic
& Froouetion

2.5 DIVISION OF LABOUR

Muitiple Choice Questions

1992/CE/I/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 home by Mrs Wonyg, This is an example of

A.  division of labour,

B. diseconomies of scale.
C.  diminishing returns.
D. absolute advantage.

1993/CE/IN/15
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//59

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

A, higher work incentive

B.  higher labour productivity

C.  asmaller amount of tools required

D. the right person doing the right job
1997/CE/N1/48

The production of good X involves two 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) economies of scale.
(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/N/52

Which ol the [ollowing is NOT an advantage of division ol labour?

greater ecanomies of scale

cconomy in the use of capital

higher labour productivity

improved skill through more practice

oam»

80

== &= PPovided Bytsclite




o= P gt peen e (YO RN peeet RN Sy el eay e OS] R Smany ATy A ey eeeesy

Microaconomics by foplc Microecanormics by Topic

2, Procluction 2 Production
2000/CE/M/19 2010/CE/M/16
When division of labour is practised, A large supermarket chain store is composed of different sections: marketing, sales, delivery, accounts and management. An

advantage of the above arrangement is;

A.  workers have greater job satisfaction.
B. machines are used more intensively. A, The staff will have a higher working incentive.
C.  producers produce a greater variety of goods to suit different consumer tastes. B. A greater variety of services can be provided to customers.
D. the occupational mobility of workers increases. C.  The supermarket chain store can enjoy economies of scale.
D.  The supermarket chain store can save on the cost of traning its staft
2001/CE/1l/16
Which of the following is an advantage of division of labour? 2018/DSE//11
A professor has decided to change the way of marking the exam papers of his subject. Instcad of asking his tcaching
A, A wider choice of goods and services can be provided assistants to mark the whole paper for their own classcs, he assigns cach tcaching assistant to mark onc question of the paper
B.  Workers have a greater incentive to work. for the entire candidature, Which ol the following siluations would likely occur?
C  Workers have higher occupational mobihity.
D Lesstime is required to train workers, (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.
2003/CE/NT
In a secondary school, different teachers are responsible for teaching different subjects. Which of the following are reasons Ao (1) and (2) only
for the above arrangement? B, (1) and (3) only
C. (2)and (3) only
(1) Itcanreduce the cost of training. D. (1), (2)and (3)
(2) Practice makes perfect.
(3) Different teachers are good at teaching different subjects. 2020/DSENA
g 8 ; i:fil g; g:g Which of the following may exist in a barter economy?
C.  (2)and (3) only (1) specialisation
D (1), (2and (3) (2) inflation
(3) interest
e A (1)and () only
‘When division of labour is practised, 8. (1) and (3) oly
. . . . N €. (2)and (3) only
A, firms will cnjoy greater cconomics ,01 scalc. - D, and ()
B.  workers will have a higher occupational mobility.
C. workers will have a higher income.
D. output per man-hour will increase.
2007/CE/MI/14
Division of labour can raise labour productivity. One reason is that
A.  fewer tools are needed
B.  geographical mobility is increased.
C. time is saved from not moving from task to task.
D.  there would be a higher degree of interdependence amony different production stages.
2009/CE//17
Which of the following is a possible reason for the increase in average labour productivity resulting from practising division
of fabour?
A, Fewer capital goods ate required.
B.  The occupational mobility of workers is higher.
C.  The total wage income of workers is higher.
D.  Time is saved from moving workers between difierent tasks.
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Short & Streutured Questions

1995/CE/1/2

In the production of television news reparts 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//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/1/1

Given THREE reasons why division of labour can increase labour productivity. (3 marks)
2003/CE/1/10(a)

In the production of textbaoks, different people perform different duties. For example, there are editors, typists, proofreaders
etc,

What economic principle is illustrated by this practice? Suggest THREE reasons why the application of this principle can
increase labour productivity. (4 marks)
2013/DSE/M/10(a)

There are cooks, waiters, managers and receptionists working in restaurants.

What ecenomic principle is illustrated by the above phenomenon? List THREE reasons why the principle can increase

labour productivity. (4 marks)

2016/DSE/I/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? Suggest THREE reasons why the application of this principle can
increase labour productivity (4 marks)
2018/DSE/M/13(b)

In view of the population projection in Hong Kong, politicians suggest the following measures:

(i)  providing subsidy for firms to improve production technology

(if) 1mporting more workers

Analyse how each of the above two measures affects average labour productivity. (5 marks)

83

2019/DSE/T/5

Wony’s family and Chan’s family live next door to each other. State ONE economic concept involved in
each of following anangements and oxplain why the arrangement is benceficial to both families.

{2)  Mr Wong teuches the children from both familjes English while Mts Chan teaches them Japanese.

(3 marks)
(b} On’ChIishnas Eve, the two families buy food ingredients and cook together instead of buying and -
Socking separately. (3 marks)
. l B 1 5
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Mictorconoraics by Topic Microeconon{i‘c\s‘byfopic
2 Prochurtion 2. Procuction
MARKING SCHEME 2016/DSEAI/13(a)
Division of labour / specialization (1)
Reasons:
1992/CENI/1 1997/CE/MI/48 2001/CEA 16 2007/CEMA4 2018/DSE//1 - practice makes perfect
A C D C(92%) A (85%) - choosing the mest suttable person for the job
N - save time in training
1993/CE/M/S }OU9/CE//S2 2003/CEM/1T 2009/CEAY1T 2020/DSEAS3 - stimulus to mechanization (1@: max: 3)
n A D (71%) 1D (94%) D [Mark the FIRST THREE pomts only.]
199d/CEAN/S9 2000/CE/119 2004/CE/M/NT 2010/CEM/16
A B D (69%) D (55%) 2018/DSEA/3(b)

(1) Labour productivity would rise as improved technotogy or higher quality of capital goods would result in an increase in
Note: Figures in brackets indicate the percentuges of candidates choosing the correct asiswers. output per unit labour. )
(11} Uncertain. Labour productivity would increase if the imported workers are more productive on average than (he
existing local ones. (3)
1995/CE
Division of labour / specialization (48]
- jobs assigned according to talents and skills

2019/DSE/N/S

- more skillful at jobs due to contimuous practice (2} Division of labour/ (Principle of) cosnparative advantage 88}
- time saved from moving from one job to another job [Mark the FIRST point only.]

- time saved trom learning all the jobs

- encouraged the use of capital / more advanced capital (2(@), max: 4) Benefits: )
{Mark the FIRST TWO points only) - Finding the most suitable person for the job: the parents in both familics caa usc
their expertises in teaching their children so the children can leam both
languages better.

F997/CEA 0fe) - Specialisation and exchenge; Mr Wong can specialisc teaching English, ic. the
Average labour productivity is oulput per unit of labour input, e.g. output per man-hour production in which his opportunities cost is lower, then exchange for his
- getting talented or skilful people to do the job children leaming Japanese from Mrs. Chan. The children can leam both
- continuous practice makes workers even more skilful languages better with a lower cost, (Similar argument applies to Mrs Chaa in
- saves time because not need to shift from one task to another task (2@, max: 4) her teaching of Japanese as well.)

{Mark the FIRST TWO points only) - any other rclcvnutpoiui

(b) Economies of scale. ) 4]
2001/CEN/ [Mark the FIRST point only.]
- stimulus to mechanization
- practice makes perfect Benefits: N @)

- saves time in learning the job

- saves time in moving around jobs

- choose the best person ta do the job (1@, max : 3)
(Mark the FIRST THREE points only)

- They can have more discounts when food ingredients are purchased in bulk
which would reduce the average cost of producmg the dinners.

- Cooking together can save the pverage cooking time and at the same time can
bave a larger varicty of food choices.

- any other relcvant point

2003/CE/I/10(a)

Division of fabour (H
~ choosing the most suilable persons for the job

- practice makes perfect / learning by doing

- saving time from training

- saving tune from moving around tasks

- stimulus to mechanization (1@, max. 3)
(Mark the FIRST THREFE points only)

20613/DSE/M/10(=)

Division of labour )
- choosing the most suitable person for the job

- practice makes perfect

- saving time in training

- stimulus to nechanization (1{: max: 3)
[Mark the FIRST THREE points only.]
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2 Production

2.6 LABOUR MOBILITY

Multiple Choice Questions

1990/CE/11/09
The ban on the ivory trade in general harms the craftsmen most because of their relatively
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 school for over 10 years. Such a measure
will tend 10 the occupational mobility and the geographical mobility of these teachers.

A, merease ncreage

B. decrease.... decrease

C.  merease decrease

D.  decrease nerease
1992/CE/1/09

Which of the following can increase the occupational mobility of labour?

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/CE/lI/14

Lawyers generally have a low occupational mobility becanse

A, they enjoy social status.

B.  they are not skilful in other professions.

C.  they have high opportunity cost in changing jobs.

D. they are members of the Hong Kong Law Society.
1995/CE/I/21

Which of the following will raise the occupational mobility of labour?

(1) ahigher degree of specialization of skills
(2) more information about job vacancies
(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

onw>
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2 Production
1997/CE/11/14
Which of the following has the least occupational mobility?

A. lorry driver

B.  salesman

C. actor

D. dental surgzeon
1999/CE/N/16

Which of the following types of people is more occupationally mobile?

A professors in economics in a university
B. accountants
C.  salesmen
D company secretaries
2001/CE/I1/14
Suppose the government starts to recruit experienced Putunghua teachers from Mainland China. This would the
mobility of experienced Putunghua teachers in Mainland China.
A, reduce ... occupational
B. reduce..... geographical
C. increase ...... occupational
D increase ...... geographical
2004/CE/TI/15

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 mobility
C.  reduce geographical mobility
D. inerease ... geographical mobility

2006/CE/NI/ES

‘When division of labour is practiced, workers will have a occupational mobility because
A.  higher ... the labour productivity is raised.
B.  higher ........ the capital goods arc used more fully
C.  lower... work becomes dull and monotonous
D. lower... waorkers are only trained for a particular skill

2008/CE/N/S
In which of the lollowing situations will the occupational mobility of labour increase?

A.  improvement in the transportation network

B. tightened restrictions on obtaining a protfessional licence
C.  provision of more retraining programmes

D.  raising the legal retirement age
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2 Prodhuction

2012/DSE/1/05
The occupational mobility of labour 1 an economy will increase when

TOo® >

the cross-border railway network is improved.

ticences are required for more types of job in the labour market.
tax allowances are provided for continuing education.

there 1s a greater degree of specialisation in production.

2014/DSE/V11
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/1/04
The mobility of labour will decrease if —
A, geographical ... the government introduces “city-bike rental scheme” in all train stations.
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/1/09
Which of the following is the most mobile in terms of occupational mobility?

A. aprofessional basketball player

B. alicensed plumber (7K W [ )

C. agraduate trainee in a law firm

D. aclerk in an accounting firm
2017/DSEN/0T

Certain restaurants in China found that they can introduce robots to replace some workers in serving customers without
reducing their output. This will

SReY-FS

increase the quantity supplied of restaurant workers.
increase the labour productivity of those restaurants.
decrease the geographical mobility of restawrant workers.
decrease the occupational mobility of restaurant workers.
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Microeconormics by, Jopie
2. Production

Short & Structured (Juestions

1991/CE/1/2(a)

(i}  Define ‘opportunity cost” and ‘occupational mobility’ (4 marks)
(i) In terms of cost, explain why medical doctors in Hong Kong seldom change their occupation. (5 marks)
1993/CE/1/2/(b){1i)

More 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/DSE//11(b)(i)
The government has launched the “Work Incentive Transport Subsidy Schenme”, with the following objectives:

(1) Torelieve the burden of travelling expenses commuting to and from 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/DSE//10(c)
Professional football players often retire in their mid-thirtics. 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/DSE/I/12(a)

Before the Brilish 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 cconomics in Europe and the following table shows some vicws 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 alfected. (3 marks)
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2 Production
MARKING SCHEME
1990/CE/AL09 1995/CE/N1/2] 2004/CEMN 5 2014/MSEAM
C C D (74%) B (83%)
1991/CE/106 1997/CEAL 14 2006/CEM/S 2015/DSEA/04
B D D (85%)
1992/CEA109 F999/CENL/ L6 2008/CE/M/5
& (0 C{79%) D (49%)
1993/CE/1/ 14 200 1/CEAL/ 14 2012/DSE//05 2017/DSEAN/0T
G D C(70%) B (65%)

Nofe: Fignres in bruckets indicate the percentuges of candid, choosing the correct answers.

1991/CE/N2(a)

(1) Opportunity cost is the highest-valued option or the best alternative that has to be forgone 2)
Occupational mobility is the ease with which a factor moves from ane oceupation / trade / industry to another. )

(i) Tn changing occupation, the opportunity cost of a doctor (in terms of income forgone) can be very high. (23
The value of taking up a new accupation (i.e. a doctor’s earnings in another job) is usually lower than the cost of so
doing (i.e. income, satisfaction and social status ete. from beng a doctor). 3)

1993/CEN/2/(bi(i1)

- retrainming is required / lack of qualifications, experience and skills in the new jobs

- age problem

- loss in income earnings

- licensing requirements / entrance harriers

- lack of information about the job market

- adaptation o new working environment (2@, max: 0)
{Mark the FIRST THREE points only.)

2003/DSEN 1 (b))
It increases the geographical mobility, because 2)
workers are more willing to travel to other districts for work. (1)

[Nore: The lump-sum subsidy will not change the marginal cost of travelling. But some of the workers originally
constrained by high travelling expenses may have the incentive to travel farther for work (for a higher paid job).]

201 5/DSEAN10(¢)
Professional football players have low occupational mobility, because (2)
their skills are very specific and not easily transferable {o other jobs. 8]

201 7/DSE/N/12(a)

The geographical mobility of low-skilled workers from the EU would be lowered because 2)
the visa requirement would increase the cost for those EU workers to go to work in the UK (1
90
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2.7 WAGE PAYMENT METHODS

Multiple Choice Questions

1991/CE/I/08
Private tuition is usually paid for by time rates because

A, the incentive to work is stronger.

B.  better examination results are guaranteed.

C. the tuition fee is less

D. the output is difficult to measure.
1991/CE/N1/22

LN

The employment of part-time workers on Sundays enables Chinese restaurants

A, to reduce their fixed costs

B. 1o enjoy economies of scale

C.  toincrease 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

Microeconomics by Togic
2. Production

Instead of receiving only a fixed monthly salary, hotel waiters in Hong Kong generally 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?

A Ttis easier to calculate the output of the waiters.

B. Fewer waiters are needed.

C.  There is a better relationship among the waiters.

D. The waiters provide better service.
1995/CE/M1/17

Secondary school teachers in Hong Kong are in general paid by time rates because

(1) the tasks of a teacher are not standardized
(2) the output cannot be easily measured
(3) there is a higher incentive to work

A, (1)and (2)only
B. (I)and (3) only
C.  (2)yand (3) only
D. (1),(2yand (3)
1996/CE/I/16

An employer has changed the method of payment to his employees and observed the following results:

Old System New System
Cutput per worker ( per day) 200 300
Output with quality below standard 20 50
Most probably the otd system is and the new system is
A timerate ... piece rate
B. piecerate ... time rate
C. aprofit sharing scheme ...... time rate
D. npiecerate ... : sharing scheme
91
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Kicroeconomics by Toplc
2-Prochuction

1998/CE/MN/17
Private piano teachers arc usually 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 pteces in a lesson.
(3) Their output is difficult to measure.

A, (I)and (2) only

B.  (1)and (3) only

C. (2)and(3) only

D. (1) (2)and (3)
1999/CE/N/13
Mr Law is a full-time teacher in an aided sceondary school in Hong Kong. Heisa producer and he is paid using
a method.

A, secondary ... time rate

B. secondary ... piece rate

C. ftertiary ... time rate

D. tertiary ... piece rate
1999/CE/1/5)

Assume that the payment system of some civil servants is changed from time rate to piece rate. This change will NOT result
in

A, anincrease in their income,
B. animprovement 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 completed by them.
2000/CE/I/15
Refer to the staff recruitment advertisements below:
ABC Company XYZ Company
Mail Assistant Mail Assistant
Requirements: Reyuirements:
Ape: 20 to 30 Age: 20 to 30
Male/female Male/female
Salary: 38 000 per month plus $5 Salary:$12 000 monthly
for cach delivery of letter/parcel

A, The cost of measuring wage payment is higher in the XYZ Company
B. The working incentive of mail assistants is higher in the XYZ Company
C.  The income of a mail assistant is higher in the ABC company.
D.  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 adopled 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 duc to the fact that the previous wage payment system was and the present one is
A, plecerate ... time rate
B. piecerate ... profit-sharing
C. timerate ... piece rate
D. timerate... profit-sharing
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Microeconorics by fogic
2. Productiviny
2003/CEN/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, tmerate ... piece rate
B. piecerate ...... time rate
C. profit sharing scheme ...... time rate
D piecerate ... profit sharing scheme
2006/CE/11/16

Supposc the wage payment system of the salesmen employed in ABC Company changes as follows :

Salary: = Salary: $7 000 per
$15 000 per month month plus commission

Tt 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/CE/11/18

Whose employer would have the highest cost in monitoring the performance of his work?

A, anoffice clerk who is paid with a fixed monthly salary

B. aproperty agent who 1s paid through commission

C.  atourist guide who is paid with tips

D.  amovie star who shares the profit with his film producer
2012/DSE/N/07

Some property agencies pay their employees a basic salary plus commission because

(1) it can increase the working incentive of the employees.
(2) it can transfer part of the business risk to the employees.
(3) the cost of calculating wages is lower.

A (D) and (2) only
B.  (1)and(3) only
C. (2)and (3) only
D (1), (2)and (3)
2013/DSE/N/07

Teachers in secondary 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.

caws>
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2021/DSE/07

The salespersens in a luxury brand product shop are paid with the following arrangement.

Monthly salary: HKS$12 600

Target bopus:  Bonus will be given when
L sales target is attained.

From the viewpoint of the shop, which of the following are possible reasons oFthe above arrangement instead
of time rate only?

(1) The salespersons’ productivity will be higher,
(2)  The cost of monitoring service quality will be lower,
(3} There is a possibility of earning a higher monthly salary.

A, (1)and (2)only
B, {i}and (3}only
C. {2)and (3} only
D. {1} (Dand (3)

Micoeconarics by Tope
2’ Proauction

2016/DSE/I/10
Which of the following is most likely to be paid on a piece-rate basis?

a newspaper columnist
a primary school teacher
a fireman

a bus driver

oSow >

Short & Structured Questions

1990/CE/H 1 (a)iif)
Mrs Wong is a lawyer and is also good at doing housewark, but she employs a Filipino maid to do her housework.
Give TWO reasons why Filipino maids are paid by time rates instead of piece rates. (4 marks)
1992/CE/N/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/1/1(d)
Yummy Yummy 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 of the 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/I/11(a)
Car agents in general 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 such a wage payment method. (4 marks)
1999/CE/1/3
Study the following two advertisements:
Company A Company B
Lorry Driver Wanted Lorry Driver Wanted
Wage: $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
to Mr Chan of using this payment method over the time rate method. (2 marks)

2002/CE/1/12(b)(1)
In order to cut expenses, Mr Wong reduces the monthly sataries of the staff working in the bookstore.
Give ONE advantage and ONE disadvantage to Mr Wong of paying his staff by time ratc over picce rate. (4 marks)
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Microsronomics by Tepe Microecoriomics ty Toglie
2. Procucton 2 Production
2007/CE/1/2 2015/DSE/M/10(b)
Refer to the following job descriptions of Post A and Post B The following arc contracts for two professional football players.
Post A Post B Contract A Contract B
Typing clerk Typing services Player A: Player B:
Working hours: 9:00am. - 5:00pm Transforming documents into WORD files $10 000 $8 000 per match
5 days a week Payment: $4 per A4 paper per week $10 000 for cach
Wage: $8 000 per month (about 200 words) goal scored
(a) What are the wage payment methods tor Post A and Post B, respectively? (2 marks) Explain TWO advantages of Contract B aver Contract A from the viewpoint of the employer (4 marks)
(b) Explain ONE disadvantage to the employer when using the wage payment method in
2017/DSE//2(a)
() PostA. (2 marks) Steven is a restaurant owner. He pays his waiters a monthly salary and allows them to keep the tips from customers.
(ii) PostB (2 marks) Compared to time rate, cxplain why the above arrangement is preferred from the viewpoint of
(1) the employees

2008/CE/1/9(c)

Some employees of securities firms (i % 17 ) are paid a basic salary plus commission. (1) the employer.

Give TWO advantages of such a payment method over time rate to the employers. (4 marks) (4 marks)

2009/CE/1/4 2018/DSE/I/10(a)

Refer to the following descriptions of Job A and Job B.

Job A
Distilled water delivery driver
Payment: $1 per unit of’
distilled water delivered

Job B
Distilled water delivery driver
Wage: $300 per day

(a) The wage payment method for Job A is (1 mark)
The wage payment method for Job B is (1 mark)

(b) Explain ONE advantage and ONE disadvantage to the employer of using the wage payment method for Job A over Job
B. (4 marks)

2010/CEN/3

The salespersons in many large electrical appliance retailing 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/MN/10(b)
The following is a job advertisement for a manager in a restaurant.

Manager
Working hours: 12:00 noon — 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 advantage of the above payment method over a profit-sharing
scheme (2 marks)
95

Foreign domestic helpers are paid with a minimum wage at HK$4410 per month for a two-ycar contractual period in Hong
Kong.

Explain why foreign domestic helpers are paid by a monthly salary instead of a piece rale. (2 marks)

2019/DSE/I/9

A‘ beauty queen in Hou'g Kong‘, Miss Amy Au, is famous for demonstrating the use of cosmelic products
with short videos on social media websites. She also sells Japaness cosmetic products on her website.

She plans to hire two staff members to operatc ber websits:
. Personn! nusistant Video designer
Duties: Duties:
Arrange daily schedules and meetings Produce short videos to be upleaded in social media

Salary: Salary:
$12000 per month $1000 per video

(¢} From tho viewpoint of Miss Amy Au, suggest ONE advantage and ONE disadvantage of the

payment method of the personal assistant, (2 marks)
(d)  From the viewpoint of the employee, suggest ONE advantige and ONE disadvantage of the
payment method of the video designer. {2 marks)
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The following is the advertisement of an online food delivery firm for recruiting riders, 2 Preductioh
MARKING SCHEME
Riders Wanted 11
199 1/CE/N/08 1996/CE/TI/16 2000/CENY15 2009/CE/L/18 2021705 /07
D A D A(T7%) A
1991/CE/M/22 1998/CEAI/LT 2002/CEAI/16 201 2/DSEM0T
Eam great money Bring your own equipment D D Di{664) AUT6%)
« High salary for each delivery! + A smartphone 1994/CEMI/S 1999/CE/1/13 2003/CE/IH/18 2013/DSE/07
o R D C A (84%) D (83%)
» Keep 100% tips from customers » A motorcycle with the necessary safety equipment
1995/CEAIAT 1999/CEA/S 1 2006/CE/16 2016/DSE//10
. , " ; A B B (75%) A (94%)
() From the viewpoint of the riders, state TWO disadvaniages of the above arrangements. {2 marks)
Note: Figures in brackets indi the percentuges of candidutes choosing the correct answers.

1990/CE// 1 {a)(1it)

- output is difficult or costly to measure

- work not standardized

- easy to calculale wage payment (2@, max: 4)
(Mark the FIRST TWO reasons only.)

1992/CE//1(c)

(As compared with the case when the driver is paid a fixed wage.)

Advantages:

- part of the risks can be shifted onta the driver

- the owner may earn a higher income as the driver has a higher working incentive (3@, max: 3)

Disadvantages:

- under-report of the true revenue as the driver tends lo cheat

- higher maintenance cost as the driver tends fo over-utilize the taxi (3@, max: 3)
(Mere listing of point elaboration — max. | mark. Mark the FIRST point only )

1993/CEA1(d)

- the manager “s cutput is difficult or costly to measure / work not standardized

- easy to caleulate the wage payment (248, max: 2)

Profit-sharing

- the manager has higher inceative to manage the firm

- better control of production cost

- the manager is more loyal to the firm (242, max: 2)
(Mark the FIRST peint only.)

1996/CE/112(b)

Advantages:

- higher working incentive

- lower monitoring (2@, max: 2)

Disadvantage:

- less careful in using the machinery

- better quality control is required (2@, max: 2)
{Mark the FYRST point only.)
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Mirroeconomics by Topic Microeconomicls\byffopic
2 Production 2. Production
1998/CE//11(a)
- basic monthly salary to maintain a team of staft - to increase the working incentive
- commission to increase the incentive to self - to lower the cost of monitoring the performance of the employees
- to lower the monitoring cost because the amount of commission already reflects the output of the salesman - 1o spread the bustness risk between the employer and the employees (2@, max: 4)
- to share risk of operation with the salesman because commission payment varies with the sales revenue (20, max: 4) (Mark the FIRST TWO point only.)
(Mark the FIRST TWO points only.)
1999/CE//3 (2) Job Al piece rate (1)
Company A is using time rate ) Job B! time rate [S)]
and Company B is using piece rate H
(b}  One advantage’
Time rate: - lower cost of supervising their workers
- to avoid the disadvantage of using piece rate under which workers may forego quality for quantity - higher working incentive
- to maintain a steady supply of workers within a time period ~ higher productivity (2)
- no need to measure the output for determining the wage payment (2@, max: 2)
One disadvantage:
Picce rate: - higher cost i measuring the output
- to improve the incentive to produce more or to increase productivity of workers - higher cost of monitoring the quality of service @
- to save the monitoring cost of workers (e.g. quality control) [Mark the FIRST point only.]
- 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.) 2010/CE/1/3
Advantage of this payment method to shop owners over the payment methed of a basic salary only:
- to increase the incentive to sell more
2001/CE/1/9(c) - lower the monitoring cost of the work effort
Advantage - share risk of operation with the salespersons (2)
- his workers would have a higher working incentive
- lower cost of supervision (1@, max: 1) Advantage of this payment method to shop owners over the payment method of a commission only
- to maintain a team of staff / reduce turnover rafe as salespersons won’t leave easily
Disadvantage: - easier to employ stalf due to more stable income (2)
- higher cost of monitoring the quality of the products [Mark the FIRST advantage only.]
- more costly to calculate the wage payment (1@, max: 1)
{Mark the FIRST point only.}
2013/DSEAL10(h)
(i) Ttimproves the work incentive of the manager (2)
2002/CE/1/12(byi)
Advantage. (i) It gives a more stable inconre as the manager stifl recelves a basic salary even if the business 1s poor (2)
- to maintam a team of staff
- lower cost of measuring the contribution of the workers (2(@), max: 2)
2015/DSEA0(b)
Disadvantage: The owner of the football team can share some business risks with Player B as the former would make less payment to the
- Jower working incentive latter when no mateh is played and/or no goal is scored (2)
- higher supervising cost (2@, max: 2) The owner of the football team can have a lower cost of monitoring players” performance as Player B would have a higher
{Mark the FIRST point only.) work incentive in training and in matches (2)
2007, 2017/DSE/M/2(a)
(a) Post Al time rale (1} (1) possibility of getting higher income with more effort and/or better service (2}
Post B picce rate (1)
(i1) lower cost of menitoring the performance of the waiters and/or higher incentives for the waiters Lo work harder and
(b) (i) - higher monitoring cost provide higher-quality service to the customers ()
- lower working incentive
- lower produetivity (2}
2018/DSEA 10a)
(Jiy - lower quality of product The cost of measuring the ontput of the foreign domestic helpers is too high / the work of domestic helpers is not
- higher cost of measuring the oulput (2) standardised. ’ (2)
{Mark the FIRST pomt only.]
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2019/DSE/11/9

(c) Advantage: Cost of measuring output of the employees can be saved,

Dissdvantage: Work incentive may not be high.
[Mark the FIRST advantage and FIRST disadvantage only.}

(d) Advantage: Higher output will yicld higher income,
Disadvaniage; Income may be unstable,
[Mark the FIRST advantage and FIRST disadvantage only.}

2021/DSE/MN

{a} Disadvantages:

Unstable income as riders are paid by the number of rides they complete

Part of the business risk is shifted to riders
[Mark the FIRST TWO points only.]
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imeconemics by Topic
2 Production

2.8 PRIVATE GOODS & PUBLIC GOODS

Multiple Chojce Questions

[985/AL/I/10
A public good 1s

A.  agood produced by the government and made available to the public.

B.  agood 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.  aloal of bread

D.  public medical services
1988/AL/T/03

A good is a public good il

A, itis provided by the government free of charge.
B. it can be consumed 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.
1990/AL/1/29

In an ocean which is NOT privately-owned, fish

A, are afree 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/AL/1/04

Subscription (fee-paying) television programme broadcast by the Cable TV in Hong Kong is evidence of the fact that

a public good is produced by a private enterprise.

government action is necessary for reducing the divergence between private and social costs.
free riders can be identified without cost.

a public goad becomes a private good whenever a fee is charged.

saw»
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Microeronormics by Yédc
2. Producton

1996/AL/116
A public good is

A.  alree good which can be consumed by an unlimited number of consumers.

B. acommon property because no one can exclude others from using 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/1/05

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. s the same as a free good.
1998/AL/1/25

A public good is

A. afree good

B. owned by the public.

C. produced by the government.

D. amenable for consumption by many individuals at the same time.
1999/AL/1/21

Which of the following statements about a public good is correct?

A. A public toilet (water closet) is an example of a public good.
B.  When the marginal cost of serving a good to an extra consumer is zero, that good is a public good.
C. A public good is characterized by the fact that one person’s use of the good does not reduce the amount available
for himself in the future.
D.  Naone of the above.
2000/AL/1/28

A common property

com»>

induces non-price competition.

is a free good because it has no market price.

is a good that can be consumed concurrently by more than one individual.
is a good owned collectively by more than one individual.

2001/AL/IN5
A public good is

A.
B.

(e

a good provided by the government but a price is charged.

a good that must be produced by the government because it is too costly for a private producer to sell and collect
payments.

a good that can be consumed by many individuals at the same time.

a good that may be used by the public free of charge
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2002/AL/1/28
Which of the following is an example of a public good?

A.  Dbooks in a public library.

B. apublic beach.

C.  the music of Mozart.

D. apiece of abandoned land.
2003/AL/1/17

A public good

vow»

is a free good.

may be consumed by many individuals at the same time.
is a good produced by a public agent.

is a good provided free of charge by the government.

2005/A141/28
Which of the following comes closest to a public good?

SEEES

A public telephone in a booth in Central.
The singing of Teresa Tang (S T 8 ).
The City Hall Libsary.

The public beach at the repulse Bay.

2007/AL//29
Which of the following is a public good?

A, The music of Mozast.

B. A public toilet

C. A box of candies shared by many people.

D. A lighthouse 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/1/23

Which ol the lollowing stalements 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 is no competition in the production of public goods.
D A public good is a good that is not scarce.
2010/AL/1/30

Which of the following is a public good produced privately?

A
B.
(&
D

national defence

the poems of Su Dongpo (¥K 3 3 )
the service of a court judge

the books of Milton Friedman
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rcroecono;nr;gi‘g: In Lunar New Year, tourists reserve tables in waterfront restaurants to enjoy firework display. The firework
. display isa because

2011/AL/1/24
A public good s A, public good ... the governmest pays for the firework display

B.  public good - one individual's consumption will not reduce its availabikity to others

a pood that is not scarce. C.  private good private firms have 10 ase resources to produce the firework display
D, private good the seats in waterfront restaurants are excludable in consumption

a common property which is owned by the public.

A
B.  agood for which the marginal cost of producing an additional unit is zero.
(&
D.  None of the above.

2011/AL/1/29
Oysters found on a public beach

are not private goods because there are no private property rights governing them.
are public goods because there are commaon properties

are economic goods because people are willing to pay a price to get them.

are free goods because they are provided by nature.

SRt

2012/DSE/1/04
A parking lot in the government headquarter is reserved for government officials. The parking lot is

becalse
A. aprivate good ..... it is for private use only
B. aprivate good ... concurrent consumption is not possible
C. apublic good . ... the government owns it
D.  apublic good . ... no one has an exclusive right to use

2013/DSE/N/06
The television broadcast of European football matches is

A. apublic good if citizens can enjoy the broadcast of matches in public areas like restaurants and Karaoke lounges.
B. aprivate good if a local television broadcasting company has purchased the exclusive right to broadcast in Hong
Kong.
C. afree good because there is no cost in serving an additional viewer.
D.  aproducer good if the broadcast is used to teach tle children in a football training school.
2017/DSE//03

A public good

A is a good with zero marginal cost of production.

B.  can only be provided by the government.

C.  cannot be protected by private property rights.

D.  allows concurrent consumption by many individuals
2018/DSE/1/05

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 because they are man-made resources used in production.
They are consumer goods because more of them are preferred

They are economic goods because they satisty human wants.

Saw>
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Microeconomics by Toplc
2. Production

Short & Structured Questions

2015/DSEAT/ 1 (a)(ii)

More and more famous universities offer “massive open online courses” (MOOC) to students from various backgrounds for
systematic learning.

Moaost of the teaching materials in MOOC can be accessed online by anyone free of charge. Explain whether these materials
are public goods. (3 marks)

MARKING SCHEME

1996/AL/1/04 000/AL/128 2007/A1/1/29
A A A(91%)
1996/ALA/16G 200U/ALAAS 2008/ AL/ 2DS

C C A (95%) B (72%)
1988/ALA1/03 1997/ALA/GS T002/ALN73S 2010/ALA/3 2013/DSE/N/06
B C c B D (55%)
1989/ AL/1/24 1998/AL1/25 2003/ALA/17 2010/AL/0 201 7/DSEA/03
D D B B D (829%)
1990/AL1/29 1999/AL/1/21 2005/AL/1/28 2011/AL//24 2018/DSE//0S
D B B (82%) D (63%) B (58%)

2A20DSEN2
B

Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

201SMSEAN 1 @a)(ii)

Yes. because (1R
a person can download and study the course materials without reducing the availability of those materials to others, i e.
these materials are non~rivairous in consumption. (2)

[Note: The answer can be “No” if there exist network capacity constraints (or congestion problems) in
downloading the course materials.]
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Tommy is planning for his future after his S.6 graduation. He has several options and his order of
preference is as follows.

1 a) Mary was the major shareholder of a private limited company which operated a restaurant chain. She
First option: Being a barista in a café plamued to change the form ol business ownership 1o i listed company . List ONE advantage and ONE
. o . disadvantage of the change. (2 marks)
Second option: Being a trainee in digital marketing
Third option: Being a junior fireman (b)  After opening some new restaurants, Mary found that the average cost of production of her company
had increased. FExplain the change in average cost with ONK reason. (2 marks)
Which of the following factors would LEAST likely affect the cost-benefit analysis for Tommy’s career
choice?
A. Coffee culture becomes more popular.
B. More companies expand their digital marketing departments.
C.  The remuneration of junior firemen worsens.
D. Safety measures of fire-fighting are improved drastically.

7.  The following table shows the input, output and cost relationships of a firm. The only inputs required for
production are labour and capital.

Labour (units) | Capital (units) | Total product (units) Total cost of production
1 1 20 $150
2 1 50 $200
3 1 70 $250
4 1 80 $300

Based on the above table, we can conclude that

the firm enjoys economies of scale.

the optimal scale of production is 70 units.

the average product of labour is at the highest when the quantity of labour is 2 units.
the law of diminishing marginal returns does not apply to the firm.

oCowy»

11.  Winnie operates a café in Sham Shui Po. To maximise her profit, Winnie will produce more output if

water charges for commercial use fall.
business registration fee falls.

the monthly rental payment of the café rises.
the wage rate of part-time waiters increases.

OSOowp



Microeconomics VR
3. Input-Qutput 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
| 10
2 12
3 14
4 13
S 12
From the above table, the average oulpul will be the highesl when waorkers are employed.
A2
B. 3
C 4
D. 5
1992/CE/N/T
Suppose labour is the only variable factor in producing Good X. The daily total product of X is shown below:
Number of Workers Total Product {units)
1 10
2 23
3 42
4 62
5 80
Diminishing marginal returns will set in after workers are employed
A 2
B. 3
Cc. 4
D. 5
1994/CE/M/21

The law of diminishing returns

states that firms will keep on adding variable factors to fixed factors
implies that firms will eventually operate at a loss.

implies that marginal product can be negative

explains production in the long run.

oQws
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3 npur Output Relatonship

1996/CE/1/22

SE

Short run is a period in which

(1) there are fixed factors of production.
(2) there are variable factors of production,
(3) the technology of production is fixed

A, (1) and (2) only
B. (1) and (3) only
C. (Z)nd (3) only
D. (1).(2)and (3)
1996/CE/N/23

Refer to the above table. Diminishing marginal return sets in after

TOow>
BwWog -

1999/CE/I/i5

R

ERESEE
[No. of workers 1 [ 2 [T 3T a
|Average product (units) | 2 | 6 T 71 4

No. of workers

Marginal Output (Units)

1 10
2 12
3 11
4 10
5 7

T T

workers are employed in the production.

From the above table, the average output will start to diminish when the worker is put to work.

A, first

B.  second

C.  third

D. fourth
2002/CE/MN/13

The following table shows the monthly production of a firm with two inputs, labour and machines.

Machines (Units) Labour (Units) Total Product (Unils)
1 3 18
1 4 28
| S 40
1 G 50
)| =L X
if the faw of diminishing marginal rcturns applics to the firm, X
A, must be smaller than 50.
B.  can be any value greater than 50.
C.  must be smaller than 60.
D. 15 equal to 60.
106
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2003/CE/N1/20
The information below refers to Mr Chan's factory.
No. of workers Average Output (Units)
10 5
11 6
12 7

Suppose diminishing marginal return sets in when more than 12 workers take part in production

i
x% G
ER

Microeconarmics WTnpw /
3 input-Output Retatonship

The total output of 13

workers
A.  can be greater than 102 units.
B. may be equal to 102 units.
C.  must be less than 102 units.
D. s indeterminate.
2004/CE/MN8
The input-output relationship of Firm A is as follows:
) . e . Average Output of
Labour (Units) Machinery (Units) Machinery (Units)
4 1 6
4 2 )
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 ond
B 3¢
C. 4
D 5t
2006/CE/M/17
The input-output relationship of Firm A is as follows:
P . . Marginal Product of
Labour (Units) Machine (Units) Labour (Units)
1 2 14
2 2 16
3 2 18
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
c 17
D. 175
107
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2008/CE/N/16

The input-output relationship of a firm is as follows:

Dinunishing marginal returns set in after the 3rd unit of labour is employed. The marginal product of the 4th unit of labour

Labour (units)

Machinery (units)

Average product of
labour (units)

1 2 14
2 2 15
3 2 16

must be any number of output smaller than

A 15
B 16
c 17
D 18
2010/CE/MI/19

The input-output relationship of a firm is as follows:

According to the above table, diminishing marginal returns set in after

A1

B. 2

(G

D. 4
2014/DSE/I/05

The following table shows a production plan of a firm which employs two factors only, namcly labour and machinery.

units.

Machine (units)

Labour (units)

Average product of
labour {units)

3 1 20
3 2 12
3 3 11
3 4 10

unit(s) of labour is/are employed.

Labour (unit)

Machinery (unit)

Total Product
(unit)

4

100

120

150

170

(RN [P0 [\ P

4
4
4
4

165

The marginal product of labour will start to diminish when the

A, second
B. third
C. fourth
D. fifth

108

unit of labour is put to work.

Microeconarrics by Topic

3. Input-Cutput Relationship:

2015/DSE//09
The table below shows the total product of Firm A, which cmploys only capital and labour in production.

Sy ; . Total Product

Labour (units) Capital (units) (units)

12 2 110

12 3 130

12 4 160

12 5 X

Which of the following statements about Firm A is correct?

A, If the above data illustrate the law of diminishing marginal return, the value of X can be equal to 180,

B. If'the above data illustrate the law of diminishing marginal return, the value of X can be equal to 190.

C.  If'the above data illustrate the law of diminishing marginal return, the value of X can be larger than 200

D. The law of diminishing marginal return does not apply to Firm A because capital is not a fixed factor.
2018/DSE/I/10

The following table shows the input-output relationship of a firm . The only inputs required are capital and labour.

q . ; Marginal product of
Capital (units) Labour (units) abour (units)
2 1 5
2 2 7
2 3 9
2 4 8
= 5 6

The average product of labour is at the highest when the quantity of labour is units.

vaws
[ NEREN)
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yt-Outiut Resatoriship 3. InputOutput Relatibnship
Short & Structured Questions 2001/CE/N/3
The table below shows the production of a firm.
1994/CE/1/11(a) Labour (Units) | Machinery (Units) | Total Product (Units)
Mr Chan owns a farm. The following table shows the input-output relationship of this farm. 10 5 100
— 11 5 150
Fertilizers Land Labour Total Output of 12 5 250
(Units) (Units) (Units) Vegetables (Units) 13 5 400
0 10 40 30 14 5 530
] 10 40 70
2 10 40 120 Explain which law in economics can be illustrated by the above data. (7 marks)
3 10 40 160
4 10 40 190
2003/CE/1/2
State the law of diminishing returns and explain whether this law applies to Mr Chan’s farm. (6 marks) (a)  State the law of diminishing marginaf returns. (3 marks)

(b)  The following table shows the input-output relationship of a firm. Explain why the table illustrates the law in (a).

1597/CE/N/3
The following table shows the fall in total output of a factory when there are sick workers who cannot come to work. Maclhine Labour Average output of
(Unit) (Unit) machine (Unit)
No. of sick workers Decrease in daily 1 3 12
absent from work output (units) 2z 3 13
1 20 3 3 14
2 50 4 3 13
3 90 (3 marks)
4 140
5 200
2006/CE/1/4
Use the above data to illustrate the law of diminishing marginal returns. (5 marks) The table below shows the input-output relationship of a firm.
) . . Total output of
1998/CE/1/4 Labour (Units) | Machine (Units) abour (Units)
The following table shows the weekly production of a garment factory with only two factors of production 2 3 40
3 90
No. of Machines | No. of Workers | Total Product (Units) 4 3 150
! 2 20 5 3 180
2 3 28 G 3 200
3 4 31
i 5 31 State the law of diminishing marginal returns and explain whether the above data illustrate the law. (6 marks)
5 6 30
(a) State the law of diminishing marginal returns, (4 marks) 2007/CE/N/3
(a) State the law of diminishing marginal returns. (3 marks)
(b) Explain whether the above data illustrate the law of diminishing marginal returns (2 marks)
(b) Study the following information on a factory.
2000/CE/1/4 . . . Average product
The table below shows the production of a firm. Machines (units) Labour (units) (units)
] 5 40
Machinery Labour Average output of 1 6 70
(units) (units) labour (units) ] 7 90
I i 20 1 8 100
10 8 34
}g 190 g; Explain whether the above data illustrate the law of diminishing marginal returns. (4 marks)
10 Il 40
State the law of diminishing marginal returns and explain whether the above data illustrate the law. (6 marks)
110 111
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Microeconomics by Topic Microeconomics by Topis

3 Input-Output Relationship 3. Input-Cutput Relationship:
2009/CE/1/3 MARKING SCHEME
The table below shows the input-output relationship of a firm.
. . Average output of 1990/CE/1/06 1996/CEA1/22 2002/CEAL3 2006/CEALL7 2014/DSE//03
Labour (Units) | Machine (Units) | ™ b T (i) I D € (58%) A (38%) ¢ (79%)
1 2 10
2 2 12 1992/CE/MANT 1996/CE/IL/23 2003/CEAL20 2008/CENI16 2013/DSE//09
3 2 14 C B C(62%) 1D (53%) A (79%4)
4 2 16
5 2 17 1994/CE/ME2 1 1999/CE/TI/15 2004/CE/TI/18 2010/CE/TI 19 201 8/DSE/N/10
G D C (69%) C (44%) C (65%)
State the law of diminishing marginal returns and explain whether the above data illustrate the taw. (6 marks) Note: Figures in bruckets indicate the percentages of candidates choosing the correct answers.
2012/DSE/N/2
The table below shows the input-output relationship of a firm. o
199/ CE/1/11(a)
Workers (units) Machine (units) Total output (units) Lz’\w o dlmlnlSl,HHg ity . . . . . .
10 1 10 When variable factors are added continuously to the fixed factors, the marginal product will eventually diminish. (3)
)
;g 5 jg Fertilizers Land Labour ™ MP
(Units) (Units) (Units) (Linits) {Linits)
25 4 02
30 5 30 0 10 40 30 -
] 10 40 70 40
State the ] f diminishi inal retu d explain whether the above data illustrate the | 5 mark " i i 20 X
ate the Jaw of diminishing marginal returns and explain whether the above data illustrate the law. (5 marks) 3 10 40 160 40
4 10 40 190 30

2016/DSE/N/3

The table below shows the input-output relationship of a firm From the above table, after 2 units of the variable factor (fertilizers) are employed, an additional unit of fertilizess leads to a

fall in MP = the law applies to the farm. (3)
Machine (units) | Labour (umts) A‘;z‘;:i:, ?S:ﬁ:‘;’or
1997/CEN3
2
; 12 ;S Assume that the factory has 100 workers. (The number is arbitrary.) After 95 workers arc employed, the change in MP
= 3 ]; caused by adding more and more workers in production can be found by converting the table given n the question info the
following table:
2 4 14 SEREE
2 : L No. of workers coming to work MP (units / day)
T . ; . 95 -
State the law of diminishing marginal returns and explain whether the above data illustrate the law. (6 marks) 96 50
97 50
2
2021/DSE/M/c 98 40
The following is the advertiseraent of an online food delivery firm for recruiting riders. 99 30
100 20
Riders Wanted 11 &
4 In cther words, when the variable factor (Jabour) is continuously added to the fixed factors (land, capital and
entrepreneurship), the marginal product will eventually diminish. This is the law of diminishing marginal returns. (3)
1998/CE/14
« High salary for each delivery! * A smavtphone (a) When a varable factor is successively added to the fixed factor(s), (holding technology constant} (2)
» Keep 100% tips from customers * A motorcycle with the y safety equip the marginal product will eventually diminish,

(b)Y  No, because
(£}  After employing more riders, the firm found that its system was overloaded and the marginal product all Tactors are variable / long-run production &
of riders dropped. State the law that explains this phenomenon and briefly explain why such law can
be applied in this case, {5 marks)
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2000/CE/1/4
The faw states that when variable factors are added continuonsly to the fixed factors, (holding technology constant), the
marginal product will eventually decrease. (3)
The marginal product calculated is shown helow: {3)
AP NMP
30 -
34 62
37 al
39 57
40 50
2. The data iltustrate the law of D.M.P
2001/CENS
(The data show that) machinery is a fixed factor and )
when the variable factor, labour, is added successively to machinery, (1
the marginal product eventually diminishes 2)
Labour (units) Machinery (units) MP (units)
10 5 -
13 5 50
12 5 100
13 5 150
14 5 130
(2)
- the data illustrate the law of diminishing marginal returns. (n

2003/CEA2
(a)  The law states that as the variable factor is continuously added to the fixed factor, the marginal product will eventually

diminigh (3)
(b)
Machine (Unit) MF* (Unit)
1 -
2 14
3 16
4 10
It illustrates the law in (a) since MP eventually diminishes from {6 units of output to 10 units of oatput when the 4
unit of machine is added to the production. (3)
2006/CE/N/4
The law states that when variable factors are added continuously Lo the fixed factors, [holding technology constant,] the
marginal product will eventually decrease. 3)
Labour (Units) 4 5 6
Masginal Product (Units) 60 | 30 20 (2)
OR
Diminishing marginal product of labour sets in when labour increases Jrom 4 units to 5 units as the marginal product falls
from 60 to 36 units. (2)
- The data illustrate the law of diminishing marginal returns. (1)
2007/CEN3
114
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3. input-Output Relagonshiy

() The law states that when variable factoss are added continuously to the fixed factors, the marginal product will

eventually decrease. 3
®
Labour {units) Marginal product (units)
5 .
6 220 (2)
7 210
8 170
Yes, because (1)
the marginal product decreases. {h
2009/CE/1/3
The law states that when variable factors are added continnously to the fixed factors, the marginal product will eventually
decrease. 3)

Marginal output of

Machine (units) fabour (units)

3 i8
4 22
3 21
@
Yes, because {1y
the marginal product decreases
2012/DSENN/2
The law states that (holding technology constant,) when more units of a variable factor are added snccessively to a given
quantity of fixed factors, the marginal product of this factor will eventually diminish (3)
No. because N
there is no fixed factor / long~run production. [¢)]
2016/DSE/N/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, because (1)
when labour increases from 3 to 4 units, the marginal product of labowr drops from 18 to 14 units (, so the law of
diminishing returns holds). 2
2021/DSE/Al/1c

The law of diminishing marginal returns states that when more units of variable factors are added
continuously to a given quantity of fixed factors, the marginal products will eventually diminish,
ceteris paribus.

The system s fixed factor of the firm, when more units of labour (variable factor) is added to the
given quantity of fixed factor, the system was overloaded, so it cannot increase the marginal
product
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Micrpeconomics by Topic Microecanonmics ty Topic
3. Input-Output Relationship 3, inpu-Outpur Relationshipy
3.2 VARIABLE AND FIXED COSTS Shott & Structured (luestions

Multinle Choice Qluestions 1991/CE/1/4(a)(i1)

Mr. Chan was a lorry driver of a construction company. Last year, he left the company and began to work on his own with
his lorry, taking orders directly from customers

1990/CE/II/11
Which of the following is regarded as a fixed cost of a restaurant? Suggest ONE fixed cost and ONE variable cost in the above production process. Explain your answer (6 marks)
A.  the water charges B
B. the wages of the part-time workers 2014/DSE/W“(b) . . . § . )
C.  the expenditure on meat and vegetables Ah Wing nuns a store selling mobile phone accessories in Mong Kok. Give ONE example of variable cost incurred in Ah
D. the rent of the restaurant Wing's business. Explain your answer. (2 marks)
2003/CE/1/10
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? MARKING SCHEME
(1) electricity expense N P
(2) overtime payment to the drivers 1990/CEA 2003/CENIA0 2017/DSE/V/10
(3) interest payment for ioans from banks D A (90%) B (87%)
A. (1)and (2) only Note: Figures in brackets indicate the percentuges of cundidates clioosing the correct answers,
B. (1) and (3} only
C. {2)and (3) only
D. (1), (2)and (3) )
199 1/CT//4(a)(i1)
License foe of the lorry / monthly parking fee of the lorry / registration fee of the firm 15 a fixed cost. because (1)
2017/DSE//10 it does not vary with the output level. (2)
An art centre extends its business hours for one hour in order to offer more painting classes. Which of the X s . ‘
following are variable costs involved in the extra hour of operation? Cost of petroleum / depreciation of the lorry is a variable cost, because n
it varies with the output level, (2)
(1) salary of the accountant
(2) electricity fee i 2014/DSEAL2()
(3) expense on paints ) ) i .
() rental payment Cost of buying the accessories, or wages of part-time workers, because (1)
expenses o these items would vary (increase) with the output of Ah Wing's shop. ()
A (1) and (4) only {Mark the FIRST example only.]
B. (2)and (3) only
C. (1), (2) and (4) only
D (1), (2), (3)and (4)
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3.3 ECONOMIES & BDISECONOMIES OF SCALE

Multiple Choice Questions

1990/CE/11/22
‘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, external economies of scale

B. technical economies of scale

C.  management economies of scale

D.  research economies of scale
1991/CE/1/20

The cost per tonne of goods transported by a bigger forry is lower than that of a smaller one. This is an example of

A.  management economies

B.  marketing economies

C. financial economies

D.  technical economies
1992/CE/11/20

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 youny trees are planted in the same area of
the nursery. This type of nursery has the following advantages:

(1) economy of scale on irrigation facilities
(2) economy of scale 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), (2)and (3)
1993/CE/11/21

‘Tt 15 uneconomical to use a jumbo aircraft to carry a small number of passengers.” This can be explained by

A, the principle of comparative advantage
B. the law of diminishing returns

C. technical economies

D. diseconomies of scale

1995/CE/TI/22
Which of the following about cconomies of scale is true?

It applies to short-run as well as long-run production.

It will lead to a decrease in the average cost of production when the output increases
It occurs only when scale of production 1s sufficiently large

It will lead to a decrease in the total cost of production when the output increases.

o>
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1998/CE/I/13

Tn general, which of the following are the advantages of a small firm over a large 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

Snw@>

2000/CE/I/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 increases.

C.  Profit increases when output increases.

D.  The amount of output increases by a smaller proportion than that of inputs.
2004/CE/11/20

Compared with small stores, large supermarkets purchase a large stock of goods from suppliers at a lower average cost. It
shows that these large supermarkets enjoy economies of scale.

A, finance
B.  management
C.  technical
D.  marketing
2005/CE/I/18
When a firm enjoys economies of scale, it is in the and its is decreasing.
A, shortrun ... average cost
B. long run average cost
C.  shortrun ... total cost
D. longrun.... total cost
2006/CE/11/18

If Jarge 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, financiai

B, management
C.  marketing
D.  techowal

2008/CE/TI/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 faws in order to expand their business into Mainland
China. One possible reason is that large accounting firms enjoy

A.  financial economies of scale.

B. technical economies of scale.

C.  marketing economies of scale.

D.  economies of scale in research and development.
] | = v Al A
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Micrpeconomics by Topic
3/ Input-Qutput Relationship
2013/DSE/1/05

Tn order to increase the number of nurses for expanding medical services, the government has allocated more resources to
expand the nursing programme in universities. In this case, private hospitals will

A, enjoy internal economies of scale

B. suffer internal diseconomies of scale.

C.  enjoy external economies of scale.

D. suffer external diseconomies of scale.
2016/DSE/1/07

A school is a praduction unit which provides educational services, The folloewing are people and objects that are usually
found at a school:

(1) the school building

(2) teachers

(3) students

(4) private cars owned by teachers
(5) sanitisers (B¢ T ) in the toilets

In the long run, which of the above items are variable factors of production of the school?

A. ()yand (5)only

B. (1), (2)and (5) only

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

D. (1),(2),(3), (4) and (5)
2018/DSE/I/12

Which of the following statements about economies of scale is correct?

It could be a source of monopoly power.

Tt exists when the average fixed cost is falling,

Only large firms enjoy economies of scale.

1t is the result of the law of diminishing marginal returns.

Sow>

2020/DSENN

Tai On Building (& F£ 48 ) in eastern Hong Kong Island is well-known as a *foodie paradise’. A variety of
street snacks such as cart noodles, egg waffles, dumplings and mango mochi are sold by numerous small
vendors, Customers from different districts £ill their st hes st Tai On Boilding.

54

Based on the above information, street snack vendors at Tai On Building can

enjoy internal economies of scafe
enjoy external econonties of scale
suffer internat diseconormies of scaje
suffer external diseconomies of scate

COw
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Short & Structured Qluestions

1992/CE//1(b)
Suggest TWO reasons why it can be more advantageous to run a large taxi company with many taxis rather than a small taxi
company with only one taxi. (6 marks)
1993/CE/1/1(c)

Yummy Yummy is a fast food shop.
(i) Last year, “Yummy Yummy’ planned to establish a branch. Explain whether this was a short-run or long-run plan
(2 marks)

(i) After the opening of this branch, the unit cost of producing hamburgers is lower. Give TWO economic reasons for this

(6 marks)
1995/CE/1/10(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 economies of scale that may arise from holding two identical shows instead of only one show. (4 marks)

1997/CE/1/9(a)
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 economy A takes aver Bank Y of economy B by buying up its controlling share worth $5 million.
Explain what type of expansion the takeover belongs to and explain THREE economies of scale that may arise from the

takeover. (8 marks)
2004/CE/I/11(c)()

A famous chain of fashion stores opens a new branch.

Explain TWO economies of scale that the chain stores might enjoy due to the expansion. (4 marks)
2007/CE//1

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 reduce the average cost. (6 marks)

2009/CE/1/9(a)

[ recent years, the price of textbooks has become a public concern.

Textbook publishers usually print textbooks in large amounts in order to reduce their average cost of production.

Explain TWO economies 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
expanson (4 marks)
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201 S/DSE/II/Zl(b) . MARKING SCHEME
Many electronic product retailers are located in Mong Kok,
Suggest TWO reasons why an electronic product refailer in Mong Kok may enjoy external cconomices of scale. (4 marks)

1990/ CEN/22 1993/CE/M/21 2000/CBA1T 2006/CE1N8

B C B 0 (72%) 2016/DSEN/07
2016/DSE/NI/2(c) B (52%)
The average cost of providing the services decreases when the Group operates more tutorial classes in different districts. Give 1991/CE/11/20 1995/CE/11/22 200/C K120 2008/CEAT
THREE reasons to explain why its average cost decreases. (3 marks) D B D (63%) D (38%) 2018/DSE/N/12
A(51%)

1992/CE/H20 1998/CE/MI/13 2005/CEAYIS 2013/DSE/N/05 2020/DSEN/T
2017/DSENL2() P A B (58%) C(71%) B
Due 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) Note: Figures in brackets indi the percentages of lidates choosing the correct answers.
2018/DSE/M/3
Shenzhen has become China's 'Silicon Valley'. The headquarters of many high technology firms such as Tencent (D, 1992/CE//1()
Huawei #4) and BYD (Lk i il ) ave located there. Explain TWO external economies of scale high technology firms may It enjoys economies of scale ("
enjoy in Shenzhen. (4 marks) - purchasing economy: bulk purchase of spare parts at a discount

- financial economy: lower cost of borrowing due to goodwilt / sufficient colfateral

- technical economy: fully utilize machines and spare parts (i.e. less than proportionate of part and components are kept for
maintenance purpose) (3@, max; 6)

[Mere listing of points without elaboration — max. 2 marks, Mark the FIRST TWO points anly.}

2020/DSE/MN2

{©) Afier the opening of 10 more the firm found that its nverage cost decreased. State TWOQ
possible reasons for this. (2 marks)

1993/CE/V/1(c)

(1) Longrun, because
all factors are variable / the scale of production is enfarged because the employment of all factors is increased (2

(1) - economics of scale (without explanation) (

- management economy: increased procuctivily due lo greater scope of specialization {

- technical economy: tully utilize machines e.g a van for delivery service {

- purchasing economy: bulk purchase of food materials at a greater discount (

[Mere listing of points without elaboration — max: 2 marks. Mark the FIRST TWO points anly.]

1995/CRA OGa) i)

- the set up cost required tor two shows is the same as that for one (2)

- management economies: the expertise required for two shows is the same as that for one (1.e. the payment to such
professionals as designers and accountants can be spread over a larger output.) @)

- marketing economies: the advertising fee for marketing two shows is the same as that for one (i.e. the advertising fee can
be s d over a larger output.) {2)

- purchasing cconornies: purchase of materials requited at a bigger discount than that for one show @)

(2@, max4)

[Mark the FIRST TWO pomts only ]

1997/CENY(a)

Elaboration of the following points in refation to KCRC:

- technical economies: fully utilize plants and equipment, such as maintenance depots

- financial economies of scale: borrow at a lower interest rate due to nore collaterals

- managerial economies of scale: increased productivity duc to greater scope of specialization

- purchasing economies of scale: bulk purchase of new trains, parts and consumables, ele. at a greater discount

- research and development economies: spreading R&D cost over a larger output (240, max: 4)
[Mark the FIRST TWO points only |

[Remark : Mere mention of the term “economies of scale’ without elaboration — max: 1 mark.}
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2000/CE/F10(b)(1)

Horizontal integration, because (1)
they are doing the same or similar businesses (1)

Elaboration of 3 of the following:

- financial economies of scale: borrow at a lower interest rate due to more collaterals

- managerial economies of scale’ increased productivity due to greater scope ol specialization

- purchasing economies of scale: bulk purchase of stationary. printing service (leaflet), etc. at a greater discount

- research and development economies: spreading R&D cost over a farger output (2@, max: 6)
[Mark the FIRST THREE points only.]

2004/CEA/1 1e)(i)

Name 2 relevant economies of scale with elaboration.

- marketmg econonties of seale: bulk purchase at lower cost, el

- technical economies of scale: a fuller use of the plants and equipment
- managerial economies of scale” a wider scope for specialization

- financial economies of scale: easier to raise capital and al a lower mlerest rate 2@

@, max: 4)
[Remark: Mark the FIRST TWO points anly |

- management: higher productivity due to a greater scope for specralization / duc to benefits from management expertise
- technical: fuller use of resources and facilities / elimination of duplication of resources

- financing. more flexible to raise funds / borrow from banks at a Jower interest rate

- purchasing: bulk purchase of raw materials with discount

- marketing: can spread the advertising cost over a larger output

2010/CE/9(a)

Microeconomics by fopie
3. Input-Cutput Relationship

When the firm 1s larger in scale, it may enjoy the following economies of scale

- Financial economies:

Qbtaining 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 (o obtain discounts in the purchase and result ina
decrease in average cost.

- Marketing economies of scale
in advertising:

Spreachng 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 aver a larmer output can reduce the average cost

- Risk bearing:

With more and varied attractions, it can spread risk by diversilication of markets /
sources of raw materials.

(240, max: 4)

[Mark the FIRST TWO points only ]

2015/DSEA2AY)

- reduce cost of marketing and promotion

- reduce transportation ¢

I

2016/DSE/MI/2(c)

for suppliers
- more related businesses available such as accessories
[Mark the FIRST TWO ponts only |

P e B e
and repair (24w, max: 4)

- research and development: can spread the R&D cost over a larger output

(2(@, max: 6)

[Mark the FIRST THREE points only.}

20K/

A O]

- Technical economies of scale:

Large firms can utilize more fully the machines and plant equipment and thus reduce
the average cost.

- Manageral economies of
scale

A large fivm with a wider scope of specialization can raise efliciency and reduce the
average cost

- Financial economies of scale:

Large firms can obtain capital at a lower cost, e.g, borrow from a bank at a lower
intesest rate.

- Marketing economies of scale
in purchasing materials:

Buying raw materials in bulk helps to obtain discounts in the pwchase and results in a
decrease in average cost.

- Marketing economies of scale
in adverlising:

As the advertiang coest anid the cost of providing extrn service to customers spread
over 3 Inrper output, the avernge cost also decreases

- Risk diversification:

Large firms can reduce isk by diversification of markets / sources of raw materils

- Research and development:

Large firme can afford to do research and development say, Tor new production
techniques, 1o reduce the avernee cost

Xial, max: 4)

[Mark the FIRST TWO points only.]

124

- cost of advertising shared by a larger number of students
= bulk purchase of raw material in production
- more extensive division of labour (1

)

=

7, max: 3)

7
{8

2017/DSEA/2(b)

- may have become too large in scale, so managerial efficiency starts declining

- may have large outstanding loans, so the marginal cost (interest rate) of further borrowing increases
- market may have saturated, leading to a rise in the marketing cost

[Mark the FIRST TWO pomts only |

(2@, max: 4)

2018/DSEN/3
- reduction of marketing and pramotion costs, because
the region would attract more customers for high-technology products/services.
- reduction of transpnr(nfﬁon cost, because
transport network and other infrastructures would develop more quickly, thus improving accessibility.
- reduction of average/marginal cost of recruiting more experienced and skilled workers, because
more of these workers would be altracted to the region.
[Mark the FIRST TWO pomts only }

(24e, max 4)

2020/DS

10/

¢ Financial economies of scale
Technical economies of scale
Marketing economies of scale
Management economies of scale
Purchasing economies of scale ( 2 marks )
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3.4 SHORT RUN OR LONG RUN?

Multiple Choice Questions

1994/CE/11/22

A producer increases all his input to double the output. He finds that the total production cost increases by 80%. This can be

explained by

Total output

A, the law of supply.
B. the law of diminishing returns
C.  economies of scale.
D. diseconomies of scale.
1996/CE/11/24
No. of machines No. of workers
5 7
5 8
5 9
5 10

100
120
150
200

Refer to the above table. Which of the following is a possible reason for the increase in total output?

= - i
Microeconamics by Topic
3, Input-Output Relationship
2000/CE/11/16
Number of machines Number of workers Total output (units)
3 3 90
3 4 160
3 5 250
3 6 360

The above data refer to a situation in which

A shortrun ... the law of diminishing returns applies
B. shortrun ... the law of diminishing returns does not apply
C. long run ...... economies of scale exist
D. Jongrun ...... diseconomies of scale exist
2001/CEN17

The table below shows the praduction of Good X in a firm. Only two inputs are required in the production process.

Capital (Units) | Labour (Units) | Total Qutput (units) Total Cost ($)
1 1 20 100
2 2 35 200
3 3 45 300
4 4 50 400

from the above data,

A.  division of Jabour
B. the law of diminishing returns A, the law of diminishing marginal returns applies to the firm.
C.  the law gf comparative advantage B. the firm enjoys economies of scale.
D economies of scale C.  diseconomies of scale exist for the firm.
D. the firm produces at its optimal scale of productian.
1997/CENI/LS
During the busy season before Christmas, a factory increases the number of workers to increase output. The result is shown 2005/CEM/19
below The table below shows the production of Good X in a firm, Only two inputs are required in the production process.
No. of workers Total product (Units) Capital Number of Average working hours | Total Output
21 210 (Units) Workers of workers per day
22 242 2 10 10 5000
28] 276 2 10 9 4900
24 300 2 10 8 4700
25 310 25 10 7 4 400
The change in output can be explained by Due to a fall in market demand, the firm reduces the output by cutting the working hours of the workers [rom 10 hours a day
T to 8 hours a day.
A, the law of diminishing returns
B. diseconomies of scale. Based on the above information, we can conclude that
C.  (out of syllabus)
D.  (outof syllabus) A.  the supply of Good X by the firm decreases.
B. the amount of labour employed by the firm remains constant.
C. the law of diminishing marginal returns applies to the firm.
D.  the lirm enjoys economies of scale.
126 127
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3 Input-Ourput Relationship

2006/CE/TI/19

A producer increases all his inputs to double the output. The following table shows the change in average cost after a change

in output.

Total Output (Units)

Average Cost (3}

10 000

6

20 000

7

Basud on the above information, we can conclude that

A.  the firm enjoys economtes of scale.

B. the firm suffers from diseconomies of scale.

€. the law of diminishing marginal returns applies to the firm

D. the {irm produces at the optimal scale of production.
2007/CE/I/19

The input-output relationship of Firm A is as follows

2013/DSE/1/03
The following shows the cost-output relationship of a tirm

Yy & == =M

Micmeconomi\c.s by Togic
3, input-Output Relationship

[ Output {units) [ [ 1] 2] 3] 4 5]
[ Total cost ($) [ o 28] 42| 521 60 72
[Biased on the above table, we can conclude that
A, the firm enjoys the benefits of economies of scale
B. the firms optimal scale of production is 5 units of outputs.
C. the average variable cost is increasing.
D.  the total fixed cost is $10.
2013/DSE//04
. . — Average Product
Machines (unit) Labour (unit) (unit)
2 3 30
2 4 40
2 5 50
2 6 55

o] - . Marginal output
Capital (units) Lahour (units) (units)

1 10 10

1 11 9

1 12 8

1 13 7

From the above table, we can conclude that, as the labour input increases

A.  total output is increasing.

B. average output is increasing.

C.  firm A is experiencing diseconomies of scale.

D. the average cost of production is decreasing.
2008/CE/I1/18

When a firm expands production by only employing more labour,

gowy

the wage rate of its workers will increase.

the average productivity of its workers will increase.

the firm will enjoy economies of scale.

the marginal product of its workers will eventually decrease.

2009/CE/TI/19

Refer to the following information about the inputs, outputs and average cost of a {irm. The only inputs

required for production are capital and labour,

Capital (units) Labour (units) To:zlillnciJ‘ust'put — ?F%T —
500 5 3 000 3
1 000 10 4 500 4
1500 15 5500 5

Witlun the above range of output, we can conclude that

A
B.
C
D

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 sufters from diseconomies of scale.

128

The above table shows a

situation in which

A.  shortrun.... the law of diminishing returns does not apply
B. shortrun the law of diminishing returns applies

C.  long run economies of scale exists

D. longrun ... diseconomies of scale exists

2019/DSE//05

The follawing table shows the production data of s firm. The only inputs required are capital and labour.

Capital (units) | Labous (units) | ‘Total product (units)

LT I R RN
al s v

Total cost of production (5)
10 100
30 - 276 -
45 360
55 385

Basad on the above table, we can conciude that

A, the law of diminishing returns applies to the firm.
B.  thetotal fixed cost is $100. °

C.  tho aptimal scale is 45 units.

D.  tbe firm enjoys economies of scals.

2020/DSEN/S

The fotlowing table shows Lhe production pian of a firm which employs two factors only, namely fabour and

muchinery,
Machinery Labour Average product of labour
{unite) {units) (units)
4 1 20
4 2 21
~ a 3 I
4 4 X

If the above data iljustrate the law of diminishing marginal retuns, the vatue of X

A, canbe23

B, can be smafler than 22
€. must be larger than 22
D.  must be smaller than 22

Provided by dse.life



Mitimeconomics by Topic
2 purOutput Retatianship

Short & Structured Questions

1993/CE/l/1(b)

Yummy Yunimy 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 equipment, 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 SCHEME

1994/CE/ 2000/CE/IIG 2006/CE/M/19 2009/CE/MNIT9 2019/DSEAN/05

(@} B B (55%) D (66%) D
[996/CE//24 200UCEMAT 2007/CEMITY 2013/DSEA/03 2020/DSEA

A C A (42%) D (45%) D

2005/ CENAY 2013/DSE//04
¢ B (82%)
Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

$993/CE//1(b)
Law of diminishing (marginal) returns 2)
The law states that as more variable factors are added (successively) to the fixed factors, marginal output wilt (eventually)
diminish 3)
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3.5 PROFIT MAXIMISATION

Multiple Choice Questions

1987/AL//05
When cconomists say that a competitive firm faces a perfeetly elastic demand curve, they mean

A the firm will sell 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 unaffected.

D the good is not a necessity because the quantity demanded will be zero at a higher price.
1987/AL/1/25

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 lotal cost equals the marginal cost, both of which are $8. The average variable cost is $5. In order to maximize
wealth, the firm will

A keep on producing but reduce its output
B. produce zero output.
C. leave its output unchanged.
D increase its selling price.
1992/AL/1/25

The imposition of a lump-sum tax on each 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. increase the market price of the output.
D.  All of the above.
1995/AL/1/10

Under competitive market equilibrium, all firms will have the same

A.  marginal cost of production.

B. total cost of production.

C. profit.

D.  level of output
1998/AL//29

The demand curve facing a price-taker is perfectly elastic. This implies that

A.  the market price will not change.
B. the law of demand cannot be applied in the price-takers’ industry.
C.  the market price will not decrease even when a seller increases his output.
D. All of the above.
20601/AL/1/29
Which of the following comes closest to a product sold in a price-takers’ market?
A, jade
B. uwold
C. diamond
D. pearl
131
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3. Input-Qutput Relationship 3. Input-Output Retationshig:
2004/AL/1/12 2016/DSE/1/12
A firm 15 said to be a price-taker if The following table shows the cost-output relationship of a price-taker
A. it has the same cost curves as other competing firms. Output (units) Avcrage cost ($)
B. it cannot alone decide on its output level. 2 20
C.  itcannot ask a price higher than the market price and expect to survive. 3 21
D. Itreceives no profit. 4 22
5 23
6 24
2012/DSE/1/09 7 25

Refer to the following table showing the production costs of a price-taking firm.

Suppose the market price is $25. What are the profit-maximising output and profit respectively?

Total Output Marginal Average variable | Fixed cost
(umits) cost ($) cost ($) ($) A. 4 units and $0
2 4 3 1 B. 4unitsand $12
3 6 4 1 C 7 units and $0
4 8 5 1 D. 7 units and $12
5 10 6 !
6 12 7 1
2017/DSE/I/08
If the product price is $6, The following table shows the cost-output relationship of a price-taker
A, the firm will produce 5 units of output to maximize its profit. Qutpul (units) Avcrage cost ()
B. the maximum profit the firm can make is $5 5 10
C. the average variable cost is $5 when the firm maximizes its profit. 6 I
D the minimum total cost of the firm is $13. 7 12
8 13
9 14
2014/DSE//06
The following table shows the cost-output relationship of a price taker The market price is $20. Suppose the average cost has increased by $2 for every unit of output, The profit of the fiem will
Qutput (units) Total cost ($)
1 20 A increase by $16
2 45 B. increase by $14
3 75 C.  decrease by $16
4 1o D. decrease by $14
5 150
2018/DSE/1/06

Given that the profit maximizing output of the firm is 3 units. If the fixed cost increases by $5, the price of the good and the The following table shows the cost-output relationship of a profit-maximising firm. The firm has a fixed cost of S5

output will be and respectively.,
. [ Qutput (units) I 1 [ 2. ] 3 [ 4 ] 5 ! 6 I
. 25 .. 2unit
g 230 5 tll::tz [ Average cost (81| 7] 6 | 7] 8| 96| 12 |
. 30 3 t . " . 3
g ; 75 3 i:::t: Wihich of the following statements is correct?
A.  The optimal scale of production is 2 units.
2015/DSE/N/05 B. There exist diseconomies of scale after the third unit of output is produced.
The schedule below shows the marginal cost of a firm in a perfectly competitive market. C. If the market price is 58, the outp}ltlls 4 units.
D.  If the market price is $9, the profit is $6.
| Output (units) l 3 [ 4 I 5 ] 6 l 7 I 8 I 9 ]
[ Marginalcost 8) | 5| 55| 6| 651 7] 8| 95|
Suppose the rental 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 the profit of the firm
A, itcreases decreases
B. increases may increase or decrease
C.  deereases ... decreases
D. decreases may increase or decrease
132 133
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2019/DSENN10

The following table shows the cost-output relationship of & price-taking firm.

Total output (units) | Average cost ($)
g 10
15
20
25
30.

wEION WA g |

If the profit-maximising output is § units, the market price will be

Al
8,
C.
D.

35

$25
330
$50

2020/DSE//9

Refer 10 the following table about the cost-owput refationship of a profit-maxitising fiem.

HIERER N

Quantity (units) i
i 7 $ 9

Average cost (5) 5 1r [

If the average cost of every unit of output decresses by $1 and the market price is $8,

8
B
C.
D

the minimum cost of production is $18.

the profit maximising cutptt is 3 units,

the maximum profit is $10.

the margirial cost of every unit of output will remain unchanged.

202HDSEANLO

Because of the outbreak of COVID-19, the govermnment of 2 country announced g tfemparary ban of dine-in

services in restaurants. Which of the folowing about under the temporary ban is
correct?
A, Iftheexp i sajes £ 1 from tal y food ds the variable cost of numping

a restawrant, the restaurant will continue to operate.

B, With the extremely high cost of breaking the rental contract, the fixed rergal will affect whether
the owners continue ¥ operate their restaurant,
€. A decrease in prices of takeaway food will ity d the sales revenue of the
restaurants.
D Unpopular restanramts will close down before popular ones.
2021/DSENN2

The following table shows the cost-ontpul relationship of a price-taking firm.

Quantity {units) Average cost ($)
i §
2 4
3 4
4 4.5
5 [

Based on the above table, when the market prics falis from $6 fo $4, we can conelude that

DOowe

the firm starts to enjoy economies of scale,

the total cost of the firm will decrease from $30 1o $12.
the profis of the firm will decrease by §6.

the quantity supplied wilt decreass from § units to 3 units.

T

Migreeconornics by Topic
% Input-Output Relationship

Short & Structured Questions

SP/DSE/I/S(c)

Assume the market of electronic watches is perfectly competitive.

oo gyrs
R -

Suppose there is an improvement in technology that lowers the marginal cost of producing electronic watches. The schedule
below shows the marginat costs of a firm which produces electronic watches before and after the technological

improvement.

Output (Units)

Marginal cost ($) hefore
the technological

Marginal cost ($) afier
the technological

improvement improvement
500 70 60
600 80 70
700 90 80
800 10 90
900 110 10

(i)  Is marginal cost a fixed cost or a variable cost? Explain.

(2 marks)

(ii) Suppose the market price of electronic watches was $80 before the technological improvement. What is the output of

the firm at this market price?

(1 mark)

(i) Suppose the market price of electronic watches fell to $70 after the technological improvement. What is the output of

the firm at this market price?

1987/AL/0S 1995/ALN/10

C A
1987/AL/2S 1998/AL//29

A @
L992/AL//25 2001/ALN/29

D B
2020/DS KNS 2021/DSEA/0

A
B

SPIDSENSc)
(1) Itisavariable cost because
it increases with output.

(i) 600 units

(i1} 600 units

MARKING SCHEME

2004/AL/1/12
C (86%)

2012/DSEA09
B (39%)

2014/DSE//0G
C (56%)

2021/DSEN/12
C

134

2015/DSEN/03
B (73%)

2016/DSEA/L2
B (76%)

2017/DSEN/08
D (55%)

(1 mark)

201 8/DSEA06
D (42%)

2019/DSE//04
D

2019/DSEAS
D

(1)
(1)

(m
M
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2022

Which of the following is a possible reason for turning a firm from a sole proprietorship to a partnership?

The firm can get more profit.
The firm can enjoy a wider scope of specialisation.
The firm will become an independent legal entity.

A
B.
c
D. Business risk will be reduced as all partners have unlimited liability.

The Walt Disney Company (£ ¥ i 1 JE /) 5] ) expanded its business to provide video streaming service,
Disney+. PO

e

-

SR ISNED
Which of the following are most likely the motives behind the expansion?

(1) to spread risk by service diversification
(2) toextend its brand name to other products
(3) to enjoy economies of scale

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

{a)  Mary was the major shareholder of a private limited company which operated a restaurant chain She
plamned (o change the form of business ownership 1o i listed company . List ONE advanuige and ONE
disadvantage of the change. (2 marks)

(b) After opening some new restaurants, Mary found that the average cost of production of her company
had increased. Explain the change in average cost with ONF reason. (2 marks)



Microeconormics Toplc
4, Qwnership & Expansion of Firmg

SECTION 4: OWNERSHIP & EXPANSION OF FIRMS
4.1 PUBLIC ENTREPRISES

Multiple Choice Questions

1991/CE/TI/13
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 imposed a maximum limit on profits on all public utilities.

D. Tnreturn for a franchise, a public utility is regulated by the government.
1991/CE/N/14

Which of the following is a possible consequence when government-run car parks become privately run? In these car parks,
there will be

areater efficiency in management.
more car theft

less frequent changes in parking fees.
sharter business hours

com>

1992/CE/I/19
Which of the following is an advantage of Tate’s Cairn Tunnel (A2 1L B ) being run by the private 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 traffic 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/T1/12

Which of the following is true about the post office in Hong Kong?

A.  Tiis akind of capital.

B. Itis granted a franchise by the government.

C. It faces no competition in providing its services.

D. It pays dividends to its employees whenever there is a profit.
1993/CE/M/17

In Hong Kong, a public radio broadcasting company enjoys the following advantage over a private radio broadcasting
company

A, lower production costs

B. priority in obtaining world news

C

D

a more extensive division of labour
the ability to deal more easily with financial difficulties
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Short & Structured Questions MARKING SCHEME
1993/CEM3(a) ) ) 1991/CBM/3 1991/CEAT/14 1992/CEA1/19 1993/CE/1/12 1993/CEAN17
The Mass Transit Railway Corporation (MTRC) is a public corporation, D A A A D
(1))  Who owns a public corporation? (2 marks) Note: Figures in brackets indicate the perc rges of candid choosing the correct answers.
(i)  From the view point of society, give TWO advantages a public corporation has over a government department and
ONE advantage it has over a private firm. Answer the question with reference to the MTRC. (6 marks)
1993/CE/N3(a)
(Note: In year 2000, the MTRC was privatized and has since then become a listed company.) (i) The government 2)
(i1) Advantages over a government department
2017/DSEAI/10(b)

- profit motive

- more flexible operation e.g. less red-tape

- higher incentive to lower production cost / efficient use of employees

- better control of employees

- more responsive to consumers’ demand

- more innovative e.g. stored valued ticket (2@, max: 4)
[Mark the FIRST TWO points only.]

MTR Carporation 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)

2019/DSE/I/3 Advantages over a private firm:
sound financial structure (financially backed up by the government) / lower interest on loans borrowed (with
Give ONE example of public corporation in Hong Kong. With reference to your example, state TWO government an guarantor)

o o R A a o - better overall planning / co-ordination of transportation services
advantages of providing the service by a public corporation instead of a private emterprise. 3 marks) o govemmentimay, racsiveldividend romiheTorpoTatin
[Mark the FIRST point only.)

201 7T/DSEATI0(b)Y

Arguments supporting the suggestion:

- Government will have a better control of the train fare, and it can freely reduce the fare to relieve the burden of the
passengers

- IFMTR is fully owned and supported by the government, that would make it easier for MTR to get loans 1o fund its
operation or investment. (2(@. max: 2)

Arguments opposing the suggestion:

- It may Jower the efficiency of MTR's management and reduce its sensitivity to market (price) signals

- The money involved in the purchase of MTR is substantial. The government may have better alternative uses of the money,
such as education and medical services (2@, max: 2)

[Mark the FIRST point only.]

2019/DSE/N/3

Marks
(1Y)

- HEK Airport Authority
- Hong Kong Export Credit Insurance Corporation
- any other relevant example

[Mark the FIRST point only.]

Advantages:
~ casier to get information about the general public from the government for
decision-making
- can provide stable service with a lower price @!
- easier to get loan with the backup of the government max: 2
- any otber relevant point
[Mark the FIRST TWO points only.]
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Mictoeconomics by Topic
4. Ownership & Expansion of Firms

4.2 SOLE PROPRIETORSHIPS & PARTNERSHIPS

1990/CE/MI/12
The advantages of sole-proprietorship include

(1) limited liability

(2) flexibility in decision making

(3) ahigh degree of division of labour
(4) more personal contact with customers

A, (1) and (2) only
B.  (1)and(3)only
C.  (2)and (4) only
D. (3)and (4)only
1990/CE/1/21

Mr. Chan was one of the owners of a trading firm which recently went bankrupt. The court then took over his personal
property. To what kind of business ownership did this trading firm belong?

oawx

sole-proprietorship
partnership

private limited company
public fimited company

1991/CE/TI/15
Which of the following is an advantage of a partnership over a sole proprietorship?

A. astronger incentive for efficiency.
B.  more flexibility in making management decisions.
C.  awider range of abilities and talents in management.
D. limited liability to all partners.

1993/CE/11/09

Peter and Joan farm a general partnership. Which of the following is true?

A.  One of them enjoys limited liability.

B.  Peter and Joan share the profits, if any, equally.

C.  If Peter borrows money in the name of the partnership, Joan is also liable for this debt.

D.  Peter can transfer his ownership in the partnership without Joan’s agreement.
1693/CE/T1/09

Which of the following is a feature of a general partnership?

vaw»

Only the sleeping partners enjoy limited liability

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

138

Microeconormics by Tople
4. Cwnership & Expansion of Firms

1999/CE/M/T

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 {irm is a and Mr Leesn

(1) sole proprietorship ...... sole proprietor
(2) vpartnership ... general partner
(3) (out of syllabus)

A (I)only
B.  (2)only
C. (Dor(2)
D. (2)or(3)
1999/CE/M/18

John, Andy and Sammi form a general partnership. Which of the following is true?

A, They share profit equally.

B. They can transfer their ownership freely without the consent of other partners.

C. They have to bear unlimited liability

D. They have to disclose the financial conditions of the partnership.
1999/CE/I/2L

Paitnership than gole proprietorship
A, has more capital

B s aless risky type of ownership

C.  enjoys more economies of scale

D. has less flexibility in decision making

2000/CE/11/20
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 to the public

2001/CE/NN/22
Mr 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

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

onws

2005
Which of the following is an advantage of general partnership over sole proprietorship?

The owners enjoy limited liability

1t has a wider source of capital.

The risk of running the business is lower.

There 1s no need to disclose its financial accounts to the public.
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2009/CE/11/21
Mr. Lee, a sole proprietor, expands his business by forming a general partnership with Mr. Chan. As a result,

A, their liability to the firm is confined to their investment in the firm,
B. they have to share profits equally.
C.  each of them has to be responsible for the business decisions of his partner.
D.  they can issue shares 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 proprietorship.

Partnership has less flexibility in decision making than sole proprietorship
Partnership has more capitai than sole proprietorship.

Partnership enjoys more economies of scale than sole proprietorship.

oW

Short & Structured Questions

1995/CE/1/1

B M AT
Lee, Chan, 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//11(c)
Many small property agencies in Hong Kong register as sole proprictorships rather than limited companies. Give THREE
advantages of a sole proprietorship compared to a limited company. (6 marks)
1998/CE/1/9(b)

The restaurant is general partnership. Explain TWO advantages of a general partnership over a sole proprietorship. (4 marks)

2018/DSE/11/2(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 reasons why Peter switched his firm's form of business ownership for expansion. (2 marks)
140
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MARKING SCHEME

1990/CE/1/12 1993/CRA00 1999/CENI18 2001/CB/AT/22
C C @ A

1990/CEAI2E 1993 /CEA1/09 1999/CE/I1/21 2005/CEA1/22
B B D B (80%)

1991/CEAINS 1999/CEMI/17 2000/CEA120 2009/CE/1/21
C C C € (32%)

Microeconamics by Toghe:
4. Gwnership & Bxpansion of Firms:

2014/DSEA/0R
B (74%)

Note: Figures in brackets indicaie the percentages of candidates choosing the correct answers.

{General} partnership

- 2 to 20 partners

- unlimited liability / each partnier is fully liable for the firm’s debts

- death and bankruptey of a partner witl lead to dissolution of the partnership
- act by one partner binds all other partners

- difficull to admit or withdraw partners

- financial stalements need not be publicly disclosed

[Mark the FIRST THREE features only. ]

1995/CE/MA 1(e)

- low set up cost

- easy to set up and dissolve, 50 snitable to business with sudden ups and downs
- lower profits tax rates

- low accounting cost

{Mark the FIRST THREE points only.]

1998/CE/1/9(b)

- wider source of capital

- better division of labour among owners (wider scope of specialization)
- risk and cost can be shared among partners

[Mark the FIRST TWO points only.

2018/DSEAN/2(a)

- Peter wanls to invite more investors lo get new funds for expansion of his business.

- Peter can make use of different expertise from Paul and Mary in the new markets.
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Micwoeconomics by Topic
4 Ownership & Expansion of Firms

4.3 LIMITED COMPANIES

Muluple Cheoce Questiony

1990/CENNOT
Which characteristic Iisted below applies to all limited companies?

A. The company can own assets in its name.
B.  All shares are quoted on the Stock Exchange
C.  Shareholders are free to sell their shares to anyone they choose.
D. (out of syllabus)
1991/CE/1I/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/CE/11/10
The Bank of Credit and Commerce Hong Kong Limited (BCC HK) was a private limited company. When it was closed in
1991,

A.  the shareholders 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/CE/MI/13

One of the advantages of a private limited company ‘going public’ is

A, limited liability

B. more access to funds

C.  being subject to a lower profits tax rate

D.  being less likely to be taken over by another company
1994/CE/11/24

A limited company is a legal entity. This implies 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/M/25

A public limited company differs from a private limited company in that, for example,

A.  there is no legal maximum limit on the number of shareholders
B. lts shareholders enjoy limited hability

C.  (out of syllabus)

D, Itis subject to a higher profits tax rate.
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1995/CE/1/24
1t is possible for a sharcholder to sue his company because

A, acompany enjoys limited liability.

B, acompany is a fegal entity

C. acompany is managed by a broad of directors.
D. ofthe separation ol management and ownership,

1995/CE/N/25
A public limited company has more advantages in raising capital over a private limited company because the former

A. 15 owned by the government but the latter is not.
B.  has more directors,
C.  can issue shares to the general public but the latter can’t.
D. has alarger scale of production.
1996/CE/M/57

Which of the following about the stocks and shares issued by the public limited companies 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/CE/N/16

If a listed company is converted into a private limited company,

A. it can avoid being controlfed by the government.
B. its firm size will be reduced.
C. it can reduce the risk of being taken over.
D. it loses the status ol legal entity.
1999/CE/1/22

Which of the following is an advantage of a public limited company over a private limited company?

A.  awider source of capital

B. larger economies of scale

C.  a better specialization in management

D. large number of shareholders
2000/CE/MI/21

Which of the following are advantage of turning a private limited company into 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} only
(3) and (4) only

ona>
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2001/CE/11/18
Firm A Firm B
Legal Status Legal Entity Legal Entity
Liability Limited Limited
Transfer of ownership Does not need the consent | Needs the consent of other
of other owner{s) owner(s)

Refer to the above table. Which of the following is correct?

A, Firm A has more capital than Firm B,

B.  Firm A has a greater risk of being taken over by another firm than Firm B

C.  Firm A is listed company but Firm B is not.

D.  Both firms have to disclose their financial statements to the public.
2002/CE/M/21

1f a private limited company in Hong 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 increase their investments in the company.

2003/CE/NI/19

Mr Chan is one of the owners of a firm which is a legal entity. Moreover, the transfer of Mr Chan’s ownership in the firm
needs the consent of other owners. The firm is a

A, general partnership.

B. limited partnership.

C. private limited company.

D. public limited company.
2005/CE/11/20

If a listed public limited company is turned into a private limited company in Hong Kong,

A the company will be at a lower risk of being taken over

B. the company will pay the profits tax at a lower rate.

C.  the company will lose its legal entity.

D.  the shareholders will bear unlimited liability.
2006/CE/11/20

Angel, Bonnic and Catherine jointly own a firm. The firm is a legal entity. Which of the following statements abont the firm
must be correct?

The firm can issue shares to raise capital.

At least one of the owners has to bear unlimited Jiability.
The firm will be dissolved on the death of any one owner.
The accounts of the firm have to be disclosed to the public.

SESE-S

2007/CEN22
Which of the following about a public limiled company is correct?

The comparty can be a shareholder of a listed company.

The shares issued by the company are traded on a stock exchange.
The maximum number of shareholders is 50.

It earns greater returns than a private limited company.

Sow>
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2008/CE/11/20
In 2006, the Bank of Communications (3¢ 3 ¢ 17 ) quoted its shares on the Hong Kong Stock Exchange. A result of this
was that
A, the Bank became a legal 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/11/23

Alter the 2008 stock market crash, some listed companies in Hong Kong proposed privatizing their companies. If a listed
company is privatized and turns into a private limited company,

Al
B.
C.
D.

the company is not a legal entity any more.
the firm’s size will be reduced.

the company can enjoy a lower profits tax rate.
the risks of being taken over will be reduced.

2010/CEM/22
Which one of the following statements aboul a private limited company is correct?

A, The shares issued by the company are traded on the stock market.

B.  The transfer of ownership needs the consent of other shareholders.

C. It has to disclose its financial information to the public.

D. Itis subject to a lower profits tax rate than a public limited company.
2012/DSE/N/09

If a partnership is turned into a private limited company,

Tow>

(1) the company will become an independent legal entity.
(2) the company will be at a higher risk of being taken over
(3) the company will pay a higher profits tax rate.

(4) the number of owners will increase.

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

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 cxpand the firm’s business, they can

Tow>

(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)
145
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1990/CE/MN/14
Who will receive the repayment first when a company liquidates?

A.  ordinary shareholders

B. (out of syllabus)

C.  directors

D.  debenture-holdors
1992/CE/I/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 employees of the company

1993/CE//03
Mr. 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 hotders than to shareholders when its profit is small.

D. It is easier to obtain more bank loans if the company issues more debentures rather than more shares.

1993/CE/I1/19
What is the economic role of shareholders in a public limited company?

A.  preparing the company’s accounts
B.  making production decisions
C.  Dbearing risk
D.  sharing profits
1996/CE/11/20

When a public limited company liquidates, which of the following will be the last one to have the right to claim repayment
from the company?

ordinary shareholders
(out of syllabus)
debenture holders
employees

onm»
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1996/CE/11/21
The shareholders 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 on the income of the company .

D.  shareholders are owners of the company while debenture holders are not.
1997/CE/I1/18

Which of the following sources of finance 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/CE/II/18
Being a small investor, Peter prefers to be a shareholder of a 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 sue the company

D. there is no legal maximum limit on the number of shareholders of a public limited company.
2002CEAN7

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 compantes are traded on the stock exchange.

D.  Debenture holders can claim the company’s assets prior to sharehotders when the company goes bankrupt.
2002/CE/11/18

As a small investor, Calvin prefers to purchase the shares of a listed company rather than those of a private timited company
in Hong Kong because

the accounts of a listed company have to be audited by certified accountants.

there is a separation between ownership and management in a listed company.

the shares of a listed company are freely transferable on the stock market.

the liability of the shareholders of a listed company is limited to their investment in the company.

TOw>

2003/ CE/I22
From the viewpoint of investors, which of the following is an advantage of buying debentures over the purchase of shares?

The return of debentures is higher.

Debentures can be sold on the stock exchange while shares cannot.

The market price of debentures is fixed.

Debenture holders have a prior right to get their money back from the company if it liquidates.

Uow»
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2004/CE/11/23

The debentures issued by a listed company

be traded on the securities markel, The company has to pay (he
interest to debenture holders

the dividends to shareholders.

A, can betore

B. can .. after

C. cannol ... before

D. cannot.... after
2005/CE/11/21

Which of the following descriptions about the shareholders and bondholders of a company is correct?

Ordinary shareholders have a higher return than the bondholders.

(out of syllabus)

Ordinary shareholders are the creditors of the company.

When the company winds up, the bondholders have a right to get the money back from the company in advance of
its shareholders.

cow>

2006/CE/M/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 redeem the bonds but not the ordinary shares.

C.  The ordinary shares can be freely transferable on the stock market.

D The liability of the shareholders is confined to the amount they have invested in the company
2007/CE/11/21

From the viewpoint of the existing shareholders of a listed company, which of the following 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/11/21

Which of the following methods of raising capital will dilute the controlling power of existing sharcholders in a listed
company

A.  borrowing from a deposit-taking company
B. issuing debentures
C.  (out of syllabus)
D. issuing ordinary shares
2009/CE/N/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 shareholders ...... the money they invested in the company
(out of syllabus)

debenture holders ... the money they loaned to the company
employees ... their salaries in arrears

Tawy
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2009CE22
From the viewpoint of investors, which of the following is an advantage of buying ordinary shares over debentures?

A.  The return 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 shareholders 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/T1/23

Which one of the following statements about the ordinary sharcholders of a 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/IN07

A public limited company plans to issue ncw bonds for expansion. For the cxisting sharcholders, 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 if the company liquidates.
C.  The interest paid to the bondholders is lower than the dividend paid to the shareholders.
D. Their power of control over the company will not be diluted.
2017/DSE/N06

The government launched the Silver Bond for Hong Kong residents aged 65 or above. Bondholders will be paid interest at a
rate linked to inflation in Hong Kong, subjcct to a minimum rate of 2% per year. Bondholders may seil their bonds at
original price to the government before maturity.

Which of the following statements about the Silver Bond is/are correct?

(1) The risk of holding 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), (2)and (3)
2019/DSE//07
New World China Land Limited (Stock Code: 0917) d privetisati ofthe apany and lled

its listing status at the Hong Kong Stock Exchange.
Which of the following are the possible advantages of the above change?

(1)' The company can choose 1ot to disclose its financial accounts to the public,
(2} The company can reduce the risk of boing taken over.
(3) The company can enjoy a lower profits tax rate,

A (1)and(2) only
B. (1)and (3)only
C. 2)md (3only
D. «(1), () und (3)
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AN TISE/ 4
Microeconaimics by Topic
#:Dwiniership & Expansion of Firms

Some small investors prefer debentures to shares. Which of the following is a possible renson for that? .
Short & Structured Questions

A, The retm of debentores is generally higher than that of shares.

B.  The price of shares may rise while that of debentures is fixed,

C.  Sharcholders need to spend time managing the company but debenture holders do not, 1992/CE//3(c)(11)

D.  Companies have obligation to redecm debentures but they have no such obligation for shares. 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/1/3(a)

Share prices of Vitasoy International Holdings Limited (4 {114 2% 24 4 45 B 47 BR 2 7)) 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/CE/I/11(c)

Explain TWO advantages of a public limited company over a private limited company. (4 marks)
2002/CE/1/4
What is meant by limited liability? (2 marks)
2004/CE/1/4
State THREE features of a public limited company that distinguish it from 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

Company ($)

0331 China Resources Peoples 0.290

0315 Smartone 8.700

0008 PCCW 4.925

Name the type of ownership of the above telecommunication companies. Give TWO advantages and TWO disadvantages to
the owners of this type of ownership over sole proprietorship. (5 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 '? List TWO features of this
type of business ownership. (3 marks}

2012/DSE//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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Microeconamics by Tapse
4, Ownership & Exparision of Fiyms

2014/DSE/11/10
Goodbaby International (Hong Kong stock code: 1086) is the largest manufacturer and supplier of infants’ and children’s
products in China.
(¢) To what type of business ownership does Goodbaby International belong? (1 mark)
(d) Explain the differences between partnership and the type of ownership in (c) in terms of

(i)  transfer of ownership

(ii) legal status. (4 marks)

(e) Source 2 below is an extract from a newspaper article.

Addressing the potential threat brought about by the trends of the birth rate and old dependency ratio in
China, government officials arc considering rclaxing the onc-child policy in an cffort to boost the birth
rate.

H#The policy restricts urban couples to only one child, while allowing additional children in several cases, including
twins, rural couples, ethnic minorities, and couples who are hoth the only child in their respective families.

WITHOUT using a diagram, cxplain why the stock price of Goodbaby International increased after the information in

Source 2 was published in newspapers. (4 marks)
2015/DSE/NT/11(a)
McDonald’s is a private limited company in Hong Kong. State ONE advantage and ONE disadvantage of forming a private
limited company over forming a public limited company. (2 marks)
2016/DSE/I1/2(a)

Sure-Star Education Group is a tutorial centre for secondary school students. The Group can issue shares and bonds to the
general public to raisc capital.

Name the type of business ownership of the Group. (1 mark)
2017/DSE//10(a)

MTR Corporation Limited (stock code: 66) provides railway services in Hong Kong.

MTR is a listed company. State TWO differences between such an ownership and a private limited company. (2 marks)
1994/CE/l/4

Compare the return of an ordinary shareholder of a bank with that of a time deposit holder, (6 marks)
1999/CE/1/4

In order to raise capital for expansion, a limited company is considering whether to issue new shares or debentures. From the
viewpaint of the company, give ONE advantage and ONE disadvantage of issuing shares over debentures. (4 marks)

2001/CE/N/10(c)(i1)
State 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 cither 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)
151
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Mitmecoromics by Tope
4 Owrerstip & Expansion of Flrms
MARKING SCHEME
1990/CE/HA7 1999/CEMN/22 2010/CE/T/22 1997/CEAI8 DO9/CEML20
A A B (78%) A D (29%)
1991/CE//16 2000/CE/1/21 2012/MSE/N09 1998/CE/INS 2009/CEN1/22
€ D B (39%) B D (61%)
1993/CE/10 2001/CE/MI8 2015/DSE/NOT 2002/CE/I117 2010/CEM/23
D B B (74%) D (59%) C (55%)
1993/CE/I13 2002/CE/NY21 1990/CE/I1/14 2002/CE/1/18 2014/DSE/N/07
B C(82%) D C(76%) D (71%)
1994/CE/1/24 2003/CE/TV/19 19G2/CEM/N G 2003/CE/22 2017/DSE/L/06
B C(60%) @ D (73%) A (84%)
1994/CE/1/25 2005/CE/11/20 1993/CENT/03 2004/CE/N/23 2019/DSE/N/07
A A{67%) D A (65%) A
1995/CENM/24 2006/CEM/20- 1993/CEN/07 2005/CE/M2 2020/DSEA/M
B A(41%) B D (74%) D
1995/CE/ 2007/CEN122 1993/CENN9 2006/CEATR22
c A(29%) C B{51%)
1996/CEAT20 2007/CENL2
A A (64%)
1997/CEAL/16 2009/CE/N/23 1996/CEN2 1 2008/CE/11/2}
C D{70%) D D (69%)

Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

1992/
- shares are frecly transferable

- no upper limit on 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 debentures (2@, max: 6)
[Mark the FIRST THREE points only.]

()i

1996/CE/1/3(a)
Public linited company h

Advantages:

- limited liahility: loss of an owner of the firm is confined to his investment in the firm. / lower risk in investment

- legal entity: the firm can act as a legal person to make contracts, to own properties and be sued. / profit or loss belongs to
the firm, not the owners.

- Wider source of capital: can issue shares to the public

- Bagy transfer of shaves: an investor can convert his shares into cash with ease.

- Professionals to run the business (separation of ownership and management and economies of scale)

- Lasting continuity: the firm’s existence not affected by any investor’s death withdrawal, ete. 2@, max: 4)

[Mark the FIRST TWO points only.]
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Microeconemics by e
4. Ownership & Expansion of Firms
2001/CEA I (c)
- wider source of capital because capital can be raised from the public
- shares are freely transferable, approval of the Board of Directors is not required
- wider scope of specialization (2@, max: 4)
[Mark the FIRST TWO points only.]

The liability of an owner of a firm is confined to the amount of his investment in the [irm 2)

2004/CE/T/4

- no upper limit of the number of shareholders

- free transfer of shares

- wider sowrce of capital / can invite the public to be shareholders
- financial accounts are open to the public

[Remark: Mark the FIRST THREE points only | (1@, max: 3)
2005/CE/1/3(a)

Public limited company. [$))]
Advantages’

- wider source of capital

- limited lialality

- legal entity

- shares freely transferable

- continuity of business (1@, max: 2)
[Mark the FIRST TWO points only.]

Disadvantages’

- financial accounts disclosed to the public

- higher profits tax rate

- lugher risk of bemg taken over

- complicated set-up procedure (1@, max: 2)
[Mark the FIRST TWO points only.]

2009/CE/N/2
Public limited company. Q)

- indlependent legal status

limited Hability

ation of ownership and management

g continuity

shares are frecly transterrable

- 1ssue shares Lo the publhc

- no upper limit on the number of sharcholders

- required by law to disclose its financial status (2(@, max: 4)
{Mark the FIRST TWO points only.

2012/DSE/NN 1 2(b)

Advantages:
- tighter conlrol of ownership / more difficult to be taken over (n
- no need to disclose the accounting infermation to public m

Disadvantages

- cannot issue shares to general public to raise capital th
- difficult to transfer its ownership (1
153

Microecanomics by Topic
4 Ownership & Expansion of Firms

2014/DSEA/10
(c)  Public lmited company / listed company i

(e} (1) Inapartnership, any given owner cannot transfer his/her shares of ownership without the consent of other partners
while in a public limited company, the shares are freely transferable. {2)

(1) A partnership does nol have independent legal status while a public limiled company has an independent legal

slatus. (2)

(e) People expected the birth rate to rise, resulting in an expected mcrease in future demand for the baby procucts. (1}
So Goodbaby International was expected to earn bigger profits and to distribute more dividends to its shareholders in

the future, 2)

The expected increase in future dividends would raise the demand for the company s shares and thus its stock price. (1}

2615/DSEAT] (4)
Advaniag,
- lower risk of beiny taken over

- no need to disclose accounting information to the public (@, max: 1}

Disadvantage:

- owners cannot freely transfer their stocks

- the firm cannot raise capital by issuing stocks to the general public (1@, max: 1)
[Mark the FIRST point ondy.]

2016/DSE/M/2(a)
Public limited company / listed company. (1)

201 1/DSEAI/10(a)

- Shares of a listed company are freely transferrable while shares of a privale limied company are not

- A histed company 1s required to disclose its accounting information to the public while a private limited company 1s not.

- A listed company can 1ssue shares and bonds to the general public while a private limited company cannot. (1@, max: 7)
[Mark the FIRST TWO pomts only.}

1994/CE/l/4
Time deposit holler Ordinury shareholder
Nume of returm Interest dyvicderids (2)
Rate ol refurn! fixed rafe varihle 2)
Whethet the return depends on the &3}
7 = : no yes
Dok s bugirtess performance
1999/CE/1/4
Advantage:
- no interest burden / no redemption obligation (2)
Disadvantage:
- easier to be taken over 2)
2001/CEAO(e)(ih)
- no interes! burden 4D}
- no redemption obligation (1)
201 2/DSEA/10(a)ii)
He can get interest return even if the company does not make any profit that year (2)
Higher priority of getting paid than shareholders it the company is liquidated (2}
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Microsconamics by Topk
4. Qunership & Expansion of Fia

44 COMPARING DIFFERENT FORMS OF OWNERSHIP

Multiple Choice Questions

1995/CE/11/23

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

A.  (out of syllabus)

B. general partnership.

C.  private limited company.

D.  public limited company.
1996/CENI/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 liability

A, (1) and (2) only
B.  (1)and (3) only
C.  (2)and (4) only
D. (3)and (4) only
1997/CE/M/19
Refer to the following information concerning 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 a legal 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. public limited company ..... partnership
1997/CE//58

Mr. Wai solely 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 profits tax at a lower tax rate.

separation of ownership and management.

not having to disclose the financial status to the public,

gow>
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4 Ownership & Expansion of Firms

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, the cake ship owner(s) need not
keep the promise mentioned above it is a

A, sole proprietorship.

B. general partnership.

C. (out of syllabus)

D.  lLimited company.
2002/CE/I/19

Amy is an owner of a firm. Her liability to the firm is confined to her investment in the firm and she can transfer her
ownership to anyone else without the consent of other owners,

Based on the above information, the firm 1s a

A.  general partnership.
B. (out of syllabus}
C. private limited company.
D. public limited company.
2005/CE/NI/23
Study the following information about firm A and firm B.
Firm A Firm B
Number of owners 2 12
Transfer of ownership freely transferable needs the consent of other
owners
Liability limited unlimited

According to the above information, Firm A is a and Firm B is 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/11/21

If the owners of a firm have the right to sue their firm but they cannot transfer their ownership frecly without the consent of
other owners, the firm is a

general partnership.

{(out of syllabus)

private limited company.
public {imited company.

onNw>

156

b}
g

&
&4
L

Provided bydsctife




Microeconomics by Fogik
4. Ownership & Expanision of Firrs

2007/ CEM20
Which of the [ollowing is a possible reason [or turning a partnership into a private limited company?

A. The owners will make more profit
B. The owners will enjoy limited liability.
C. Tt will ensure the financial privacy of the firm.
D.  Ownership of the firm 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
Legal status Legal entity Not a legal entity

According to the above information, which ol the following descriptions of Firm A and Firm B in TTong 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 A has 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/DSE/1/08
Firm A Firm B
Number of ownets 2 10
Transfer of ownership | Needs the consent of other owners Needs the consent of other owners
Continuity Cantinues to exist when one of the Will be dissolved when one of the
owners goes bankupt owners goes bankrupt

According to 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 A is a legal entity while Firm B is not.

C.  Both firms are subject to the same profits tax rate.

D Firm A is required to disclose its financial status to the pubtic while Firm B is not.
2017/DSE//05

Alan and his partners turned their partnership into a private limited company. Afler the change, the firm will

have more capital for development.
have a lower average production cost.
enjoy a lower profits tax rate.

have a separate legal entity,

vow»>
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2018/DSE/N/07

Firm X Firm Y
Number of owners 2 10
the consent of other owners

WO . the consent of other owners
Transfer of ownership

required NOT required
Disclosure of financial NOT required required

account 1o public

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 hability.
Firm Y is a legal entity while Firm X may not be.

gaw»>

Short & Structured Questions

1999/CE/1/10(b)

The government 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/1/3

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 does 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 ltability while a partnership has not.
(a) What is meant by limited liability? (2 marks)
(b) Explain the difference between the above two types of ownership in terms of
(1) transter of ownership.

(i1) source of raising capital.
(4 marks)

2020/DSE//5

1f a public Himited company in Hong Kong gets listed on the stock exchange,
it will face a higher profits fax rate.

it can no Jonger keep its accounting information confidential.

its shareholders will enjoy higher liguidity of their assets.
. it will enjoy economies of scale.

cOow>
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4. Qwnership & Expansian of Fifmg A Ownership & Expansion of Firms.
MARKING SCHEME 4.5 EXPANSION OF FIRMS

1OO5/CEM23 1997/CE/1/58 2005/CER23 2008/CEMN/IY 2018/MSEM07 Multiple Choice Questions

(& C D (65%) C(57%) D (69%)
1996/CE//1 T 1998/CEAL/20 2006/CEAL/21 2012/DSEA/08 2ROMSTS 1990/CE/I/18

& D C (58%) B (77%) ¢ Which of the following is an example of lateral integration?
JOOTCEAL9 2002/CEAI9 2007/CLEN120 2017/1DSE/105 A, aflour mill combines with a bakery

B D (59%) B (77%) D (88%) B.  ajeans factory combines with a swimwear factory

C.  ajewelry manufacturer combines with a noodle factory
Note: Figures in brackets indicate the percentages of candidates choosing the correct answers. D.  afurniture factory combines with a fumbering plant

1991/CE/M/21
1999/CE/0(b) Cathay Pacific Airways Ltd. took over Hong Kong Dragon Airlines Ltd. (# #2 ffi %= 2 ). This is an example of
Advantages:
- lower tax rate 43} A, horizontal integration
- casier to set up / close down (1) B. lateral integration
- less legal constraints in business operation, so save cost in this aspect () C.  forward vertical integration
[Mark the FIRST TWO points only.] D.  backward vertical integration
Disadvantages'
- untimited liability ) 1993/CE/M/23 . ) . N
- narrower scope of raising capital ) A movie-producing firm acqm_red a m_xmber of th.eatres to present its own films and films produced by other firms. What are
- Jack of continuity (N the advantages of this type of integration to the firm?
[Mark the FIRST TWO points only.| N ) .
) (1) The firm can enjoy economies of scale,
(2) The firm can reduce its risks by diversifying its investment.
2003/CE/N/3 (3) Ttis easier for the firm to obtain contracts with movie stars,
General partnership. (1)
and (2

- number of partners ranges from 2 to 20 A (1) and (2) only

o S ) . . P B. (l1)and(3) only
- unlimited liability / each partner is fully liable for the firm’s debt C (2)and(3)ant
- all partners are bound by other partners’ business decisions ' ; Jenty

P ' A D. (1), (2)and (3)

- difficult to admit or withdraw partners

- easy to set up and dissolve (1@, max: 2)

[Mark the FIRST TWO points only.] 1993/CE/11/23

Which of the following is an example of lateral expansion of a firm?

2008/C1 4 . . . N N - R . A, Atelephone company combines with a telegram company.
(a) The liability of an owner of the firm is confined to the amount of his investment in the firm (2) B. A restaurant combines with a supermarket.
C.  Ahospital sets up a school to train student nurses.
() - - D. A furniture company combines with another furniture company.
Public limited companv Partoership
Transfer of es not need the sent of other
) Femiafer of DoeseimeEihe C(_){“Ln S Need the consent of other partners A
aownership sharehalders (2) 1994/CE/N1/27
(i) Source of capital Can issue shares and debenfures Cannot issue 5 m.l_es a{’_d debentures / - A travel agent takes over a real estate firm, What kind of integration is this?
borrowmg from friends: ete )
A.  conglomerate integration
B. lateral integration
C.  vertical integration
D. horizontal integration
159 160
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4. Ownership & Expansion of Firmg

1994/CE/11/28
In Hong Kong, when a commercial bank takes over another commercial bank,

A. it has greater influence on deposit interest rates.
B. itis able to diversify risk in its business.
C.  its market share is enlarged.
D. it will suffer from disecononies of scale.
1995/CE/MI/27
A publisher takes over a bookstore. To the publisher, this is a mlogration
A, conglomerate
B. lorward
C.  backward
D.  lateral
1995/CE//28

Which of the following is the greatest benefit {rom conglomerate integration?

A.  diversification of product

B. economies of scale

C. ensuring the markets for its output
D. larger market share

1997/CE/11/20
When a cake shop takes over a coffee shop, which of the following are correct?

(11 This can provide an outlet for its products.

(2) The resources can be better utilized

(3) The risk of the business is reduced through diversification
(4) The profit will increase

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

B.  (1),{2) and (4} only

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

D.  (2),(3) and (4) only
1998/CE/M/19

A famous singer expands his show business by producing stationery with his picture on it. This type of expansion is

A.  horizontal

B. forward.

C.  backward.

D. conglomerate
1998/CEN1/21

When a shampoo manufacturer introduces a new product — shampoo for children, it aims at

(1) diversitying its market.
(2) gaining the economies of scale in marketing,
(3) ensuring a market outlet for its products.

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

cow»
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2000/CE/1/24

A mobile phone company joins hands with a commercial bank. A customer of the bank can handle matters concerning his
accounts by using the mobile phone produced by the mobile phone company. Which of the following is least likely a motive
of the mobile phone company in this joint venture?

To ensure steacdy supply of raw materials

To benefit from more efficient use of resources.
To benetit from econonties of scale.

To promote goadwill.

voo»

2001/CE/NN/23
A bus company expands its business and starts to provide ferry services to the outlying islands. This enables the bus
company to

A, diversify the risk of its business.

B. diversify markets for its product.
C.  enjoy a larger market share.

D. enjoy technical economies of scale

2002/CEM22
Mrs Chan, a large supplier of [rozen beel, opens a chain of beel steak houses. To this supplier,

(1) the expansion is a vertical forward expansion.
(2) the risk of running a loss for her whole business will be lower.
(3) this can ensure a steady market outlet for her frozen beef.

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

vom»

Refer to the following report to answer Questions 23 and 24.
Towngas Avenue is the largest customer service centre for Towngas. Towngas Avenue also sells tableware and glassware and

operates an in-store cafe

2003/CE/11/23
The extension of the business of Towngas to Towngas Avenue is an example of

A.  horizontal expansion.

B.  vertical backward expansion.

C. vertical forward expansion.

D. conglomerate expansion.
2003/CE/11/24

To Towngas, the extension of the business of Towngas to Towngas Avenue has the advantage of

enjoying technical economies of scale.
ensuring a steady supply of raw materials.
ensuring adequate market outlets.
diversifying production and spreading risk.

Tnw>
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2004/CE/11/24
A shirt-making factory has expanded its business as follows:

Trousers-making X Shirt-making 3 [Shirt-retailing|
Tactory < factory : shop

To the shirt-making factory, the types of expansion shown by X and Y are expansion and expansion
respectively.

Al lateral

B. lateral

C. forward

D.  loteral forward

2005/CEAL/24
Which method of integration can be used by firms to ensure the supply of raw materials?

A, backward integration

B. forward mtegration

C.  conglomerate integration

D. horizontal integration
2006/CE/11/23

When an international airline company takes over a local airlinc company, the former has the advantage of

ensuring a steady supply of raw materials.
ensuring a better quality of its service.

enjoying management economies of scale.
avoiding the existence of diseconomies of scale.

vaws

The MTR Corporation faunched the Octopus Card. It is a smart card system facilitating transactions of small
amounts. Answer questions 23 and 24 below:

2007/CE/1I/23
To the MTR Corporalion, this type of expansion is

A, horizontal

B. forward

C.  backward

D, conglomerte

2007/CE/1/24
Such a type of expansion has the advantage of

technical economies of scale.

increasing the market share of the business.
increasing the profit of the company.
diversitying the risk of business

o
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A catering company owns many restaurants selling different Chinese foods.
Recently, it has opened a new bakery. Which of the Tollowing descriptions in questions 22 and 23 concerning the expansion

of the catering company arc correct?

2008/CE/11/22
The expansion is an example of

A.  borrowing from a deposit-taking company
B. issuing debentures
C. issuing preference shares
D. issuing ordinary shares
2008/CE/N1/23

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/CE/11/24
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 steady supply of raw materials for production
B.  vertical integration ...... lowering the production cost
C. lateral integration ...... economies of scale
D. conglomerate integration ... making more efficient use of resources
2010/CE/I1/24

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/DSEN/08

A firm can ensure a steady supply of raw materials by engaging in
share by engaging in

A, backward mtegrution . horizontal integration
B.  backward integration . lateral integration

C. forward integration . horizontal integration
D, forward integration . lateral integration

2015/DSE/1/08

while it can increase its market

759 Store, a local retailer of imported snacks, expands its business to sell cosmetics and skincare products. Which of the

following is LEAST likcly motive behind the expansion?

A, To reduce competition

B. To enjoy economies of scale

C.  To expand its brand name to other products
D.  To spread risk by business diversification
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2016/DSE/N/11
Hong Kong Television Network Limited (HKTV) has launched an online shopping platform “HKTV Mall”. This cxpansion

(1) helps spread business risk.
(2) ensures a higher profit for the company.
(3) extends its brand name to other markets.

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

cow>

2017/DSEN/09
Giordano International Limited is a retailer of casnal wear. It has launched the Giordano Ladics, which provides luxury

clothes and suits for ladies. It is an example of expansion.
A, horzontal
B. wvertical
C.  lateral
D. conglomerate

2018/DSE/1/08
Toridoll Holdings Corporation, a leading company in the restaurant industry in Japan, acquired a Hong Kong noodle chain
Tam Chai Yunnan Noodles (8 {1 22 75 3K 48). 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 economies of scale

to expand its business to other markets

caw>

Short & Structured Questions

1990/CE/I/4(a)(i)
Lei Sun is a garment manufacturing 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)

1991 /CE/N/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/1/4(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 hotels and shopping centres.

(i)  What type of integration is this? (2 marks)

(it) Explain TWO advantages of this integration to Company B. (6 marks)

1994/CE/1/9(a)

A truck manufacturer in Japan expands his production to include private cars. Identify this type of expansion and give TWO

motives for such an expansion (5 marks)
165

2019/DSEA/09

A Hoog Kong travel company offers package tours to Japan.” It invested in building a hotel, which provides
accommodation services to its towr members visiting Japan.

Which of the following is most likely the motive behind the expansion?

A.  to increase the market share

B.  to secure the supply of factor inputs

€. to ensure a market outlet of its services

D. 1o reduce competition
2020/T)ISE/1/18

ABC Diamond Cuiting Factories expand its business as follows:

i ABC Diamond E

Cutting Faciories |
7N\
1
ABC Jewellery ABC Hotel
Shops

To ABC Diamond Cutting Factories, the types of expansion shown by X and ¥ are expansion and
o, EEPERSION TESPECHVELY, =

Towmp

backward ...... conglomsrate

backeward _..... lateral
forward . conplomerate
forward ...... laterat
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1996/CE/1/11(b) )
Suppose a newspaper publisher starts to publish a magazine which is to be sold separately. A beauty queen in Hong Kong, Miss Amy Au, is famous for demonstrating the use of cosmetic products
parately ! . ; Jiied P

with short videos on sacial media websites. She also sells Tapanese cosmetic products on her website,
()  What type of expansion is it? Explain your answer. (3 marks) ) .

(a) Are the short videos on social mediu websites public goads or private goods? Explain. (3 marks),
(ii) State TWO motives for such an expansion, 2 marks A q '

( ) {5)  Apart from Japanese cosmetic products, she starts to sell Korean cosmetic products on her website.
To what type of expansion does this belong? Give TWO possible reasons for this type of expansion.

1998/CE/N/3 ’ (3 marks)
A television broadcasting company takes over a film production company. Give TWO possible economic motives of the
takeover (4 marks)

2020/DSE/M/2
1999/CE/1/11(b)
Ataxi company merged with a restaurant. Identify the type of integration and explain TWO possible motives for this type of A chain restaurant providing Chinese cuising set up 4 cake shop.
integration. (5 marks)

(2) Explain whick type of expansion this was.
2002/CE/1/11(d) {h) List TWO possible mortives for the above expansion,
The tutorial school also publishes textbooks for sale to the public. Give FOUR passible motives of such an expansion.
(4 marks)
5O VT /T

2003/CEA/9(b)(i) LBl

Firm A is a local manufacturer in Hang Kong producing goods for export only. Suppose 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 In 1992, Cathay Pacific Airways acquired an air-catering company which was renamed as Cathay Pacific
anel ar x - Py < . g
expansion. (6 marks) Catering Services (H.K.) Limited (CPCS). CPCS provided around thirty million meals for various airlines
in 2019,
2006/CE/N/3

When it started, the Walt Disney Company produced cartoon movies only. Latet 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)

From the viewpoint of Cathay Pacific Airways, name the type of the above integration and give TWO motives
for this type of integration. {3 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
area for an expected increase in visitors. Name this type of expansion and explain your answer, (2 marks)

2012/DSEANT/3
A telecommunication service provider starts a credit company which offers loans to the public,

(a) Explain what type of expansion this is. (2 marks)
(b) List THREE possible motives for the above expansion. (3 marks)
2014/DSE/NT/4

Tai 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 restaurants. 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/I9(b)

McDonald’s is one of the major fast food chains in Hong Kong McDonald’s has cxpanded its business by operating McCafé,
which sells premium coffee like other coffechouses such as Starbucks. To which type of expansion does this belong?
Explain. (2 marks)
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Micrdeconairics by fogad

2010/CEN1/24
C (96%)

2013/DSEN/08
A(82%)

2015/MDSEN/08
A (88%)

2016/DSEN/1 1
B (72%)

2017/DSEA09
C (57%)

2018/DSEN/08
A (83%)

1990/CEAT/18 199S/CEN/27 200 1/CEALS 2006/CE//23
B B A C(75%)
1991/CE/T/21 1995/CE/MI/28 2002/CEA/22 2007/CEAT/23
A A B (33%) D (73%)
1993/CE/1/23 1997/CE/T/20 2003/CEM1/23 2007/CEN1/24
D A D (74%) D (52%)
1993/CE/123 1998/CE/MAN9 2003/CE/M/24 2008/CE/MI/22
A D D (75%) A(T72%)
1994/CE/127 1998/CENL/21 2004/CE//24 2008/CE/M/23
A A D (77%%) A(92%)
1994/CLE/11/28 2000/CE/M24 2005/CE/1/24 2009/CE/M/24
(03 A A (80%) C (69%)
Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.
2019/DSEN/09
B 2020/DSE//18
@

1990/CE/1/4Ca)(1)

- to secure outlet of product

- easier to obtain information on conswumers’ preferences

- to enjoy economies of scale

- to build up brand name

[Mark the first 2 points only. Mere listing of points without elaboration - max. | mark.]

1991 /CE/S5(b)(iv)

Horizontal integration

Explanation of two advantages:

- economics of scale

- greater market power

- reduce duplication of facilities
[Mark the FIRST TWO points only. ]

1992/CE/l/4(a)
(1} Conglomerate integration

(1) - more efficient use of the fand site
- diversification of production/spread rigk
- promotion of goodwill
- econanty of scale with reasonable explanation

[Mere listing of points without elaboration — max. 2 marks. Mark the FIRST TWO points only.]
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(2@, max: 4)

&

(3@, max: 6)

(3@, max: 6)

‘Ncroeranomics by Topic

4 Owrership & Expansion of Firms

1994/CE//9(a)

Lateral expansion N
Motives:

- diversification of product / spread risk

- make use of brand name

- economies of scale (2@, max: 4)

{Mark the FIRST TWO points only.]

1996/CEA/11(b)

(1) Lateral expansion, because (1)
newspapers and magazines are related products but not necessarity competing with each other. (2)

(ii) - betler utilization of resources
- benetits derived from brand name
- diversification of investment / spread risk
- economics of scale
[Mark the FIRST TWO points only.]

(1@, max: 2)

1998/CE/A/3

- guarantee stable sonrce of films to be shown on the television

- the television company is able fo direct or influence the kind of films to be shot by the film company
- geonomies of scale illustrated by one appropriate example, e.g. the expertise

- to diversify the television company’s risk of investment

{Mark the FIRST TWO points only. |

(2@, max: 4)

1999/CE/I1 (D)

Conglomerate integration. )
Elaboration of two of the following:

- diversitication of produets / spread risk

- financial economy of scale

- managerial economy of scale

- marketing economy of scale

- any other relevant point (except technical economy ot scale)
[Mark the FIRST TWO points only.]

(2@. max: 4)

2002/CRA/11(d)

- to make use of brand name ()
- to diversify the business {1
- to promote its goodwill (1)
- to better utilize its resources / to enjoy economies of scale (1)

2003/CEA/9(b)(i)
Vertical forward expansion because ()
the manufacturer expands to the next stage of production ()]

- obtaining market information more easily

- ensuring market outlets for its products

- economies of scale, e.g. financial economies of scale
- promote goodwill / make use of brandname

[Mask the FERST TWO points only.]
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2020/DSE/M/2

2a) Mieral The integration involve in related industry but not directly competing ( 2 marks)
2006/CE/N/3 ‘

Conglomerate expansion because (n b *Economissiofiscale
movie production and hotel business arc two different lines of production. (1) - meonomt B g
OR Betler use of resources
Lateral expansion because (1) Diversify of risk
the products are related but not competitive. (1) Brand name elfect

; 2 . ) -any two of the above. (2 marks )
Possible motives of conglomerate expansion or lateral expansion:

- product divessification to spread risk

- making use of brand name to sel! another product / promoting goodwill 2021/D8R/M/3

- more flexible use of resources

- to benefit from economies of scale (1@. max: 2) ) '

‘ g = A Vertical {(backward) expansic
[Mark the FIRST TWO points only.| ertical (backward) expansion

Mustives:

- Enjoy cconomies of scale.

2010/CE/N/10(b) - Reduee business risk through product diversification.
Lateral expansion, becanse (n - Secure the source of factor of productions for its airplane services.
it expands to include a related but not competitive business. (n - Any other relevant point
{Remark: No mark will be awarded to this part if the explanation contradicts with the type of expansion. ] [ Mark the FIRST TWO points only. |
2012/DSE/3
(a) Conglomerate expansion, because (1)
the firm has expanded into unrelated industries. ()

(b) TPossible motives:
- to have product / income diversitication so as to spread risk
- to make use of its brand name of one product in other products
- to use resources more elficiently as the two companies can share some of their resources
- to enjoy economies of scale (e g lower average cost of advertising as the total cost can be spread over a larger
quantity of output.) (1@; max: 3)
[Mark the FIRST THREE points only.]

2014/DSEA4

(a) Vertical backward expansion, because [¢))]
by starting Fai Lok Institute, Tai Fai Lok Group has expanded its operation to the previous stage of production to
contral directly the supply of labour inputs (chefs and managers) to its original (food) business, (1)

() Advantapes
- more steady supply of factor inputs such as chefs and managers
- better use of the brand name
- progran can be tailor-made for those graduates from the Institule who are hired to work in the Group’s restaurant, so
as to shorten their training time. (2@, max: 4)
[Mark the FIRST TWO points only |

2015/DSENI9(b)
Lateral expansion, because 48]
fast food and coffee are related but not directly competitive products. 48]

2019/DSEN9

(2) Public good. It is because the videos are nop-rivalrous in consumption #s people 3)
can concurrently watch the video without affecting one another.

(b) Hovizeatal expansion. (¢4}
Reasons:
- enlarge the market share @l
- enjoy economics of scale max: 2

~ make use of the brand name
- any other rclevant point
[Mark the FIRST TWO points only.}
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19. Clothing retail market can be classified as monopolistic competition.
about clothing retail market are correct?

(1
2
3)
@

The retailers engage in both price and non-price competitions.
There are a few dominant sellers in the market.

Which of the following statements

There is imperfect information about the quality of clothing in the market.

The entry and exit of retailers are restricted.
A.

B
C.
D

(1) and (3) only
(1) and (4) only
(2) and (3) only
(2) and (4) only
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The Government launched the Consumption Voucher Scheme in 2021 1o relicve the impact ol COVID-19 on

Ihe Hong Kong cconomy.

Source A: Sialistical data aboul uncmploy ment rale in Hong Kong

Unermploymenl mile by previous industry

r»- e foad services industry
10 7
7 «+##+« Public administration. social
8 7 and personal services
o industry *

6

+ 33
N TETTTPRSY and persanal services include
B Lk s education, human health and
2 qave” - social work activities. efc.
P rr—— L
0
< ~7 < <% ~7
%o %o 2% %, %
68 7 @,

", %9% %% a,

%y
%

== @ Relail, accommodalion and

e Al industries

#Public administration, social

Source D: Some remunders for the Consumpuon Voucher Scheme

- Consumption vouchers cannot be used in transactions such as payments (o the government (.8, Lax),
public ufilitics (c.g. clectricity charges), purchasc of financial products (c.g. insurance), and dircct
purchase from merchants located outside Long Kong.

- There are deadlines for using consumplion vounchers.

Sowrce E: Some views on the Consumption Voucher Scheme in Hong Kong

A houscwile L have spent mote than $35 000 as there are e-coupons [rom the stoted value facility
provider. A lol of promolions in Large retail chains and malls have also tenpled

me to consume!

g,

A former chef ina T have been laid off and have stayed home for months, No onc knows when the
restaurant travellers would be back. 1 hope that the Consumption Voucher Scheme will bring
ol .8 more local people 1o spend on food and beverage and the whole indusiry can
‘H survive the pandemic, Otherwise, many workers will be forced to leave the
\ industry.

Source B: An extract of information about the Consumption Voucher Scheme

All Hong Kong permancent residents and new arrivals aged 18 or above, who comply with the ‘residing
in Hong Kong™ requirement. could register o receive clectronic consumption vouchers with a total value

oy

A doctor working i
i public hospilil

Resources should be allocated to the medical sector. insteac of giving evervone an
cqual amount nnder the Consumption Voucher Scheme. The public hospitals

ol $5 000 by instalments.

Source C: Information aboul the four designated stored value [acilitics to reccive the 85 000 consumptlion

vouchers by instalments

Alipavl 1K Octopus Tap & Go WeChat Pav 1K
= L
oc/t'\ii
Alipay Hk ' WeChat Pay =
Public MTR. bus, mmini | MTR, bus, ymimni Bus and mim bus None
transportation bus and ferry bus and feny
with the above
payment [acilitics
installed
Promotions 1o 5 c-coupons First 2 million 8§50 awarded when CCOuUpons
consumplion registered using virual Tap &
voucher users Customers enjoy Go Unionpay card for
$18 of stored the first transaction
value with an amount equal

10 or larger than $30

lacked space. manpower and equipment even before the pandemic, Start building
new hospitals earlier so that more lives could be saved.

{a) Refer to Source A.

(1) In which phise of business evele the Hong Kong cconomy most likely was? Aparl [rom the
change inunemployment rate, list ONE other economic phenomenon of this phase. (2 marks)

(i) Why did the unemployment rate of retail. accommodation and food services indusiry increase
faster than that of public adminisiralion. socisl and personal services indusiry during the
pandemic? (2 marks)

(b)  Referio Source B, Would the S5 000 disiribuied under the Consumption Voucher Scheme be included
in the calculation of government consumption expenditure? Explain your answer. (2 marks)

{c)  Bascd on the information given in Source C, explain with TWO rcasons why the market of stored
value facilites in Long Kong is NOT perfectly competitive. (4 marks)
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5. Market Structure

SECTION 5: MARKET STRUCTURE

5.1 PERFECT COMPETITION

Multiple Choice Questiong

1994/CE/N1/29
Competition in the market will tend to be imperfect when

(1) customers favour brand names.
(2) there are differentiated products.
(3) there is free entry into the market.
(4) there are numerous sellers

A. (1) and (2) only
B. (I}and (3) only
C.  (2)and (4) only
D. (3)and (4) only
2000/CE/MI/26

Private doctors in Hong Kong charge different price for their medical services. This 1s because

A, people do not have sufficient knowledge of their ilinesses.
B. there are many doctors in the market.
C.  the private doctor’s service are different.
D. there are entry barriers to become a doctor.
2002/CE/11/23

Which of the following is a general feature of a perfectly competitive market?

Maiket information is imperfect.

There is non-price competition.

There is only one price prevailing in the market.
None of the above is a correct answer.

Ao

2008/CEAL24
Which of the following is a feature/are features of a perfectly competitive market?

A.  There is freedom of entry and exit of firms.

B.  The market price of the product is stable.

C. Sellers use non-price competitions to attract consumers.
D. All of the above are correct.
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Short & Structured Questions

[992/CE/l/1(a)
Suggest TWO reasons why the taxi service provided for passengers in Hong Kong is not perfectly competitive. (6 marks)

1995/CE/1/4
Give TWO reasons to explain why the laser disc rental shops in Hong Kong are NOT operating under perfect competition.
(4 marks)

2003/CE/l/4
Give TWO characteristics of the market structure under perfect competition. (2 marks)
2004/CE//10(d)
Based on the information given in the following advertisements, give TWO reasons to explain why the travel agencies
industry in Hong Kong is not perfectly competitive. (4 marks)

ABC Travel Ltd. XYZ Travel Lad

Japan 5-day Deluxe Tour Japan 3-day Lesure Tour

Tokyo (including a ticket Tokyo

for Disneyland) 4 Str Hotels

5 Star Hotels Specal Offer © $3,900

Special Offer : $5,999
2006/CE/1/9(b)

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 to explain why the market structure of these retail shops 1s NOT pertect competition. (4 marks)
2007/CE//3(c)

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. (4 marks)
2013/DSE/T/1

In Hong Kong, there are 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. (4 marks}

2018/DSE/11/12(a)
Tourism is one of the “pillar industries’ in Hong Kong.

Source 1: search result from a hotel booking website

1
Hotel A et KK Book now!
. : - lati HKS$2 100
Tsim Sha Tsui East, 30 square metres Free cancellation OR
Kowloon 2 Twin Beds RMB¥1750
!
Hotel B Yok Fer ‘;"E;“(‘)’X)‘
B s i Ea 32 square metres Funde -
Tsim Sha Tsui East, sq Non- refundable OR
Kowloon 2 Twin Beds
Free WIFI RMB¥1700
With reference to Source |, give TWO reasons to explain why the market structure of Hong Kong's hotel industry is NOT
prsefisnths kit (4 marks)
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1998/CE/I/10(c)
Personal computers of the same type are sold in many shops in Hong Kong at slightly different prices
(i) Explain with an example why there is such a price difference. (2 marks)
(i1) Tdentify the market structure of these shops. (1 mark)
2001/CE/1/4
Cans of Coca-Cola are sold at different prices in different shops. Give TWO reasons why there is such a price difference.
’ (4 marks)

2009/CE/N/11{c)(i1)
Identical 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/DSE/N/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)
2021/DSE/I1/4

Give TWO reasons to explain why the smartphone market is NOT perfoctly competitive.
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1994/CEA1/29 HOUO/CEN 26 2002/CENT23 2008/CE24
A ¢ C A(32%)

Note: Figures in brackets indicate the percentages of candidutes choosing the correct answers,

1902/CE/N/1(a)

- heterogeneous service, .9, 4-seaters and 5-seaters

- entry is not free, no. of lcences is regulated by the government

- drivers and customers may not have perfect knowledge of the market, e.¢. while some customers are waiting for taxis,
some taxi drivers are looking for customers somewhere else

(3(@, max: 6)
{Mere listing of points without elaboration — max. 2 marks. Mark the FIRST TWO points only.]

1995/CE/i4

- different services or heterogeneous product, e g. different discs in different shops

- imperfect information, e g. customers may not know well the service of other shops

- existence of nou-price competition, e.g. free yifts (2(@, max: 4}
[Mark the FIRST TWO points only.|

2003/CE/N/4

- many sellers

- all firms are price-lakers

- homogencous product

- perfect information

- free entry and exit (1@, max; 2)
[Mark the FIRST TWO points only.]

2004/CEA/TO(d)

- differentiated proclucts: different services for the 5-day package (2)
- under competition there are different prices (fees) )
[Remark: Mark the FERST TWO reasons only.}

2006/CE//HD)

- diffesentiated products, e.g. different service provided by different shops, ...

- different prices / price searching, e.g. different discounts to different customers,
- imperfect information, e g customers do not know the prices of different shops,
- non-price competition, e.g., gifts given by some shops to their customers, ..
[Mark the FIRST TWO points only.]

(240, max: 4)

2007/CEA(c)

- different prices, e.g. not the same tuition fee

- heterogeneous products, e.g. different quality of teaching

= naneprice competilion, e.g. advertising in supermarkets

= miporfeet information, e.g. one may not know who can teach well (
[Mark the FIRST TWO points only.]

=

D, max: 4)

b
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2013/DSEAV

- sellers provide heterogencous services, ¢ g. different tour groups.

- market information is imperfect, e.g. information about routes and services.

- sellers engage in both price and non-price competition, e.g. advertisments, (2(@, max: 4)
[Mark the FIRST TWO points only.]

2018/DSE/N/12(a)

- sellers provide heterogencous services, e g, rooms with different size / features

- market information is imperfect, e.g., information about the quality of services.

- price searcher { under competition there are different prices, e.g.. different hotels charge different room rates for similar
rooms. (2@, max: 4)

[Mark the FIRST TWO points only ]

(1) Anappropriate example to illustrate differentiated products or services / imperfect information / different costs of
production e.g. different after-sale maintenance services 2)

(i) Monopolistic competition (1

2001 A4
- different products: different services, ¢.g. some shops sell cans of Coca-Cola 24 hours a day
- imperfect information: e.g about the prices of the product sold in other shops; about the availahility of other nearby shops
selling the product, etc
- different costs: different rents paid by ditferent shops, discounted cost due to bulk purchase at the wholesale level, etc.
(200, max: 4)
[Mark the FIRST TWO points only.]

2000/CE/1 1 (c)(ii)

- different services, e.g., only some shops provide the delivery service

- imperfect information, e.g , customers do not know which shops sell at a lower price

- different production cost, e.g., different rental payments (2@, max: 4)
[Mark the FIRST TWO points only.]

2015/DSENO()

- lower-quality coffee

- lower production cost

- fess pleasant environment

- less attractive brand name (2@, max: 4)
[Mark the FIRST TWO points onty.]

2021/DSENT/4

Reasons:

- There are a few dominant sellers with many small sellers but not many small sellers,
- Heterogencous products but not homogencous products are sold in the market.

- Both buyers and sellers have imperfect information.

- Both price and non-price competitions exists.

- Both buyers and sellers are price searchers.

- Any other relevant point

[Mark the FIRST TWO points only.]
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4.8 IMPERFECT COMPETITION

Multiple Choice Qruestions

1990/CE/1l/16
China Light and Power Co. Ltd. 1s a under
A, public enterprise ...... monopoly
B.  public company ...... monopoly
C.  public corporation ...... oligopoly
D. public utility ...... oligopoly

1991/CE/1/27
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/N1/29

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/11/30

[n economics, which of the following statements about ‘market” is correct?

A. All buyers and sellers 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. A perfectly competitive firm cannot influence the market price by itself.
1995/CE/TI/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 sellers who can dominate the market.

onw
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1996/CE/11/25
Newspapers in Hong Kong competed among themselves by cutting prices in 1995, This implies that

A, the total revenue of a newspaper will increase if its demand is inelastic.
B.  the profit of a newspaper will increase if its demand is elastic.
C.  total revenue in the magazine industry will increase because newspaper and magazines are in competitive demand.
D, the market structure of newspapers is not perfect competition.
1997/CE//59

With a number of new firms entering the market of mobile phone services, which of the following would LEAST likely
occur?

A, The price 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 Kong 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 leading 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 dialing service (IDD) in Hong Kong was solely provided by Hong Kong Telecom. Now
several other companies also provide this service. As a result, the market structure for IDD has changed form _to
A. monopoly ...... perfect competition
B.  monopoly ..... oligopoly
C.  oligopoly ...... monapolistic competition
B.  monopolistic competition ...... perfect competition
2003/CE/11/49

In Hong Kong, free television broadcasting is provided by Television Broadcasts Limited (TVB) and Asia Television Limited
(ATV). Which of the 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-price competition only.
2004/CE/11/25

The market structure of petroleum companies (e.g. Esso, Caltex) in Hong Kong could be regarded as oligopolistic because

in making decisions these companics have to consider the reactions of other dominant companies in the industry.
the tota] sales revenue of the market is equally shared by these companies,

these compantes are selling homogeneous products.

the information about their products can be obtained at zero cost.

gnw»>
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2006/CE/11/24
A markel can be regarded as an oligopoly when

A. information in the market is not perfect.
B. afew sellers have a significantly targer market share than the others.
C.  the products sold in the market are daily necessitics.
D.  the government controls the entry of sellers into the market,
2009/CE/11/25
The market structire of pay TV services (such as New TV and Cable TV) in Hong Kong is classified as
monopoly.
oligopoly.

monopolistic competition.
perfect competition.

onw»

2010/CE//25
The market structure of Internet service providers (e. g. PCCW and i-Cable) could be regarded as and one
feature ot this market structure is that

A.  monopolistic competition ...... there is imperfect information about their services

B. moanopalistic competition ...... they engage in both price and non-price competition

C. oligopoly ... . their services are homogeneous

D.  oligopaly ...... they will consider the response of other providers when making decisions

2014/DSE/N/17
The Lable below shows the distribution of market share of supermarkets in Hong Kong in 2012.

Name Market share (%)
Wellcome 39.8
Parknshop 33.1
Vanpuard 7.8
Others 19.3
Total 100
From the above table, we can conclude that the market of supermarkets in Hong Kong is an example of _ becayse

A. . sellers are interdependent in their marketing strategies
B. . 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 heterogeneous from the
consumers' viewpoint
D.  monopolistic competition ...... there are many sellers adopting non-price competition in the market
2015/DSE/N/20

Which of the following statements about the theme park industry in Hong Kong is correct?

Hong Kong Disneyland is a monopolist because its average cost of production drops when there are more tourists.
Hong Kong Disneyland guarantees a profit because it is protected by the government.

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 Disneyland and Ocean Park Hong Kong are interdependent in their marketing strategies.

aw»
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2017/DSE/N/19
Which of the following statements about monopolistic competition are correct?

(1} There can be a few or many buyers and sellers in the market.

(2) The sellers are price searchers.

(3) The goods and services provided by ilie sellers are homogeneous.
(4) There are free entry and exit in the market.

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

vow»

2018/DSE/I/21

Sony’s PS4 was responsible for $17.8 billion of sales value, or 51% share of the glabal 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/CE/NI/56

Which of the following i1s 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. Itis costly for a new firm to construct a new underground pipeline network.

D. 1t is difficult for a new firm to capture a sufticient share of the market.
1993/CE/11/22

Which of the following statements about a monopolist is true?

A, Ithas ahigh set-up cost.

B. Itsells only one type of product.

C. It is regulated by the government.

D. There are no close substitutes of its product.
1994/CE/1/30

Which of the following statements about China Light and Power Company Limited is correct?

It is an oligopoly because there are two competing electricity companies in Hong Kony.

1t is an oligopoly because there will be a new nuclear power station in Daya Bay.

1t is a natural monopoly because it enjoy economies of scale

It is a franchised monopoly because the government grants an exclusive right for its running.

UOow>

1996/CE/11/58
Which of the following is NOT a difference between monopoly and perfect 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/CEN1/25
Which of the following about a monopoly 1s correct?

A, Its product has no substitutes as it is the only seller of the product of the kind.

B. A monopolist still faces non-price competition.

C. A monopolist can increase the price without losing any customers.

D. Any business granted a franchise by the government is a monopoly.
2001/CE/11/24

Many people say that the MTR Corporation Limited is a monopolist. Which of the following about the company 1s correct?

The demand for its product is perfectly inelastic.
[t still has to face competition.

It does not need to advertise its product.

It is sure to make profits as it is the only supplier.

aws

2008/CE/NI25
Which ol the following descriptions about monopoly is correct?

A. A monopolist must possess a franchise to run the business.
B. A monopolist faces no competition.
C. A monopolist may incur losses.
D. A monopolist sells only one product
2007/CE/11/25

The Airport Express is the only railway service carrying passengers to the airport in Hong Kong. Which of the following
statements about the Airport Express is correct?

A. Tt would surely make a profit since it is the sole supplier of airport railway services.

B. It does not need to promote its business through advertising.

C. It can increase its price without losing any customers.

D. It has to face competition in the market from other transport services to the airport.
2008/CE/I1/25

The market structure of the clectricity supply on Hong Kong 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/V/18
If a firm is a monopolist in a market,

A, its monopoly power may come from the government.
B. its return will be positive.

C. it faces no competition.

D. it bears no risk.
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2013/DSEN/T
The market structure of the electric power industry in Hong Kong is

A, anoligopoly because there are two dominating companies in the market.

B. anoligopoly because the pricing strategies of the companies are interdependent.

C. amonopoly because the companies can increase the price without losing customers.

D.  amonopoly because there is only one eleciric company providing electricity in any district
2016/DSE/1/20

Which of the following statements about monopoly are correct?

(1) A monopolist sets the market price.
(2) A natural monopoly arises when no firms are permiited to enter the market
(3) There are substitutes for the praducts provided by a monopolist.

(1) and (2) only
(1) and (3) only
(2) and (3) only
(1)%(2) and (3)

oows

Short & Structured Questions

1990/CE/1/2(c)

The banking industry of Hong Kong can be classified as oligopolistic. Give TWO characteristics of the industry which
match this classification, (G marks)
1991/CE/1/2(c)

The Hong Kong Oxygen and Acetylene Co. Ltd. (7 #k 4
medical uses

{44 B2 97 ) is the only firm in Hong Kong supplying gases for

(i)  To which type of market structure does this firm belong? (1 mark)

(ii) Give TWO reasons to explain why the market structure of oxygen supply has not changed over the years. (6 marks)

1593/CE/1/3(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)

1996/CE/1/5

What is the market structure of shops selling sports shoes in Hong Kong? List THREE ways of competition among firms

under this market structure. (4 marks)
180

2019/DSE// 18
Which of the following statements about 4 perfectly competitive market are comect?

{1} Firms cannot survive if they ask a price higher than the market price,
(2)  There is no entry barrier to the market.
{3) The profit-maximising condition of the firtos is that price equals marginal cost,

A (Dand () only

B. (1) and(3) only o
¢ (2)and (3) only :
L. (1), @and(3)

2021/DSE//09

Based on the information in the above diagram, we can conclude that the market structure of online food
delivery sector in China in 2017 could be regarded as because

A, monopolistic competition ... market information about the food delivery services was imperfect

B.  monopolistic competition ... there were price und non-price competitions among the service
providers

C.  oligopely ... service providers considered the reactions of other major providers in making
decisions

D.  oligopoly ... a fow service providers had significantly targer market shares than others
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1997/CE/1/5
Amy wishes to apply for a home mortgage loan from a bank and has collected the following information from a number of
banks:

Name of Bank Lendm§ interest rate Maxunum_repaymenl
(% p.a) period

A 10.00 15 years

B 9.50 15 years

C 9.25 20 years

b 8.50 25 years

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 itlustrated in the above table. (2 marks)
(c¢) State TWO other characteristics of this type of market structure. (2 marks)
1999/CE/1/9(d)
Give TWO features of the market structure of supermarkets in Hong Kong. (2 marks)
2000/CE/1/9(c)
‘What is the market structure of petroleum companies (e.g. Shell, Mobit) in Hong Kong? Explain your answer. (3 marks)
2002/CE/l/5
State THRERE features of the market structure of stores selling computer hardware in the Golden Computer Centre (i f T
i RERRIVON (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 ($)

0331 China Resources Peoples 0.290

0315 Smartone 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.

2008/CE/1/3

(4 marks)

Nokia, Samsung and Motorola all manufacture mobile phones. What is the market structure of mobile phone manufacturers?

State THREE features of this type of market structure.

2010/CE/1/4

(4 marks)

What is the market structure of mobile phone retailing shops in Hong Kong ? State THREE features of this type of market

structure.

2012/DSE//12(a)

(4 marks)

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.
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2014/DSE/MI/2(c)
Ah Wing runs a store selling mobile phone accessories in Mong Kok.

Identify the market structure of maobile phone accessories retailers in Hong Kong. Give TWO reasons to support your
angwer. (3 marks)

2016/DSE/TI/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

T Ohers, 60.5%

Hateon Solar, 2.5% _-SunPawer, 2.6%6

/
Jinko Solar, 2.6% { /’ //_S!mp. 3.0%

JA Solar, 2.8% Canadian Solar,

4.6%
SunTech Power, First Solar, 5.3%
4.7%

———————__Yingli Green

Trina Solar, 4. 7% . — Energy, 6.7%

What was the market structure of the above solar PV module market? List TWO features of this market structure. (3 marks)

2017/DSEAN/3
Refer to the following chart.

Market share of Top 5 banks on mortgages for completed units in
Hong Kong in 2015

Bank of China
Others s (HK)

‘The Bank of’
East Asia
5%

What was the market structure of the above market in 20157 List TWO features of this market structure. (3 marks)
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MARKING SCHEME
1990/CENI16 YO9TICE/NNISY 2009/CE/I25 1992/CE/NY/56 2005/CE/N23
B D B (81%) A C (39%)
199 L/CEL27 1998/CE/N1/22 2010/CEN/25 1993/CENY22 2007/CEM/25
C (Cs D (65%) D D (83%)
1992/CE/29 1999/CE/N/23 2014/DSENN T 1994/CE/1/30 2008/CL/1125
& B B (80%) © C(55%)
1993/CEAL30 2003/CE/I/49 2015/D8EA20 1996/CE/NI/58 2012/DSEA/ L8
D D (39%) D (88%) b A(75%)
1995/CE/11/29 2004/CE/11/25 2017/DSE/A/D 2000/CEA1725 2013/DSEA/LT
D A(58%) D (70%) B 13 (40%)
2006/CE/TI 24 2018/DSE//21 200H/CE/1/24 2016/DSE/N/20
B(71%) B3 (86%) 13 13 (26%)

2019DSE//18

2021/D8EA09

D D

1990/CE/N/2¢c)

- a few dominating banks in the market

- high degree of interdependence

- restricted entry

- differentiated services

- non-pri mpetition e.g. advertising (3@, max: 6)
[Mark the first 2 points only. Mere mention of points without elaboration on Hong Kong’s situation — max 2 marks]

1991/CEA/2(¢)
(i)  Monopoly 1)

(i} Explanation of two sources of monapoly power:
- natural monopoly (i.e. high set-up cost and economies of scale)
- potential entrants find it difficult to capture a large market share
- limited market siz
[Mark the FIRST TWO points only.|

(3@, max : 6)

1993/CEA/3(b)

- natural monopoly, e.g, economies of scale

- msutticient demand to support more than one MTR

- duplication of tunnels etc. means wastage

[Mere listing of points without elaboration — max: 2 marks. Mark the FIRST TWO points only.}

(3@, max: 6)

1996/CE/1/5

Monopaolistic competition ()]
Any three kinds of price or non-price competition:

- price competition (i.e. discounts)

- gifts given by some shops to their customers

- advertising and branding

- differentiated service (e.g. accepting different membership cards)
[Mark the FIRSTTHREE points only.]

(1@, max- 3)
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1997/CENS

(a)  Oligopoly / Monopolstic competition

S E—

)
(b) - price competition (1)
- differentiated products (1)

(c) Monovelistic competition:
- many sellers
- other forms of non-price competition
- free entry
- imperfect information
OR
igopely:
ew dominating firms

- a

- interdependency among competing firms or rivalry

- other forms of non-price competition
- imperfect information
- entry barriers

[Mark the FIRST TWO points only.]

14D, max: 2
@,

[Either monopolistic competition or oligopoly which must match with (a)]

1998/CE//10(c)(ii)
Monopelistic competition 1y

1999/CEN/Nd)

- a number of sellers / a few dominating firms
- interdependency

~ free entry and exit

- differentiated products

- impesfect information

- non-price competition

[Mark the FIRST TWO points only |

(1@, max: 2)

2000/CEN/S(c)

Oligopoly. (1)
- a few dominating firms

- interdependence

- non-price competition

- price leadership (1@, max: 2)

2002/CEN/S

- many sellers

- differentiated products

- easy entry / exif

- imperfect information

- price competition

- non-price competition

[Mask the FIRST THREE points only.]

(14, max: 3)
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2008/CEN3(h)

Ohgopoly

- a few donunating sellers

- interdependency

- non-price competition

- heterogeneous product

- enlry barriers

- imperfect information

- price competition

{Mark the FIRST THREE features only.]

2008/CE/1/3

Oligopoly

- a few dominating firms

- price searcher

- interdependence of policies

- product can be heterogeneous

- non-price competition

- not easy to enter the industry

- imperfect information

[Mark the FIRST THREE points only.]

Mcroccunomrr.iﬁyﬁ;ﬁ‘éf
5. Market Structuré

O

(1@, max' 3)

M

(1@. max: 3)*

[*Remark: Do not mark this part of the answer if the candidale gave a wrong answer such as monopolistic competition to the

tirst part of the answer]

2010/CE/1/4

Monopolistic competition

- many sellers

- free / easy entry (and exit)

- heterogencous / differentiated products
- imperfect market information

- non-price competition

- price searcher

[Mark the FIRST THREE features only.]

[*Remark: No mark will be awarded to this part if the type of market structure is wrongly identified]

2012/DSE/N/ 1 2(a)

Oligopoly

- a few dominating Jirms

- price searcher

- interdependence of pricing policies
- product can be heterogeneous

- non-price competition

- not easy to enter the industry

- imperfect information

{Mark the FIRST TWO points only.]

2014/DSENN2(c)

Monopolistic competition

Reasons:

- many sellers / no dominant sellers

- selfers selling heterogencous products
- free entry into the market

[Mark the FIRST TWO points only.|
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2016/DSE/M/10(a)

Monopolistic competition

Features:

- many sellers

- price scarchers

- (shghtly) differentiated products

- non-price sompetition

- imperfect market information
[Mark the FIRST TWO points only.]

2017/DSE/3

Oligopoly

Features:

- several dominant firms

- entry barrier

- interdependent pricing strategies

- imperfeet market information

[Mark the FIRST TWO features only.]

186

(1@, max: 2)
[LB]

(1@, max: 2)

Provided by dse.life




2022

10. In2021, Trial & Error ( 5 & X ), a Hong Kong YouTube channel, held its first live show. The following
was the pricing arrangement of its tickets.

Ticket price adjusts daily at 10 am.

Date Ticket price

9 August $10000

10 August $5000

11 August $2000

31 August $20

1 September $10
onwards
The above case illustrates the function of price because

A. allocative ...... more resources can be allocated to the production of the show
B. allocative ...... the arrangement can guarantee a sell-out of the tickets
C. rationing ...... the tickets are sold to the highest-valued buyers
D. rationing ...... the tickets are distributed on a first-come, first-served basis

13.  The diagram below shows the demand and supply curves of webcams. The initial equilibrium point is Eo.

Price Sz
A

» Quantity

Suppose more firms replace face-to-face meetings with online meetings using video-conferencing software
such as Zoom. At the same time, the price of lens used to produce webcams increases. As a result, the
new equilibrium point will be

A. Ei
B. E:
C. Es
D. Es

2. There are two kinds of food deliverers: ‘riders’ delivering food by self-provided motorbikes and “walkers
delivering food on foot. Why do ‘riders’ usually have a higher income per order than “walkers™ Suggest
ONE demand-sice factor and ONE supply-side factor to explain vour answer. {4 marks)

14.  The following diagram shows the demand curve of private housing.

Price
A

0 —> Quantity

Which of the following can best explain the change in equilibrium position from X to Y?

A. The household income decreases.
B. People expect a price drop in private housing.
C.  The wage rates of construction workers increase.
D. The demand for commercial buildings decreases.
17.  If the price of increases, the supply of will decrease.
(1) flour...... bread
(2) beef...... leather
{(3): cay.io gasoline
(4) commercial buildings ...... industrial buildings
A. (1)and (3)only
B. (1) and (4) only
C. (2)and (3) only
D. (2)and (4) only

18. Country A imports a huge amount of red wine every year via shipping.
363 5 2

Suppose the shipping cost of each container rises from $250 to $1000. What will be the effect of the
increase in shipping cost on the red wine sold in Country A?

A.
B.

C.

More red wine will be imported.

The total expenditure on high-quality red wine will drop by the same percentage as that on low-
quality red wine.

The proportion of low-quality red wine sold in the market will decrease.

The average quality of red wine sold in the market will decrease.
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6.1 THE LAWOF DEMAND

Multiple Choice Questions

1995/CE/I/06

Lane Crawford
50% discount on all items!

This method of sales promotion can be explained by

A, the law of supply.

B. economies of scale.

C. the law of demand.

D.  the principle of comparative advantage.
1997/CE/NI/07

Support the government raised the water charge in January 1997. What would be the result?

A, adecrease in the demand for water

B. adecrease in average household water consumption

C.  adecrease in the government revenue from the water charge

D.  adecrease in the cost of production of restaurants because they would use less water
2004/CE/1/08

Suppose an airline reduces the price of its air tickets. As a result,

A the demand for its air tickets will increase.

B.  the number of its passengers will increase.

C.  the supply of its aircraft service will increase.
D.  its sales revenue will increase.

2006/CE/11/49

e
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Microeconomics by Tk
&. Demand & Supply fi

In order to reduce the amount of household garbage disposed of, the government is planning to impose a household garbage

disposal charge according to the amount of garbage disposed by cach houschold.

Which of the following concepts can be used to explain the above policy?

A, law of demand

B. principle of comparative advantage

C. diseconomies of scale

D. law of diminishing marginal returns
2008/CE/I/06

Recently the stock market in Shanghai has become overheated. Compared with last year, the selling price of a financial

magazine has increased from RMBY¥5 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.

Hhn meele ~Eehe magazine is elastic

Jaw»
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2019/NSE/1/12

The table belove shows the quaatities of high-quality and average-quality Inpanese fruits soid in Japan and
Houg Kong. Asmune the consumers' preforences o Japanese fruits are similer in both econoenies.

Quarttity of high-quality | Quantity of average-quality
Japanest fruits sold (units} | Japanese fiuits sold (units)

[sapen 50 200

| Hiong Kong o oy 5o
Suppose the cost of transporting both types of fruits fom Japun to Hong Kong ave the same. Which of the
ollowing figures is/are consi

with the [aw of demand?

{1}y Qp=30; Q=140
() Qp=40;Q, =150
B} Q=45 Q> 180

A ()only

B. (2)only

€. (3)only

D. (Dund (3)orly
2020/DSE// 12

When the market supply curve of a good is derived, which of the following istare assumed to be constant?

(1)  the market price of the good
(2} the prices of factors of production of the good
{3)  the expected future price of the goad

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

2020/DSENI7

A non-profit organisation supports the increase in cigarette tax. The organisation reveals that every 10%
increase in cigarette prices reduces the total cig quantity i d by 4%. Which of the following
statements abont cigareite tax is INCORRECT?

Law of demand is iflogtrated in the above cage.

The total expenditure on cigarette will increase afier the increase of the cigarette lax.
The increase in ciganzte tax may lead (o & greater income inequality.

The cigaretie tax could help reduee the problem of under-production of cigaretic,

Tnw>
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2000/ALA/08

Which of the following statements may be consistent with a downward sloping demand curve?

Price and quantity transacted are observed to increase together.

Price rises and quantity transacted falls.

A student is not willing to give up anything for an additional distinction in one other subject.
All of the above.

oow>

Short & Stroetured Questions

1995/CE/1/3

(a) State the law of demand. (2 marks)
(b) Point out the difference between ‘quantity demanded’ and ‘quantity bought’ (2 marks)
1996/AL//7(a)

In Hong Kong, the number of supermarket outlets has grown from less than 50 in 1973 to 560 in 1993, and the range of
products carried by a single large outlet reaches 8 000 items. This development contrasts sharply with the earlier period (say
in the 1950°s), when small grocery stores each carrying and specializing a few dozen items had been the popular practice.

How would you explain the growth of supermarkets as a result of a change in the wage rate of domestic servants? (3 marks)

1996/AL/1/8(a)
In Hong Kong, the number of children an average woman expects to bear in a lifetime has fallen from 4.5 in 1965 to around
1.3in 1995

A child may be regarded as a consumption good, for which a cost or a price must be paid. Considering a child asa
consumption good, how would you explain the sharp fall in fertitity rate? (5 marks)

2000/AL/1/6

Currently houscholds pay rates (% fill ) 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 dispasal charge
1s calculated according to

(a) the number of people per household instead?

(b} the number of standard garbage bags used by each household instead?
(8 marks)

2001/AL/I/3

1f 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 are really more expensive during holidays because of an increase in
market demand? (7 marks)
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MARKING SCHEME

1995/CEAL/06 2004/CEAL0S 2008/CE/T1/06 2019/DSEN 12 2020/DSENT
¢ B (55%) B (24%) B D
1097/CEAT07 2006/CE/T/49 2000/AL/10S 202(>/’DSE/I.," i2
B A(70%) D D

Note: Figures in brackets indicate the percentuges of candidates choosing the correct answers.

1995/CE/V/3
(a) [fthe price of a good rises, its quantity demanded will decrease, (and vice versa,) ceteris paribus. (2)

(b) “Quantity demanded’ refers to consumers” plan, and does not imply what can be actually bought {in what quantity and
at what price) in the market. (2)

1996/AL/T(a)
The time cost of shopping is reduced by the supermarket. With sharply rising wages of domestic servants, this reduction of
shopping time worth more.

1996/AL//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 increase in the cost of time, and a sharp rise in housing rent Hence the
quantity of ¢hildren demanded falls

2000/AL//G
(2) No. For a given houschold size, the new charge will be a lump-sum 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, if all the garbage is filled into one big bag before and after the change.
However, it more than one bag are originally used, the number of garbage bags will drop, with each bag squeezed more

tightly. Because there are limits as to how tight the bag can be squeezed, the amount of garbage will also drop

2001/A111/3
The cost of time falls for customers taking haircuts during holidays. The price of a haircut 1s the price charged by a barber
plus the time cost, so during holidays the full price of a haircut falls.

(Therefore, according to the law of demand, the number of customers going to barber shops during holidays is larger.)
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6.2 RELATIVE PRICE AND THE LAW OF DEMAND

Multiple Chaice Questions

1985/AL/1/06
In grocery stores, wine of types A and B are priced at $60 and $90 respectively. The same wines sell for $90 and $120 in
restaurants. If grocery stores sell equal quantities of each, then restaurants will

A, also sell equal quantities of each.

B.  sell more of type A than type B

C.  sell more of type B than type A.

D.  sell only one type of wine.
1985/AL/1/29

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 journeys tends to rise.

B.  The number of travellers will fall.

C  The ticket prices of shorter flights wilt fall.

D.  The ticket prices of longer flights will rise.
1986/AL/1/26

‘Dynasty” is a wine produced jointly 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

only foreigners like French wine and they visit primarily the finer restaurants in China.

the Chinese government prohibits the selling of this wine in poorer restaurants,

the Chinese want to earn foreign currencies, and therefare the wine is sold only to foreigners, who visit primarily
the finer restaurants.

D with more costly settings and services in the finer restaurants, good wine becomes relatively cheaper.

ow

1989/AL/1/14

Sunkist oranges are regarded as the finest quality oranges produced in California. However, il is observed that a relatively
small quantity of Sunkist oranges is sold in Los Angelcs, but they are plentiful in Hong Kong. This phenomenon is cxplained
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/1/08

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 long 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 imports 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. If there is no other source of supply of garments, we predict that

A, the proportion of X in the total garments imported decreases.

B. the proportion of X in the total garments imported increases

C.  the proportion of X in the total garments imported remains unchanged.

D.  the total amount of garments imported remains unchanged.
1996/AL/N/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, anincrease 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 of the above is correct.
1997/AL/1/08

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 package.
D. BothAandB.
1997/AL//1

Which of the following is NOT implied 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.  Anad valorem tax on whisky leads to a greater drop in the sale of lower-priced whisky.

C.  People tend to eat 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.  the relative price of high-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,

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 restaurants.
None of the above.

onw >
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2001/AL/1/20
A unit sales tax imposcd on cigarettes implics that

A the cigarettes produced will be longer.

B. more smokers will buy cigarettes by the carton (i % ).

C.  the quantity of tobacco consumed will not be affected.

D. the age distribution of smokers will not be affected
2002/AL/A15

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-quality red wine sold remained unchanged after the imposition of an
ad valorem tax

D.  more mobile phones were sold during a promotion period when discounts were offered to customers.

2004/AL/1/21
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/1/08

Which of the following pairs of incidents 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.  Aninvention of a new software program which tracks the illegal downloading of movies and an increase in the sales
revenue of movie companies
2007/AL/1/08

Which of the following pairs of observations is inconsistent with the law of demand?

A anincrease in unemployment benefits and an increase in the number of unemployed people.

B. asharp rise in the prices of dinners during Christmas Eve and a decrease in the number of people eating at home.
C. an increase in the rental of parking spaces and a decrease in the average quality of vehicles.

D. None of the above

2008/A1/1/09
Which of the following statements is INCONSISTENT with the law of demand?

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 local tourists.

Do
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2008/AL//16
Consider a unit lax 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.  Tor the same amount of tax collected, the ad valorem tax tends to encourage more smuggling of cigarettes

C.  The price elasticity of demand is easier to estimate with the ad valorem tax than the unit tax.

D. The price elasticity of demand is easier to estimate with the unit tax than the ad valorem tax.
2009/AL/1/11

The law of demand predicts that

A, ifthe demand for a good ts 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 aleohol duty.
D. the number of short distance trips will fall while the number of long distance trips will rise after a $1 additional
charge mile 1s imposed on taxi rides.
2010/AL/T/Q09

Which of the following statements is NOT implied by the law of demand?

A, Arelaxation of a garment quota leads to a decline in garment quality.

B. A law 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. A natural disaster in Taiwan leads to a fall in the number of tourists visiting Taiwan.
2011/AL/1/09

Which of the following is NOT implied by the law of demand?

Customers tend to buy more items when there is a long waiting line at the cashier in a supermarket.
Consumers tend to buy less lower-quality red wine after the abolition of the unit tax on red wine.
Developers tend to build higher-quality housing units on a piece of land with a good view.

Companies tend to spend more on entertaining clients when entertainment expenses are tax deductible

gnws

2012/A1./1/08
A lump-sum airport tax has been replaced by an ad valorent (percentage) tax on air tickets, Which of the following will be a
result ol such a change?

A, The total number of passengers may be unatffected.
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, Aunit tax on cigarettes tends to increase the length of the cigarettes produced.

B. A regulation requiring compulsory use of seat belts tends to decrease the number of traffic accidents.
C.  Luxury cars are relatively more abundant in Hong Kong than in Europe.

D. An increase in the unemployment benefit increases the unemployment rate.
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Which of the following is INCONSISTENT with the law of demand?

Tows

2015/DSE//18

When a higher per-unit import taritf is imposed, the quality of garment imports waorsens.
When a government reduces the unemployment benefit, the number of unemployed people drops.
When political unrest in a country causes riots in its major cities, the number of tourists visiting the country drops.
When people expect the price of the shares of a listed company to rise, the price of those shares rises.

Which of the following is INCONSISTENT with the law of demand?

A, More high-quality Japanese grapes are imported to Hong Kong during Mid-Autumn Festival

B, Anincrease of the per unit tax on beer results in a fall in the quantity of small-bottle beer sold in the market.

C. After the introduction of the airport departure tax which is a fixed amount for any traveller, the average length of

airplane journeys decreases.

D. The birth rate increases when the income tax allowance for children increases.

2016/DSE/1/18

Which of the following is INCONSISTENT with the law of demand?

A, 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.
Alarger quantity of expensive fruits is sold in a faraway market than a market near the farm.

B
C.  Price of residential flat and quantity transacted are positively related during an economic boom.
D

An increase in the monthly rental of parking spaces will lead to a decrease in the average quality of vehicles that

use the parking spaces.

2017/DSE/I/13

Which of the following is INCONSISTENT with the law of demand?

aw>

2018/DSEN/19

Which of the following statements is correct after the adjustment of taxi fare shown below?

Existing taxi fare

Adjusted taxi fare

First 2 kilometres: $20 First 2 kilometres: $25
Every subsequent 200 $15 Every subscquent 200 $15
metres: metres: )

onw>

Passengers will take more fong-distance taxi trips.
The ratio of short-distance taxi trips taken to long-distance taxi trips taken will decrease.
The total revenue received by taxi drivers will increase.
The fixed cost of operating taxi service will increase.

194

The abolishment of per unit import tariff on garment results in a rise in the quality of imported garments.
Live fishes sold in a market near the fish farm have a higher price than frozen fishes sold in a faraway market.
The ratio of high-quality white wine sold to total white wine sold remains unchanged when the government
imposes an ad valorem tax on white wine.

D.  Developers tend to build higher-quality housing units on a piece of land with a good view.

2019/DSEN/20

Starting from the academic
\ly for stud

year 201718, the Hong Kong Governtient provides a subsidy of $30000
ing full-time, self-Ginanced undergraduate programmes (£ FF 8 -4 Y 3R

¥) offered by Tocal prrivme

educational institutions,

Which of the following are the possible effects of this subsidy scheme?

(1) The uncraployment rate will drop es labour force will increase.

(2) * The scheme holps

[ise opportunities b dents from Iow-income howseholds will have &

P

better chance to recaive higher ¢ducation,
(3) The full employment output level will increase in the fiture because the average productivity
incressas after poople receiving better education and training.

oWy

(1) and (2) only
(1) and (3) only
(2) and (3) oaly
1, () and (3)
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Short & Structured Questions

1993/AL/1/9

Consider a country which seeks to impose a significant tax on the import of automobiles. This country may (a) impose a
uniform unit tax for each and every automobile imported, or (b) impose an ad valorem tax as a percentage of the market
value of the automobile.

Suppose with either (a) or (b) the government would receive the same total tax revenue. Which of the two schemes would
have a higher average quality of the automobiles imported? Explain. (10 marks)

1995/AL/1/6(c)

Suppose the Hong Kong government decides to limit the number of private cars to its present level. This is done by issuing
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 in the market

Assuming the demand for private cars is rising, what will the effects of the quota system be upon the average quality of
vehicles operating on the roads? Explain. (5 marks)

1998/AL/1/6

Beginning in the early 70’s, countries in Asia have all been enforced to meet quota requirements when they export garments
to the United Stales. 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 afler the introduction of this system, the quotas held by Hong Kong garment manulacturers were {ieely
transferable (saleable) at uncontrolled market prices; indeed, for many years Hong Kong was the only place in Asia which
allowed a free market for guota transactions.

Use the faw of demand to explain (a) why there had been a significant improvement in the quality of HongKong garments
exported to the United States under the quota systen; and (b) why this improvement in garment quality was far more
significant in Hong Kong than in other Asian countries. {10 marks)

2010/AL/I/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 automobile 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/DSEN/9(¢)

Many countries have considered imposing ‘soft drink tax” for health reasons. Suppose a country decicles to impose a per unit
tax on the sellers for every botile of soft drink sold in the market.

*As the 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/T/13(b)(iil)

The airport corporation plans to build an additional runway. There are lwo proposals o finance the runway.

Proposal B: the airport corporation charges a lump-sum fee on every departing traveler

Discuss the cifcets of the two proposals on the average flight distance for departing travellers of Country H. (4 marks)

195

2021/DSE//2

Refer to the following taxi fare arrangement.

Original fare (whele day)
Fiest 2 kilometres $30
Every subsequent 200 matres 52

Suppose 8 late-night surcharge of $20 will be added 1o the original fare on any taxi trips from 1:00 am to
5:59 am. How will this surcharge affect the average travel distance of taxi passengers during late-night?
Explain, {4 marks)
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MARKING SCHEME 2054/DSENY)
Law of demand: when the price of a good increases, the quantity demanded of the good decreases, vice versa, celeris
paribus.
1985/A1/5/06 1996/ALN12 2002/A173/15 2009/A1.4/11 2015/DSENHE
C D (deleted) B B (54%) C (53%) Here the unit of measurement to which the tax applies is “bottle’, rather than volume (e.g., in litres), of soft drinks. When lhe
same amount of tux is added to cach unit (bottle), then -- per volume of liquid contained — larger-bottle soft drinks would
TOBS/ALAR9 1997/ AL/EO8 2004/AL21 2010/ALA/GO 2016/DSEAR beeome cheapor than the small-bottle ones.
C D A(78%) B (64%) D (44%)
The refative price of Jarger-bottle soft drinks (in terms of smali-bollle ones) thus drops. The law of demand then implies that
TO8G/AL/26 199T/ALIT L 2006/AL1L/1/08 2011/AL/I/O9 2017MSE/13 people would buy more larger-bottle soft drinks relative to smali-bottle ones, so the proportion of larger-bottle soft drinks
D i} C (74%) B {62%) A (46%) sold in the market would increase. (5)
TO89Y/ALN/ 14 2000/ALN22 2007/ALA08 2012/AL/1/08 2018/DSEA/ 19
B 0 C (43%) A(55%) B (69%) 2016/DSEB/3(b)ii)
A lump-sum fee charged on both long-distance and short distance travellers wilt result in a drop of the price of long-distance
1992/AL/1/08 2001/ALN08 2008/AL//09 2012/AL/1/09 2019/DSE/20 flight relative to short-distance flight. A higher proportion of travellers will thus take long-distance flights, incrcasing the
A ¢ D (70%) 13 (50%) C average flight distance. )
JAL Iy () g 6 DR/
|994r.‘\L, 1707 2001 /AL20 2008/ALANE 2013:D5E: 1716 2021 /DSEAI2
€ A A (80%) A(46%)
. ) . iy . . . When a fixed hump-sum charge is added on a good, the relative price of the long-distance trips will
Note: Figures rackets ate the perc S did, 19/ d ot answers. S - — PG A
e RS il ges of glthe correctiansivers decrease but the relative price of the short-distance trips will increase. The quantity demanded of
longdistance trips will relatively increase while that of short-distance trips will relatively decrease, so the
proportion of long-distance trips will increase. The average distance travelled mcreases.
1993/AL/1/9

The uniform unit tax will lead to the import of higher quality automobiles because the price of a higher quality antomobile
will fall relative fo the price of a lower quality automobile. (With the ad valorem tax, however, the relative prices of high vs
low quality automobiles will remain the same.)

By the law of demand, the quantity of higher quality automobiles rises relative to that of lower quality automobiles.

L995/ALT/6(x)
The average quality of vehicles operating on the roads will rise.

This is because with a positive price of quota, the prices of higher quality vehicles imported will fall rela
vehicies

e to lower quality
By the law of demand, the quantity of higher quality vehicles rises relative to that of lower quality vehicles.

1998/AL/M/G

(a) Because one unit of quota must be used for one unit of garment regardiess of garment quality, and because the quota
has a positive value, the price of higher quality garment fell relative to lower quality garments under the quota system
Hence according to the law of demand the quantity of higher quality garments demanded by the United States rose

(b) Because Hong Kong had long been the only place in Asia to allow a free market for quota transactions. the vatue of the
quota was higher and therefore the relative price of higher quatity garments fell farther. (This explains why Hong Kong
became the leading exporter of higher quality garments and why the quota system, designed to profect the garment
industry in the 11.S., ended up hurting that industry far more than without the quota system -~ Hong Kong garments
before the guota 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/18(b)
Bxactly the same as shipping the good apples out with transportation cost added, because the unit import tax added wiil
reduce the price of higher quality tyres relative to fower quality tyres.
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6.3 DETERMINATION OF MARKET PRICE

Multiple Choice Questions

1995/CE/1/08
It the market price of a yood is equal to its equilibrium price,

(1) the sellers can sell all the quantity that 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 fully satisfied

A, (1)and (2) only
B. (1) and (4) only
C. (2)and (3) anly
D.  (3)and (4) only
2001/CE/I1/04

‘A rise in the price of a good will cause a decrease in demand for it and an increase in its supply.”
The above statement is

A correct because a change in price will change both demand and supply.

B. ncorrect beeause o rise in price will only mereise the supply.

C. meorrect beenuse a nise i price will only decrease the demand.

D.  wmeorrect because both demand and supply will not change as a result of change in price.
2013/DSE/I/10

Which of the following is assumed to be constant when the market demand curve of a 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) unly

B. (2)and (3) unly

C. (1) (2) and (4) only

D. (1), (3)and (4) only
1992/CE/M/21

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. joint demand.

C.  derived demand.

D. excess demand.

1999/CE/I1/05

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 laser disc (LD) player
Wood and mutton

Hardback book and printing paper

Electricity and light bulb

onw >
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2000/CEN109
Whicl of the following is an example of joint demand?

A, The courier service (3% # % 4 Il 5% ) 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 Hoppy diskette drives
2009/CE/11/05
The demand for can be tegarded as n'derived demand of
A, beef ... leather
B. printing paper ...... magazines
C.  pop songs ... MP3 players
D.  high definition digital receivers (7% 5 5 B B #E TIT 5 .. TV sets
2014/DSEAN/12

In which of the following pairs does the demand for the first good create a derived demand for the second one?

A, Aviation service and pilots
B.  West Rail Line train service and Light Rail train service
C.  Blu-ray dises and Blu-ray disc players
D.  Hong Kong Disneyland and Ocean Park Hong Kong
2016/DSE/N/14
The demand for can be regarded as a derived demand for
A.  coffee beans ...... cotfee
B. sellie sticks (1 11 F1) ... digital cameran
C.  chicken wings ... chicken legs
D.  newspapers ...... printing paper
2016/DSEN/17

The demand for construction workers in Hong Kong will increase if

the legal procedures for urban re-development are 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

Tows
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2018/DSE/1/13
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Refer to the above diagram. The price of farming tools will

A, nise 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/CE/MI/NT7
Which of the following will cause the demand curve of ice cream to shift from D1 ta D2?

Ve isy

Ially

A, The cost of production of ice cream decreases.

B.  More and more children enjoy drinking soft drinks.

C.  The price of ice cream decreases.

D.  Children are given more pocket money.
1991/CE/11/24

Which of the following may cause the market demand for housing 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/CE/NT/22

Which of the following factors will cause a deerease in the demand for imported private cars?

(1) The Organization of Petroleum Exporting Countries (OPEC) restricts the production of vil.

(2) Anextension of the Mass Transit Railway to Kennedy Town is built.
(3) The price of imported private cars increases.

A, (1) and (2) only
B. (1) and (3) only
C. (2)and (3) only
D, (1),(2) and (3) only
200

il vt

Microsconambes by Topic

6, Demand & Suppyfl
1992/CE/11/42
The Tlousing Authority has olfered to sell rental flats in public housing lo the present Lenants. However, not many tenants
have expressed a desire to buy the flats they are 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

C.  increasing the interest rates on home mortgage loans

D. increasing the quantity of Home Ownership Scheme flats allocated to tenants
1993/CE/11/18

In 1992, the lending ceiling (di% % 7% 3% 41 ) on home mortgages in Hong Kong was reduced from 90% to 70% of the value
of the property. This resulted in residential property.

A adecrease in the demand for

B.  adecrease in the quantity demanded of
C. anincrease in the supply of

D. anincrease in the quantity supplied of

1994/CE/1/07
If the price of movie tickets increases and the rental of laser discs falls, then the equilibrium price of laser disc players

A.  will remain unchanged.

B.  will increase.

C.  will decrease.

D. imay increase or decrease.
1994/CE/11/58

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 people live in the remote areas in the New Territories,
C. The fares for public transport increase.
D.  The government abolishes the gasoline tax.
1996/CE/I1/06
Suppose the price of compact discs decreases. The price of compact disc players will and the demand for cassette

tapes will

A, rise nerease
B. rise decrease
C. fall ncrease

D. fall ... decresse
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2002/CE/M/07

Refer to the following diagram:

Croes Marbour Buy Services

Bus fares (8)
~
\ \\
~ S
NN
N N
NG TNy
™~ P: \”'
o No. of p er rides

Which of the following would lead to the above change in demand from Dy to D2?

A. an increase 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/1/08
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 increase in

(1) the supply of beer.
(2) the quantity transacted of beer.
(3) the demand for beer.

A, (1) and (2) only
B. (J)and(3)only
C. (2)and (3)only
D. (1),(2) and (3)
2004/CE/11/05
Suppose a bil{ is passed that punishes the buyers of pirate compact discs (CDs). The price of pirate CDs would and

the quantity transacted would

A, incrense nerense
B, incrente decrenge
C. decieate incrense
D. deerease ... decrease
2005/CE/11/04
Suppose consumers of traditional cyc-glasscs gradually change to using contact lenses. As a result, the equilibrium price of
traditional cyc-glasses will and the sales revenue of traditional cyc-glass scllers will
A, rise ... Increase
B rise ... decrease
C  fall ... increase
D. fall ., decrense
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2006/CE/MI/07
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.  Dboth the demand for and the quantity supplied of books.

C. Dboth the supply and the quantity demanded of books.

D. both the supply and the quantity supplied of books.
2007/CE/11/10

A possible cause of an increase in both the world market price and the quantity transacted of gasoline could be

a warmer than usual weather during winter around the world.

a rapid industrial development of newly developing countries.

oil production cuts by the Organization of Petroleum Exporting Countries (OPEC).
a decrease in the price of crude oil which is used to produce gasoline.

oawx>

2008/CE/11/04
The following diagram shows the market of exhibition spaces in Hong Kong.

Rental (8)

D,
D,
Quantity of
[} exhibition spaces

An increase in the would lead to a shift of the demand curve from D to D3 in the diagram.

rental of exhibition spaces in Hong Kong
rental of exhibition spaces in Macau
number of trade fairs held in Hong Kong
exhibition spaces in Macau

oow»>

2010/CE/N/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 from a 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 rice 1s a normal good.

Tows
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2015/DSE/N/1S

S8 is the supply curve for smartphones. Which of the following reasons can best explain the change of the equilibrinm
position in the smartphone market from A to B?

Price (3)

0 Quantity
A, The retailers offer more ftee gifts for buying smartphones
B.  The size of a tablet computer with a phone function is reduced.
C.  There are more smartphone producers in the market.
D.  The major network service providers increase the service charge at the same price.
2016/DSE/I/13

Which of the following situations would lead to an increase in the demand for privatc housing?

A, The price of private housing decreases.

B.  The supply of public housing increases.

C.  People expect the interest rate for mortgage loans ta increase later.

D. People expect the price of private housing to increase later.
2017/DSE/N/14

Which of the following situations would most likely lead Lo an increase in the demand for iPhone produced by Apple Inc.?

A technological breakthrough in the battery industry reduces its production cost,
People expect the next model of iPhone will have more innovative features.

A model of Samsung smartphone is banned by many airfines.

Apple Inc. reduces the selling price of iPhone.

onow>

1990/CE/NI/17
Which of the following will causc 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. A cheap substitute for oil has been discovered.
1993/CE/M/57
The price of textbooks in Hong Kong has greatly increased in recent years. Which of the following is NOT a possible reason
for this?

A, more frequent revisions of textbooks

B. more publishers publishing textbooks

C. increasing wages and rents

D.  the photocopying of textbooks 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 education increases
D.  the number of job vacancies in the business field decreases
1996/CE/MI/S6

An increase in the supply of leather which is used in the production of shoes will have the following effects EXCEPT

A, anincrease in the demand for shoes.

B. an increase in the supply of shoes.

C. anincrease in the quantity demanded of leather,

D. anincrease in the quantity demanded of shoes.
1998/CE//09

Suppose the price of oranges increases and the quantity of oranges transacted decreases in H K., this is likely caused by

(1) arise in transportation 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) anly
D. (3)and (4) only
2000/CEM/12

Which of the following diagrams shows the result of an improvement in the technology used in producing digital versatile
disc (DVD) players?

A. DVD Players B. DVDs
Unit Price s, Uit Price

Umit Price
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2001/CE/11/03
‘Compared to last year, more watermelons were sold this summer and the price was lower.” This is because there was a (an)
_inthe _ watermelons.
A increase ...... demand for
B. decrease ...... demand for
C.  increase ... supply of
D decrease ... supply of
2001/CE/1/05
Which of the following diagrams shows the result of a significant increase in the annual licence fee for private cars?
A. Public Transport Servicos B. Public Tranaport Services
Unit Price Unit Price

g Quantity
C. Private Cara D. Private Cars
Unit Price Unit Price

Quantity

2003/CE/N/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, {led chj B. Chilled chicken
P P
s S, 8,
-
- D, S\D,
Dy Dy
o Q ') Q
C. D Fresh chicken
P
Sy s,
-
B
0 Q
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2004/CE/N/06
Suppose the Hong Kong government imposes a toll on highway users.

Unit Price

> Quantity

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/11/06

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/11/08
Which of the following would lead 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.  Anincreasing 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 Kony decreases.
2007/CE/11/05

Suppose the technology required to produce LCD TV sets (# (it ## % 35 #%) advances. The price of LCD TV sets will
and the price of traditional CRT TV sets (19 #5 8% 45 55 8 ) will

A, rise ... rise
B. rise... fall
C. fall. ise
D. fall ... fall
2009/CE/11/06

An increase in the price of flour will lead to a decrease in

the demand for flowr.
the supply of flour.
the demand for bread.
the supply of bread.

SO
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2013/DSE//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 good Y are in competitive supply.
(4)  good X and good Y are in joint supply

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

oaws

2015/DSEN/ 14
Holding other factors constant, a rise in the price of Good X will lead to a fall in the total revenue of Good Y if

Good X and Good Y are complements.

Good X and Good Y are substitutes.

Good X and Good Y are in joint supply.

Good X and Good Y are in competitive supply.

cow»

2017/DSEN/T
Supposc Good 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, will increase

B.  will decrease

C.  will remain unchanged

D. may increase or decrease
2018/DSE/1/20

The following table shows the number of new Tesla clectric vehicle registered in Hong Kong,

Number of new Tesla electric vehicle
Month A .
registered in Hong Kong
December 2016 168
January 2017 168
February 2017 590
March 2017 2939

The Government announced in mid-February 2017 that the full exemption from first registration tax on clectric 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
electric vehicles.

The supply of electric vehicles increased because of the exemption of first registration tax by the Government.
The demand for electric vehicles increased because the Government built more charging stations in the city.

The demand for electric vehicles increased because the buyers expected the cost of buying electric vehicles to go
up in the future.

cow
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1991/CE/11/12

Unit price

g > Quani

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 apples, the new equilibrium point will be

A X
B W
c Y
Dz
1993/CE/11/26

Technological breakthrough has reduced the production vost of catculators. At the same time, there have been less studants
sitling 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 illustrate the above situation?

A B.
Unit Prico Unit Price

Guantity

Quuntity Quiantity
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2002/CE/11/09 2004/CE/1/07
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.
VInit peice
Unit price D; \ S
2y 5 W

o Quanury

0 Quantity Suppose more people decide to wear face masks to prevent the spread of respiratory diseases and there is an increase in the
number of face mask producers. As a result, the new cquilibrium point would be

If, as a result of a terrorist attack, fewer people travel overscas and the insurance premium of airlines rises to a high level, the

new equilibrium point will be at AW
B. X
A E € By
B. E: D. Z
C. E
D. E4
2005/CE/1/05
In the following graph, By was the original cquilibrium point of the scafood market in Hong Kong.
2002/CE/MI/50 Unit Price
At the outbreak of war in the Middle East, civil aircraft which used to fly through the nearby air space had to fly longer N %
routes in order to stay away from the war areas. Moreover, the risk of travelling by civil aircraft was also higher. &
Sz
Which of the following diagrams about the effects of these changes is INCORRECT?
A Alr wravel service B. Imported goods by zir f\ o b
ool B 3
9 ol
. S. ;D 8s Si 0 ! Qumntity
D; D S
<« Last year a number of pecple were poisoned by seafood. Al the same time, fishermen's harvest decreased. As a resuil, what

would be the new equilibrium point in the graph?

A E,
B. E,
C. E
D. Eu
. D. )
2006/CE/11/05
The following diagram shows the private housing market. Point E is the original equilibrium point.
Unit Price
0 - Quuninty
Suppose there is an increase in both the home mortgage loan interest rate and the labour cost of private house construction.
The new cquilibrium point in the diagram would be
AW
B X
[
D. Z
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2007/CE/11/04

The diagram below shows the supply and demand curves of hotel accommodation in Macao, The original equilibrium point
is at E.
Unit price

[ Quantity

More and more hotels start operating in Macau and it is becoming mare popular to visit the place. The New equilibrium
point will be at

A W
B. X
C. Y
Dy ¥Z
2008/CE/11/05

The diagram below shows the supply and demand curves of residential property in Hong Kong. The original equilibrium
point 1s at E.
Unit price

0 Quantity

If the population of Hong Kong mncreases and the wage rate of local canstruction workers rises, the new equilibrium point
will be at

A E
B. E
C. E;
D. E
2009/CE/1/07

The diagram below shows the supply and demand curves of mainland China’s milk powder products in Hong Kong. The
original equilibrium point is at E.

Unit price oy

[ Quantity

Some of these milk powder products were found to contain the harmful substance, melamine (= % %) and some
mainland milk powder producers left the industry. One possible new equilibrium point of the above diagram is at

A E
B. E
C. E;
N R
216
! \ [ 3| ‘ N ™ n - P n P - = .
' . L - L | [\ A \
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2010/CE/11/08
The diagram below shows the supply and demand curves of swine flu vaccine in Hong Kong. The original equilibrium point
is at 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
passible new equilibrium point of the above dingram is at

A E
B. Ea
C. E
D. Ey
2012/DSE/I/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 fuel prices. Which of the following diagrams could represent a result of the above
events?

A, B,
Air travel service Alr travel servics
Price Price
- s1 : §2
§2 S1
il -—
-~ -~
D1 Dl
D2 n
(i, Quantity o Quantity
C. . D.
High-speed electric train service High-speed electric train service
Price s1
82
Sl
s
- —
DI D1
D2 ) 02
L Quantity o Quantity
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2012/DSEN/1S 2014/DSE/1/14
The following is the demand-supply diagram of a property market. B0 is the original equilibrium point. Suppose the cquilibrium point of the cosmetic surgery market in Hong Kong is originally at By. 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 (§)

A, Ei
D1 B. Ex
o Quantity C. E: Ve
D. Es o . Quantity
11 the government increases the stamp duties levied on property buyers and tighlens the controls on dumping of construction
waste, the new cquilibrium point in the property market will be
2016/DSE/N/16
A Ef The diagram below shows the supply and demand curves of taxi services in Hong Kong. The original cquilibrium is at E.
B. Ex
C. Ea
D. E4
2013/DSE/I/11

Refer to the following demand-supply diagram showing the market of luxury watches in Hong Kong. The initial equilibrium
point is Eq.

Lunxury watchea

Quantity

New apps for smartphone such as “Uber™ have been developed that enable some private car owners to provide the general
public with personaliscd point-to-point transport service. At the same time, the fuel price has decreased significantly. The
hew equilibrivm point will be at

A. Ei
B. E;
C. E;
D. E,
2018/DSE//16

Dy The diagram below shows the supply and demand curves of air-purifiers. The original equilibrium point is E.

Peice

1] Quantity

Suppose the rental of shopping premises in Hong Kong rises sharply and the economy in the mainland expericnees a
reeession, The new equilibrium point will be .

E
E2
Es
Ea

LM "
f Quantity

Snw>

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

Ei
Ez
Es
E4
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1992/CE/11/23

A large stock of corn is piling up because of a good harvest. Which of the following diagrams can explain this phenomenon?

A,

C.

1997/CE/M/06

The Mass Transit Railway Corporation (MTRC) encourages the adoption of a flexi-time office-hours scheme (]

TR e

Unit Price B.  Unit Price
Sy 8
Do
extags
D, exzes
wipply Y ok s
Pl Pl= e
D Py
0 0
Quantity Ouangity
Unit Price D.  Unit Price
So D| S s,
5
Plea— D Plm=aws
excess
denvand D,
5, S S} 13y
0 0

Quantity

Quantity

R ] ) to reduce the overcrowding of passengers during the rush hours. Hence, passengers using the Nathan Road Route
before 8:00 am. and between 9:00 a.m. and 9:30 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?

A

Unit
Price

Before 3100 a.m.

220

B.
Unit
Price

8:00am. - 2:00 am.
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2005/CE/11/06

Tt 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 Pearl 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 Pear] River delta improves.
(2) Labour wages in the Pearl River delta fall.
(3) Firms 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//07

While many construction workers arc unemployed in Hong Kong, 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 cffects of such a law on the labour market of construction workers in

Mug

B. Wage Rate

A. Wage Rate

> Quantity Quuantity

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?

oW

a financial aid offered to low-income families renting private residential flats

a rise in the income limit of applying for public 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
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2019/DDSE//13

The following s the supply-demand diagram of e~spotts equip ‘The initial equilibrium point is Eo. 2021/DSENN3
Price () The demand for can be regarded as a derived demand for
A mobile phones ... earphones
B.  laptops ... batteries
C.  masic videos ... singers
D, game programmers ... online games

2021/DSE/N/ 14

When Good X and Good ¥ are , adecrease in the supply of Good X will result in an increase
inthe  Gosd Y.
Suppose the government promotes &-sparts by subsidising e-sports equip facturers as woll as the
e-sports tenining programmes, The new equilibrium point willbe . A, substitutes .. supply of
5 = B, substitutes ... guantity supplied of
B B C. complements .. demand for
C. E - D, complements .., quantity supphed of
D. K

2009/DSENNT

§5 is the supply curve of clectric vehicles, Which of the following reasons can best explain the change of tho
oquilibrium position in the dlectric vehicle market from A'to B?

(8
s

s

° P Quantity
A, All electric vehicls deaters provided a longer warrenty period.
B. Thogx d the subsidies on buying electric vehicles.
C.  The gasolins suppliers greatly raised the price of gasoline,
D.  The cost of building charging stations drastically d a

2020/DSE//14

Refer to the following supply-demand diagram for Good Y.

Ui Price

Quuntity

Suppose Good Y is an inferior good and the initisl markel equililyium point is . 1f there is a &l w the
average income level of consumers, the new market equihbrium point will be 5

SoEy
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Short & Structured Questions

1991/CE/172(b)()
Suppose in Hong Kong the public medical service is perfectly inelastic in supply.

At present the public medical fee is set below the equilibrium level. Suppose the government raises the fee to the equilibrium
level. 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 revenue from the provision of the public medical service
(8 marks)

1993/CE/1/3(c)

During the rush hours, the number of passengers is greater than the maximum capacity of the MTR service. After a peak
congestion fare (3% {02 B ] Bif 0 2 ) was added to the normal fare, there was less overcrowding of passengers during those
hours. Explain this situation with the aid of a diagram. (8 marks)

1995/CE/1/9(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 (! il {: 4 i {87 ) 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.

(1) Draw a well-labelled supply-demand diagram to show the above situation, (2 marks)

(i) If the 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/I/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/1/4(b)

Suppose there is a fall in local people’s desire for consumption and unsold stocks are piling up in the garment industry.
Hlustrate this situation with the aid of a diagram. (6 marks)
2004/CE/I/10(a)

In 2003, SARS (severe acute respiratory syndrome) seriously atfected Hong Kong’s economy.
At the outbreak of SARS, airlines did not reduce air fares or the number of flights. As a result, there were a lot of empty

seats on planes flying to Hong Kong, With the aid of a diagram, explain the above economic phenomenon, and explain how
the total revenue of these airlines was affected. (8 marks)
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Microeconoemics by Tegile
6. Demand & Suppty (1)

1990/CE/1/5(e)(if)
The government has announced a $127 biflion project for building a new airport at Chek Lap Kok and improving the harbour
facilities.

Explain the effects on

(I)  the demand for
(1) the supply of

residential flats in and around Kowloon City after the removal of the airport to the new site. (6 marks)
1991/CE/N/4(c)
Many construction companies in Hong Kong say that they are facing the problem of *tabour shortage’
(i)  What is meant by ‘shortage’ in economics? Illustrate with a diagram. (5 marks)
(1) Suppose the wage rate of construction workers remains unchanged. With the aid of separate diagrams, explain how
(I)  arecession (5 marks)
(1) the importation of construction workers (5 marks)
would Jessen the ‘labour shortage’ problem of the construction compantes.
1992/CE/1/4(d)
Owing to the construction of the new airport, more companies have decided to redevelop their factories in Tsuen Wan into
hotels and shopping centres.

(i)  Explain the effect on BOTH the demand for and supply of hotels and shopping centres i1 Tsuen Wan in the coming few
years. (6 marks)

(if) 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 sets are smuggled from Hong Kong to China and sold for HK$40 million.
With the aid of a diagram, explain how the equilibrium price of the TV sets in China will be affected. (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.

Mr. 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 would lead to rising unemployment in the manufacturing sector.

(1) declining secondary production because of a structural change in the economy. (5 marks)

(i1) impottation of manufacturing workers. (5 marks)
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4. Demand & Supply {l}

1997/CE/1/2

Workers in the manufacturing sector in Hong Kong have an unemployment problem. With the aid of a supply-demand
diagram, explain ONE situation under which the number of unemployed manufacturing workers may decrease. (6 marks)
1997/CE/I/9(b)

Suppose the government builds a railway in northwest New Territories.
With the aid of a diagram, explain the effect of this new railway on the total revenue of mini-buses operation on the same
route. (6 marks)

1998/CE/N/9(c)
Mr. Wong employs some imported workers in the restaurant.

(i}  With the aid of a diagram, explain the effect of importation of workers on the equilibrium wage rate of restaurant
workers in Hong Kong. (4 marks)

(1) Use the same diagram to illustrate the effect of importation of workers on the employment level of local restuurant
waorlers. (3 marks)

1998/CE/1/10(b)
Suppose the government punishes both the sellers and buyers of illegal computer software. With the aid of separate
diagrams, explain how this would affect the market price of

(1) 1llegal computer software, (6 marks)
(11) legal computer software (4 marks)
1999/CE/1/2

Study the tollowing news report:

Last year people were afraid of eating poisonous seafood. Though the import volume of seafood decreased, its
selling price remuained 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)

(if) Draw a supply-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 chocolates increases, people will buy fewer chocolates.”
Amy: *‘No, I don’t think so. The price of chocolates has increased, but the quantity of chocolates bought has also increased.”

Explain, with the aid of separate diagrams, why both of them can be correct (7 marks)
2000/CE//9(b))
Some petroleum companies complained that their business was affected because some drivers bought gasaline from

smugglers who evaded import duties.

With the aid of a diagram, explain how the smuggling of gasoline would affect the sales revenue of petroleum companies.
(7 marks)
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2001/CE//10(c)(i)
Bank A raises capital by issuing shares to the public. The quantity and subscription price (74 I 1) of these shares are fixed
and not all people who apply for these shares are successful 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/CE/I/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 will be reduced.

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 developers. (7 marks)

2002/CE/1/2
Suppose the Organization of Petroleum Exporting Countrics cuts its oil production. At the same time, the demand for
automobiles decreases.

With the aid of a diagram, cxplain under what condition the price of gasoline would increase. (7 marks)
2002/CE/1/10(b)

Suppose the banks decrease their interest rates on home mortgage loans. With the aid of a diagram, cxplain how this would
affect the total expenditure on the purchase of private housing, (6 marks)
2002/CE/N/11(b)

There are student places not yet filled in Miss Wang’s tutorial school. The schoo! decides to launch an advertising campaign
16 recruit more students and to keep the uition 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/I/1

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. Iilustrate your answer with the aid
of a diagram.

(b) Tfthe 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.
(i1) With the aid of a diagram, explain under what condition the price of textbooks would decrease. (8 marks)
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2003/CE/1/11(d)
With the aid of a diagram, explain how the closing down of TT companies 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/CEN

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 lead 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, (5 marks)

()  The effect of an agpreciation of the euro:

Unit Price
{in 1erms of US doliars)

Quantity of
0 » tourism service
of Athens
(i) The effect of a fear of a terrorist attack
Unit Price
{in terms of US dolfars)
A
Quantity of
» tourism service
¢ 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 charyes of these hotel are the same at the same points
in time.

(i)  Every September these hotels have vacant rooms. Draw a supply-demand diagram in Figure 2 for this situation. Explain
your answer. (3 marks)

(i) 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 above changes in the supply-demand situation of these hote! rooms in Figure 2. Explain your answer,
(6 marks)

A

Figyre 2

v

2007/CE/1/8(a)
The universities in Hong Kong do 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 change in the shortage. Explain your answer.

(6 marks)

Tuition fee

A

Quantity of university
0 $ places in HK for local and
Mazinland students
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& Bemand & Supply {1} 4. Demand & Supply {i}
2008/CE//1 2018/DSE/NT/13(c)

Rice is a staple food in Hong Kong. Refer to the following table The source below shows Hong Kong's population projection.

Total consumption of rice (ton)
in Hong Kong ‘

1980 355310 \ {258
2 W 476
1990 350 182 2058 & t:76

Campusition of Hong Kony's population in 2014 - 2054

Year

2000 322223 s a6
2044 5.02
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) Year 2034 Sl 5.02
| Lo, 1
2010/CE//1 Pt ) 52

f
One month after the first phase implementation of an environmental levy on plastic shopping bags, an increase in the |

Y . 4 8 . .
quantity sold of non-woven reusable bags (/N 4 11i 4¥), which are not subject to the levy, was reported. 2014 % 536

Based on the above information, explain the change in the total revenue of non-woven reusable bags with the aid of a 0 | 2 3 4 5 6

supply-demand diagram. (5 marks) Populations (millions)

2010/CE//11(a) MAge 65 and over  #Age 15-64 11 Age 0-14

The 2008 financial tsunami had a huge impact on Economy A

Given a fixed wage rate, explain with the aid of a supply-demand diagram why a decline in the business of the financial S}‘:im TS 4 local S,G grudua.tc andjis nionsidlcring enrolling a programme in cither prim;.\r); cducatAion or nul’si.ng in. Hun;?r Kong.
sector due to the financial tsunami would increase unemployment in this sector. Also indicate in the diagram the loss in total If :\tm%mcomc is her major concern, which programme would you recommend to her? Explain your choice with reference
wage earnings of the employees in this sector. (9 marks) tojthelaboveisource: {4 marks)
2012/DSE/I/12(c)

The local property market is considered to be overheated. The government has decided to re-introduce the Home Ownership
Scheme in which eligible citizens can purchase a living unit under the scheme at a great discount.

(i) 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, cxplain how the mortgage interest rate could be adjusted to cool down the private
housing market. (3 marks)
2015/DSE//4(b)
Read the following news extract.
The strong preference for small flats has pushed the prices of the flats under 400 square feet to a new
high in the past few months. It is expected that niore and nore small flats will be availuble for sale in

the coming future.

Explain how the supply of large flats would be affected by the strong preference for small flats. (2 marks)
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 Migmeconamics by Topic Micreeorerics by Tepin
& Demand & Supply (1] 6. Dernand & Supp#/ 1)
MARKING SCHEME 198 V/CEA2(b) )
1995/CE/M/08 1994/CE/Y07 1996/CE/MI/04 1991/CE/MI/1 2 2007/CE/N1/04
A B D C C (79%)
200H/CEM/04 1996/CR/1/56 1993/CE/I/26 2008/CE/I/03
D A B A(56%)
2013/DSEN0 1996/CE/L/06 1998/CE//09 1994/CE/M/06 2009/CEM/07
D (60%) B B (0} A(83%)
1992/CE/M21 2002/CEA1/07 2000/CE/I/ 12 1995/CE/1I/13 2010/CE/I/08
C D (82%) D A D (78%) Diagram:
- Po 1 to Py (equilibrium price} (n
1999/CE/11/05 2003/CE/M/08 200L/CEAVOS 1996/CE/M/05 2012/DSEA/13 -Qilto Qe 1
C € (58%) (C A D (78%) - shaded area = additional revenue H
2000/CE/MN/09 2004/CE/T1/05 200 1/CEN/03 1997/CEAL03 2012/DSE//15 (1) According to the law of demand, (1)
C D (60%) A B B (%0%) the quantity demanded decrease . (1)
2009/CEI0S 2005/CEA104 2003/CE/AT/ 14 1998/CE/M/08 2013/DSEA/LT (i) The total revenue increase (from area 0Q2CPq to area 0Q2BPE) because the fee 1s raised while the quantity remaing
B (47%) 1 (89%) C (43%) @ 13 (87%) unchanyed (3)
2014/DSEN2 2004/ 106 1998/CEMA0 2014/DSEN/ 14
A (53%) D (31%) D C (84%) 1993/CEAB(c)
8 Unit Peice
2016/DSEA 14 2006/CE/M/06 2016/DSE/N 16
A (55%) C (55%) B (71%) 5
2016/DSEA/TT 2008/CE/N/04 2006/CE/H/08 2000/CE/ 1107 2018/DSE/I/16 Py
A (67%) D (63%) C (65%) B A (82%) .
4 §
N
2018/DSE/N/13 2010/CE/N1/06 2007/ CE/MI/05 2001/CE/NLA10 1992/CE/1/23 v A o
C (74%) B (78%) D (59%) @ A o
FO90/CIE/T1/ 1T 2015/DS 15 2009/CE/1/06 2002/CE/1/09 1997/CE/T06 ¢ Quantlty
D A (58%) D (60%) € (72%) A Uy 0
P equilibrium price
1991/CE/11/24 2016/DSEN/13 2013/DSE//12 2002/CE/T/50 2005/CE/1/06 Py m'igina.l price
A D (64%) A (25%) I (51%) B(71%) P2 pew price
1992/CEAL22 2015/DSE/N: 14 2004/CR/07 2005/CE/M/07 Correct graph:
A A (69%) C(79%) D (70%) - Vertical supply curve (1
- AB = excess demand at Py (n
1992/CEA142 1990/CEMNT 200 7/DSEMT 2005/CEN/05 2018/DSEN/S - A’B’=excess demand at Py (N
B D D (62%) C (84%) B (47%)
. Correcl verbal explanation:
1993/CTII/1 1993/CTIST 2018/DSEN20 2006/CEM/G5 2019/DSEA/3 The supply of MTR service 1s perfectly inelastic (at maximum capacity) (1
A B D (82%) A(61%) B The initial fare (1) is set below the equilibrium level, so there is an excess demand. 2)
The higher fare (P2) is still below the equilibrium Jevel, but the excess demand will become smaller. (2)
§ Note: Figures in brackets indicate the per wes of candid, choosing the correct answers.
2019/DSEWV/17 )
B
2020/DSE/N/14 2021/DSE/N13 2021/DSEN14
D B
A
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Microeconomics by Tapic Microeconomics by Togie

6. Demand & Supply ) 6. Demand & Supply{i}
1995/CE//9(a) 1999/CE//11{a)
) § Unit price
i s s
. D
I \ y X
{ P,
£ \C P, NNN[E N A
rental price = P T ~ [\D
shortage ’ o 0
o > Q=Qx Quantity of taxi service
|
|
' . .
] L 5> Quastity Graph showing:
£ Q & - PPy (h
- PPy Py (h
Candidates should indicate on the yraph: - no change in Q, (1)
- a vertical supply curve (h - total revenue increases from Py > Quto Py x Q / additional revenue is P;P2BC (1)
- the rental price P was below the equilibrium price / shortage of AC (1)

G s At Py, th_ere 15 an excess demand for taxi _service - [€D)
After a rise in taxi fares [rom Py to Pa (still below equilibrium price), there is still an excess demand. (0
The quantity transacted remains unchanged. (1)
The total reverue increases from Py~ Qto P2 = Qu ()
1990/CE/1/4(h)
by o
Unit Price N s
N

selling price

> Quantity

Candidates should indicate on the praph:

Correct indication of the rental income increase on the graph (i.e. area ABP'P). )
%

Verbal elaboration: 3 Quaatlty

The price inereases lo the equilibrium price. [43)

There 13 no change in the quantity transacted. e8] iagram

jibe{ientallincomeSincresses. ) - demand curve shifts to the left [¢]
- P unchanged (1)
- excess supply 8B}
Elaboration:
The demand decreases (becanse of the fall in desire for consumption). )}
There will be an excess supply at the original selling price P. (2)
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2004/CEN/10(a)
Unit price
D; «—— D
S
oy sy’
P
Dy
S
DZ -
o @ ) Quantity
- demand curve hifted to the Jeft (1)
- P remained constant (n
- Q decreased from Q) to Q2 (y
- excess supply (13
= TR (= P x Q) decreased from PQj to PQ, / foss in revenue 48]

[Remark: The above analysis starts from an equilibrium position. One can also start from a situation with excess
supply or excess demand where similar analysis still applies ]

Verbal explanation:

{Due to the outbreak of SARS,) there is a decreass in demand for airlines services (4
The quantity transacted decreased at the constant price. ih
Therefore, total revenue decreased m

1990/ EA/S{e)(x)
(11 The demund would probably increase, becmige
the quaiity ol fiving in Kowloon City will be improved (nuisances disturbances and danger caused by the old wirpost
du nat exast) 3
OR
The demand would probably decrease, because
new airport spreads the population to Lantau and Western part of Kowloon and the N.T.. the convenience of Kowloon
City decreases. (3)

(I} The supply would probably increase, becanse
removal of height limit / reconstruction of buildings / increase in supply of land released from the old airport (3)

199LCEN/A(c)
) ots Price
<ordy

Quastity
Diagram:
- P (fower than equilibrivm) o
- shortage (1)
A shortage or excess demand atises when the price is below the equilibrium level (I
At such a price, the quantity demanded is larger than the quantity supplied and the difference between Qd and Qs. i.e.,
Qd ~ Qs, is a shortage {2)
234
f r " - . " - . - - ) — . F
) ) Y \ ) « ' \ | & “ . ' '

== ST
Microecanamics b/qul;
6. Dernand & Supply (1)
(i) (1) Yage rate
o, B 50
SR D55 X N Existing wage rate
’ sy ars B
—
-2 4
¢ .. g s
Diagram:
- demand curve shifts to the left (1
~ Ponchanged (1)
- smaller shortage (1
The {derived) demand for labour will tall if there is a recession. [¢3]
The excess demand will become smaller, [¢3]
an Wage tate %
5
L] /
R
- -/. - N Extsting wage cate
w Y
! shot 3
51 } tage Ib
o A— quuneLty
lhourgnn of Labour
Diagram:
- supply curve shifts to the right (1)
- Punchanged (N
- smaller shortage (h
The supply of labour will increase if foreign workers are imported. (1)
The excess demand will become smaller, (n
1992/CE/1/4(d)
(1) the demand mncreases, because (1)
{Construction of the new airport will bring forth the following:)
more business and investment in Tsuen Wan = demand for shopping centres |
OR
more confidence in the future of Hong Kong = people expect the value of these properties | 2)
The supply increase, because (1)
more and more factories there will be redeveloped inte hotels and shopping centers (2)
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2001/CEN/10(cKi)

Unit Price

o S
7
excess D
mand
0 .éde Quantity

7« O is the amount of capital rafted

Indicate in the graph:

- a vertical supply curve

- the pri sel below the equilibeium price
- excess demand

- amount of capital raised

Verbal explanation:
The sclling price is fixed af a level below the equilibrium price, at which

the quantity demanded is larger than the quantity supplied / there is an excess demand.

200 /CET/E1(d)

Unit Price

D,

Indicate in the graph:

- fixed price P is set above the equilibrium price
- dersand curve shifts to the right

- Shaded arca = increasc i sales revenue

Verbal explanation:
The demand for private housing will increase, because
public housing is a substitute.

(Given constant P,) the quantity transacted will increase, and the total revenue will increase.
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Unit Price

e T B e B |

Indicate m the uraph
- supply curve shufts to the left
- demand curve shifts to the left

Micecanatmics by Tople
&, D=mand & Supply |1)

Quaatity

(]
(e8]

- correct indication of the increase tn equilibrium price with the leftward shift of the supply curve > the leltward shift of the

demand curve

Vi

explanation:

There is a decrease in the demand for gasoline, because
gasoline and automabiles are complementary goods.
The change in supply is greater than the change in demand.

2002/CE10(b)

here s a decrease in the supply of gasoline (because gasoline is an oil product).

Quantity

Unit Price D, s
D,
By Ex
P
S N D,
0 |
G+

Indicate in the uraph

- demand curve shifts to the right

- price T and quantity transacted 1

- change in total expenditure = PaQq - P1Q,

Verbal explanation:

The demand increases (because the cost of borrowing is lowered)
Both the price and the quantity transacted increase.

Total expenditure increases.

245

O]
)
(1)
93]

(n
(1
1

(1
(1
(1

Provided by dse.life




g

«

Migroeconomics by Topic
& Demand & Supply (1}

2002/CEA/11(b)

Unit Price s

Indicate in the sraph:

- tuition fee Ievel P> equitibrium price
- vightward shift of the demand curve

- Dy shifts to Dy or the right of D2

- increase in total revenue = area By E;Qy

The demand increases (because more students are attracted by the advertisement)
The guantity transacted increases.
The excess supply decreases from Q1Qs to zero (1.e. disappeared).

2003/CEAN

(2)

]

Unit price
A Dy

/

D2 i
: Exings demand {at the income restriction of $21 000)
N N,

o A = Quantity

smaller or even zero excess demand

Indicate in the diagram:
- a constant price (P) below the equilibrium price
- excess demand at the income restriction of $21 000 {demand is D1)

Verbal explanation:
The fixed price is below the equilibrium price.
There 15 an excess demand at the beginning.

Indicate in the diayram:
shifts to the left
- resulting in a smaller excess demand or even no more excess demand

The demand falls due to further income restriction.
(The excess demand will be smaller or even eliminated).
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2003/CE//LO(b)
Unit Price

Py
Y,

(1) The sopply increases, becanse

the cost of production (1.¢. input price) decreases.

The demand increases, because
there is a larger number of buyers

(11} Indicate in the diagram:
- supply curve shifts to the right
- demand curve shifts to the right

- larger shift of the supply curve and a fall in price

2003/CEA/TH(d)

Wags rate

ndicate in the diagram:

- demand curye shifts to the lett
-pP|

-Ql

Verbal elaboration:
The {dertved) demand for labour decreases.
The wage rate decreases, and

employment decreases

= " A [ ot
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(1)
H
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H
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M
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m

(0]
(1)
(1)
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(1
(1)
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12.

20.

The following table shows the total expenditure of Mary and Peter on soft drinks.

Unit price (5) Consumer’s total expenditure ($)
Mary Peter
1 20 60
2 40 60
3 60 60
4 80 60

Mary’s elasticity of demand for soft drinks is

drinks is

Towy

(without regard to the negative sign).

between zero and one ...... equal to zero
between zero and one ...... equal to one
equal to zero ...... equal to zero

equal to zero ...... equal to one

while Peter’s elaisticity of demand for soft

21.

The following table shows the marginal benefit schedule of a consumer for avocados.

Quantity (units)

1

2

- 3 6

Marginal benefit ($)

8

6

5 -4

When the price of avocados increases from $5 to $6, the consumer surplus will .

A. increase by $1
B. increase by $3
C. decrease by $1
D. decrease by $3

Refer to the following supply-demand diagram of Good X.

Price S without subsidy
A
S with subsidy
i D, Quantity

If the government cancels the per-unit subsidy on Good X, it will lead to a decrease in

(1) quantity transacted
(2) consumer surplus
(3) deadweight loss

A. (1)and (2) only
B. (1)and (3) only
C. (2)and(3)only
D. (1),(2)and (3)
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2 There are two kinds of food deliverers: ‘riders’ delivering food by self-provided motorbikes and “walkers’
delivering food on foot. Why do ‘riders’ usually have a hugher income per order than ‘walkers™? Suggest
ONE demand-side factor and ONE supplv-side factor to explain ¥our answer. {4 marks)
4 Country B and Country C are two large open economies. Facing a huge visible trade deficit, Country B

imposes a per-unit tatifl’ on goods imporied from Country €. Suppose Countty B's demand for goods
imported from Country C is clastic.

(a) With the aid of Figure 1. explain how the tariff swwould affect the total expenditure of Countrv B on
goods imporied [rom Country C. (6 marks)

(b)  “Devaluation of a country s currency against its trading partoers” mayv have the same effect on imports
as anfl” Use Country B as an example (o justily this statement (2 marks)

(c)  Apart [rom the effect on the country’s visible trade balance. explain ONE other eflect of devaluation
on ils balance of paymenis. (2 marks)

Price (in lerms of Country B's currency)

A

0 )Qu:mlit_\' of goods imported from Couniry C

The Olvmpic Games attract billions of inlcrnational elevision viewers o watch the compelitions among
thousands of top athletes,
(u) Some reslanmants in shopping malls find their businesses increase sharply when the malls broadcast

Olympic events. Explain how the broadcast of Olympic events may result in a divergence between
private and social benefits. (3 marks)

(h) Supposc the divergence i parl (a) docs exist.  How can market mechamsm help reduce this
divergence? (2 marks)

Athletes compele in the Olympic Games with their supporl Icams consisling of sporl psychologisis, physical
therapists. nutritionists. etc.

<) Which economic principle is illustrated in the above practice? State T'WO reasons why such a practice
can increase labour productivity. (3 marks)

Some professional athletes receive a monthly salary and share a proportion of the prize monev whenever they
Wit in compettions.

{d)  Insicad ol paving the athletes a monthly rate only. explain why some cmployers of prolessional athleles
usc the above wige payment arangement, (2 marks)

Whenever an athlete wins a gold medal ina certain sport. Lthere will be the following phenomena: more people
will start lcarning the sport. As a result, there will soon be long queues registering for courses in the sport.

(c)  Withthe aid of a demand-supply diagram, cxplain the above phenomena, (5 marks)

Prolessional athlewes usually star their Tudl-lime training before graduating from secondary school and have
to give up their studics,

4] Will the opporhmity cost of being a professional athlele be affected if the average income of
professional athletes increases? Explain. (2 marks)



pree ™ e

Kgsoeconomics by Topic
2 Demand & Supply filf

SECTION 7: DEMAND AND SUPPLY (Il)

7.1 ELASTICITIES OF DEMAND & SUPPLY

Multiple Choice Questions

1990/CE/11/05
Suppose there is a good harvest of apples this year. Under which of the following conditions will apple growers earn more
meaine”?
A. They sell more apples.
B.  The demand for apples is elastic.
C.  The supply of apples is inelastic.
D. The government fixes a minimum price on apples.
1990/CE/11/26

After the launching of an advertising campaign, both the price and the quantity sold of a product increase. Which of the

following statements can explain this?

A, The demand for the product is melastic.
B.  The supply of the product is elastic
C.  The demand for the product increases.
D. The supply of the product decreases.
1991/CE/IN19
Price Quantity Demanded (units) Total Revenue
$2 10 $20
$4 6 $24
$6 4 $24
$8 3 $24
310 1 $10

The elasticity of demand is unitary over the price range from

A, $2toso
B. $2to3$8
C. $41088
D. $4to %10
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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1991/CE/I/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/11/28

Suppose the demand for wheat is elastic. 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, (1) and (2) only
B. (l)yand(3)only
C. (2)and (4) only
D. (3)and (4) only
1993/CE/11/20

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 abey the law of demand
B.  The demand for private flats was inelastic.
C.  There was an increase m the supply of public housing.
D. There was a change in the demand for private flats.
1993/CE/1/25
Unit Price
D
e
e
0 Quantity
If the demand is unitarily elastic along the above curve DD, then area | area 2
A, isequal to
B. s greater 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 elasticity of demand/supply of umbrellas in the above situation?

Jows

The demand is elastic
The demand is inelastic
The supply is elastic
Tha aunnle in inglastic
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The demand for good X is

A elastic.

B. unitary clastic

C. pertectly elastic.

D melastic
1996/CE/1I/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  a.m.

B.  not change the fares before 9 a.m. but reduce the fares after 9 a.m.

C.  increase the fares before 9 a.m. but reduce the fares after 9 am.

D, not change the fares before 9 a.m. but increase the fares after 9 am.
1997/CE/11/08

If there is a poor harvest of rice in Thailand, the total expenditure on Thai rice in Hong Kong

A, would increase 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 elasticity of demand of Thai rice
1997/CE/11/09

The price elasticity of demand 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.  the Eastern Harbour Crossing is closed for maintenance work.

D. anew hydrofoil service is provided between Tsuen Wan and Wan Chai.
1997/CE/11/10

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 8% 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 are inelastic.

The demand for X is less elastic than the demand for Y.
The demand for X is more elastic than the demand for Y.
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1998/CE/11/06

Suppose the unit price of good X increases form $2 to $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 leads 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/M/07

When the supply of a commodity increases, its price may rise if

The demand for it is perfectly inelastic.
The demand for it is perfectly elastic.
The price of its complement decreases
The price of its substitute decreases.

oNnw>

2000/CE/11/03

In the above diagram, when the price P increases to P2,

A.  the excess demand will disappear.

B. the quantity transacted will decrease.

C.  the total revenue will necessarily increase.

D. the total revenue will increase only if the demand is inelastic.
2000/CE/11/05

It became more difficult to find a metered car parking space by the roadside after the fee for a parking space was reduced
form $4 to $2 for every 15 minutes. It was also reported that the fee in a car park remained at $15 per hour.

Which of the following about the etfect on metered car parking by the roadside is correct?

A. It can be explained by the law of demand.
B. ltisan increase in demand
C.  The equilibrium quantity decreases.
D. The demand is elastic.
2000/CE/T1/10

The demand elasticity of good X is 1.2. After a decrease in supply, the equilibrium quantity drops by 30%. The equilibrium
price would by

A increase ... 25%
B.  decrease
C.  incresse. ...
D. decrease ... 36%
255
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2002/CE/11/08
After a good harvest, the price of choi-sum has changed by 50% 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 choi-sum has increased.

A (1) only

B, (1)and (2)only

C.  (2)and (3) only

D. (1), (2)and (3)
2002/CE/II/10

Suppose there 1s 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?

The income of consumers decreases.

The government raises the unit sales tax on the good
The demand for the good 1s perfectly inelastic

The supply of the good is perfectly melastic.

onw

2AH/CEN05
Which of the following would increase the elasticity of demand of the transport service of the Mass Transit Railway (MTR)?

A, the cutting of bus lines running routes similar to those of the MTR
B. adecrease in MTR passenger fares
C.  the opening of new lines of the Kowloon-Canton Railway running routes similar to those of the MTR
D. adecrease in the operating costs of the MTR
2003/CE/TI/07
Refer to the following straight line demand curve DD.
Unit Price
D
L 3
88 [

Criantity

] T

D
Point A is the mid-point of the demand curve DD. If the unit price increases from $8 to P, the total revenue

will be greater than $80

will be equal to $80.

will be smaller than $80.

may be greater or smaller than $80.

gnwe
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2003/CE/T1/09
The government has imposed a fee for using the emergency 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/M/13

A market researcher 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 inelastic.

B, inelastic.

C. clastic.

D. unitarily elastic.
2004/CT/TI0O

Unit Price

Quantity

In the above diagram, DD is a demand curve. In the price range P, to Py, the elasticity of demand

A, isless than I.

B. isequalto].

C. s greater than 1.

D.  may be less than or greater than 1, depending on the exact values of Py, P, Q) and Q.
2005/CE/1/12

The table below shows the relationship between the price of Good X and its total sales revenue.

[ Price ($) 1] 2 | 3]
| Total sales revenue ($) | 100 [ 200 | 300 |

Within the above price range, the elasticity of demand of Good X is

equal 1o zero.

greater than zero and smaller than one,
cqual to one.

greater than one.

vaw>
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2006/CE/11/09
Fearing an outbreak ol bird {lu, people tend to consume fess live poultry but more canned food. As a result, the price ol the

canned food of a particular brand changed by 50% and its quantity transacted rose from 1 000 cans to 1 350 cans per month.
We can conclude that within the above price range this canned food had

A. an clastic demand.
B. an inclastic demand.
C.  an elastic supply.
D.  an inelastic supply.
2007/CE/11/09
The table below shows the relationship between the price of Good X and its sales revenue.
[ Price ($) [ 10 T 20 [ 30
Sales revenue ($) [ 1000 | 1500 | 2000 |

Within the above price range, the elasticity of demand for Good X is

A, equal to zero.
B. greater than zero and smaller than one.
C.  equal to one.
D.  greater than onc.
2007/CE/MI/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/II/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¥5 to RMB¥8 while its sales volume has increased by 10%.

In the above case,

A, the law of demand is violated.
B. the demand curve of the magazine can still be downward sloping.
C.  the demand for the magazine is inelastic.
D.  the supply of the magazine is elastic.
2008/CE/11/10

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 will the market price of HD TV sets remain unchanged?

The income of consumers increases

The government grants a cash subsidy to lower income groups to buy HD TV sets.
The demand for HD TV sets is perfectly inelastic.

The supply of HD TV sets is perfectly elastic.

vow >
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2009/CE/I1/09
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 expenditure on these air-tickets 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/II/10

Suppose with the more popular use of iPods (portable media players), 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/CE/M/07
Most Hong Kong people use either town gas or electricity for cooking. Suppose there is a drastic increase in electricity
charges. Consumers’ expenditure 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/11/09

The demand elasticity of Good X is equal to one. Which of the following is a correct description of Good X 7

A Anincrease 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 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

2010/CE/LI/10
Suppose an increase in the demand for Good Y results in a 10% and 5% change in its price and quantity fransacted
respectively. Which of the following could explain the extent of the change in the price and the quantity transacted?

The good is a habit-forming good.

There are no close substitutes for the good.

Firms producing the good have excess capacity in production

Firms producing the good have used factor inputs which are more specialized.

onw>
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7. Demand & Supply {Ii} Study the following news abstract.

2012/DSE//11
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 Dengueo fover (B35 #4) scare has hit Hong Kong afier 19 people In the past week were confirmed to
have contracted the vires Jocally, Dengue fever is transmitted to humans by Aedes slbopictus (&1 4 &%
£2), # type of mosquito commonly found in Hong Kong.

A elastic

B. inelastic. Suppose the price and the quantity of quito repelk sold in Hong Kong changed by 5% and 126%
C. unitarily elastic respectively shortly after the release of the above news. This indicates thet during that period and withip the
D.  perfectly inelastic. price range, there was an the mosq) pellents in Hong Kong.

A, elastic supply of

B. inelastic supply of
C.  selastic demand for
D.  inelastic demand for

2012/DSE/I/12
Owing to continuous bad weather, the quantity transacted of local vegetables falls by 40% whbile the price rises by 13%.
Which of the following statements are correct?

(1) The quantity demanded of local vegetables falls. 2020/DSE// 11
(2) The total expenditure on local vegetables rises.
(3) The demand for imported vegetables rises When the price of Australia’s red wine decreases from $70 10 $50, the quantity demanded increases from 100
(4) The total expenditure on imported vegetables may rise or fall depending on the elasticity of demand. units to 122 units. What is the arc elasticity of demand for Australia’s red wing within the above price range?
A. (1) and (2) only A, 0.59
B. (1)and (3) only B. 077
C. (2) and (4) only C. 130
D. (3)and (4) only D. 168

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 trains increases.
2015/DSE/I/11
The table below shows the relationship between the price of and the total expenditure on ice-cream.
[ Unit price ($) | 5 | 6 | 7 | 8 |
[ Total expenditure (§) [ 25 [ 30 | 35 | 40 |
From the above table, we can conclude that the clasticity of demand for ice-cream is (without regard to its negative
sign)
A, between zero and one
B. equal to zero
C. larger than one
D. equal to one

2016/DSE/N/1S
A decrease in the cost of producing Good X resulls in a 5% and 10% change in its price and quantily transacted respectively.
Which of the following best explains the above changes?

Good X is a durable good.

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 easily available.

onws
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2017/DSEN/15
Refer to the following conversation between Mandy and Shirley.
Mandy: I like coffee very much! No matter how its price changes, [ always buy the same amount of coffee
every week!
Shirley: I like coffee very much too! No matter how its price changes, T always spend the same amount of

money on coffee every week!
Based on their conversation, Mandy’s demand for collee is and Shirley’s demand for coffee is

A, perfectly inclastic ... perfectly inelastic
perfectly melnstic ... unitarily elastic
unitanly elastic perfectly inelastic
uniarily elastic unitarily elastic

oaw

2018/DSE/N/17

The original price of Sausage McMuffin with Egg was $11 cach. McDonald's introduced the following discount in a limited
time.

OM it 7]

$10 for 2! -
|

/

_Sausage McMuffin with Eg

%

As aresult, more people bought Sausapge McMuffin with Egg during the promotion period. Which of the following
statements about this situation is correct?

e
5 i

McDonald's was not maximising profit during the promotion period.

The demand for Sausage McMuffin 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.

cows

Short & Structured Questions

1692/CE/1/1(d)
In Hong Kong, the number of urban taxi ticences issued by the government is fixed.

(i) Draw a supply curve to illustrate this situation (2 marks)

(i1) 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

(II} why the total market value of all urban taxi licences in Hong Kong might increase. (10 marks)
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1993/CEN(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
of a diagram, explain this phenomenon in terms of the price elasticity of demand. (7 marks)

1994/CE/1/11(b)
Suppose a typhoon destroys a large quantity 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-cut will reduce our newspaper’s totul sales revenue.’
Sales manager: ‘Even if we do not cut our price, the total sales revenue will still decrease when others cut theirs.’

Explain the argument behind EACH of the above statements with the aid of a separate diagram. (11 marks)
1997/CE/I/11(c)

Suppose there is a drastic increase in sewage charges which affects the total revenue of local restaurants, With the aid of a
diagram, explain the condition under which the total revenue would decrease. (8 marks)

2000/CE//L1(b)
With the aid of a diagram, explain the condition under which a large emigration of Country A’s warkers 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/1/2

Suppose the postage charge of a country is fixed. When e-commerce and e-mail becomes popular, the revenue of the
country’s Post Otfice from the postage charge falls sharply.

(a) Indicate in a diagram the decrease in the postage charge revenue of the Post Office.

(b) In order to compensate for the 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)
Deftation 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's total export value (in terms of
the Hong Kong dollar). (7 marks)
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2005/CE/1/9
The Western Harbour Crossing (¥ # #li % ) has no traffic congestion problem. In July 2004, its tolls increased (except for
taxis).

a)  With the aid of a diagram, explain under what condition an increase in the tolls would increase the sales revenue of the
g
tunnel company. {6 marks)

(b) (i) The traffic using the Cross Harbour Tunne! ({1 i 41 % ) 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 vsing the Cross Harbowr Tunnel
during the rush hours would become more congested. (6 marks)

2009/CE/1/9(b)
In recent years, the price of textbooks has became 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 local newspaper article.

The MTR corporation raised the raibvay fares by 5.4% in 2012. This increase was bhased on the Fare
Adjustment Mechanism set by the government. To respond to the discontent of the public vover the fure
increase, the Corporation introduced a concessionary measure “Ride 10 Get I Free”,

With the aid ol'a diagram, explain under what condition the total expenditure ol passengers on the MTR will increase

becanse of the rise in fare. (5 marks)

2015/DSE/N/11(c)
Tobacco duty is an indirect tax in Hong Kong. The Financial Scerctary has increased the tobacco duty rate with the aim of
discouraging smoking.

An economist stated. “Other thing being constant, the rise in the tobacco duty rate would not effectively reduce the quantity
consumed of duty-paid cigareties.” Justify his statement WITHOUT using a diagram. (4 marks)
2017/DSE/1/10(c)

MTR Corporation Limited (stock code: 66) provides railway services in Hong Kong.

Table 1: Business information about the Jocal services of MTR

Vear Fare Adjustment Total Passengers Total Revenue
Rate Boarding {In million) (HK$ million)
2012 +5.4% 1431 14 523
2013 +2.7% 1475 15166
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)

2018/DSE//5(a)
During peak flu scasons, 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 medical staff, it is still difficult to
relieve the problem’ Justify his statement using the concept of elasticity of supply / demand. (3 marks)
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MARKING SCHEME

1990/CE/1/05 2000/CEAT/10 2006/CEAI09 2010/CEA 10
B A D (14%) D (20%)
1990/CE/MI/26 1996/CE/T1/10 2002/CE/1/08 2007/CE/11/09 2012/DSE//1]
C C A(44%) B (35%) C (45%)
1991/CE/M/19 1997/CE/TI/08 2002/CEAL10 2007/CE/I/ T 2012/DSE/N/12
C D B (34%) D (52%) B(61%)
199 1/CEM/23 1997/CEM09 2003/CEAL05 2008/CEAL06 2014/DSEN3
C C C(51%) B (24%) B (60%)
199 1/CE/MI/ST 2003/CEA07 2008/CE/A10 2055/DSEM/LT
C C (55%) D (56%) B (47%)
1992/CEM/28 1998/CE/1/06 2003/CE/11/09 2009/CE/H0S 2016/DSE/N/1S
C B B (45%) C (62%) A(37%)
1993/CE/H1/20 1998/CE/M/07 2003/CE/MI/13 2009/CE/I/10 2017/DSEN/S
D C D (59%) C (26%) B (84%)
1993/CE/11/25 2000/CE/1/03 2004/CE/1/09 2010/CE/NI/OT 2018/DSEA/7
A A C(51%) D (52%) C (63%)
1993/CE/1/28 2000/CE/MI/05 2005/CE/M/2 2010/CE/TT/09 2019/DSE/1}
C A A (32%) C (42%) A
2020/DSE/ Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.
A
1992/CLEA/1(d)
U] (iny
Price of x taxi licence Price of 2 1l licence
s
.
0 s # No. of taxd licznces > No. of taxilioeness
(1) Indicate in the diagram:
- supply curve shifts to the right (0
=P (hH
- correct position of *gain’ and ‘loss’ (D
- gain > loss (1)
(1) The price of a taxi licence will decrease, because Q)
there 1s an increase in supply. (h
(I If the demand for taxi licences is elastic, {2)

the percentage increase in quantity demanded will be larger than the percentage decrease in price.
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Q= @

- cor ain’ ‘loss”
-~ gain > loss

Vi ! explanation:
The demand for hamburgers is elastic (because there are substiiutes).
The percentage decrease in price is smaller than the percentage increase in quantity demanded.

1004/CE/L/11(b)

X g s
Price N Py au—,
4
o+
»
- D ‘
0 > Quantity
¢ - Q

Indicate in the diagram:

- supply curve shifts to the left

- correct position of ‘gain’ and ‘loss’
- gain > loss

Verbal explanation:
Since the demand s inelastic,
the percentage increase in price is larger than the percentage decrease in quantity sold.
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Micrpetonormics by Tapic
7. Demand & Suppiy (i}
1996/CEN/ L E(a}
General manager:
Quantity
Q- Q

Indicate in the diawgram:
-Pl&eQr (1
- correct position of “gain’ and ‘foss’ (1
- gain < loss B}
Verbal explanation:
The demand is inelastic, (1

the percentage increase in quantity demanded is smaller than the percentage decrease in price. 2)
Sales manager:
Indicate in the diagram:
- demand corve shifts to the left (1)
- Punchanged & Q | D
- loss )
Yerbal explanation:
The demand for this newspaper would decrease (because different newspapers are substitutes for each other) (1
The quantity transacted decreases. : (1)
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7. Demand & Supply [1] 7 Deand & Supply (1}
TO97/CEN N (c) 2001/CEAR2
. Unit Price
Trice (%) S5 D, with substitutes
D, with no substitutes
PO
Py
P, =P,
R
Dy
o Quantil
Q@ Q Qs v
Indicate in the diggram: -
- supply curve shifts to the left [4))] (a) Inchcate in the praph:
-Pl&Q1 3} - demand curve shifls to the lejt n
- correct position of ‘gain’ and ‘loss’ [¢))] - fixed postage charge, ie, Py =Py [¢D]
~ gain < loss () - Ly = decrease in total revenue {1)
(&) Indicate in the graph:
phy of restaurant services decreases (because of an increase in production cost). (1) new loss in total revenue (1
T'he demand is elastic, (1 G = new gain in total revenue (H
the percentage increase in price is smaller than the percentage decrease in quantity demanded (3}
2003/CE/1/9(a)
2000/CEA/1(b) Unit Price
\ 5* (local + immigrants)
5 Quantity
. P Quantity of labour
¢ L L
Indicate 1n the diggram:
Indicate in the graph: -PlandQ1 ) M
- 8 (local people) shifls rightward to S°(local + unmigrants) (1) - revenue Joss < revenue gain (2)
- correct position of “gain’ and “lass’ (1} )
- loss > gain ) Verbal elaboration:
The fall in export prices leads to an increase in the export volume, ()
Verbal explanation: As the demand for HK exports is elastic, 80}
The supply of labour increases (n the percentage change in export price is smaller than the percentage change in the export volume )
The demand 15 inelastic, (n
the percentage decrease in wage rate is larger than the percentage increase in employment (3
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7. Demand & Sugphy (Il 7 Dervand & Supply {1}
2005/CE/1/9 2009/CEAS()
(a) -
Unit Price Unit Price
4 st N
n
-
P2
5 i
N
v Lost\D 0 * Cuantity
Quantity
0 p .
RN Indicate in the diagram:
- supply curve shifts to the left [¢)]
ndicate on the diagram: ~Q@dand P (D)
- Area abPiP; = Gain, Area beQQ, = Loss (U] - loss in total revenue < gain in total revenue 2)
- Gain > Loss ("
Verbal efaboration:
Verbal elaboration: The supply of textbooks decreases, because the cost of production has increased ()
(After the increase in tolls,) the quantity demanded decreases. (h The price increases and the quantity transacted decreases, (1)
The demand for the tunnel service is inclastic, {1y Tf the demand is inelastic, (1
the percentage change in price is larger than the percentage change in quantity demanded 2) the percentage change in quantity demanded is smaller than the percentage change in price. (1)
by (D) 2013/DSE//9(a)
"
¥
L
D
. 0 Q
Quantity Q=1
Indicate on the diagram:
Indicate on the diagram: - correction position of gain and loss D]
- price {P1) is below the equilibrium price )] - gain > loss [4D]
- rightward shift of the demand curve (h
- excess demand increases fromato b [ N | BT -
Verbal elabort If the demand for MTR service is inelastic, [¢D)]
Jerva' claboralion . : . the percentage increase in fare will be higher than the percentage decrease in the oumber of (rips (, so the total expenditure
The Cross Harbour Tunnel is a substitute of the Western Harbour Crossing i3] P s
i N y . N il will increase). (2)
The demand for the Cross Harbour Tunnel’s service increases. )
(With a fixed price,) the excess demand would increase. 83
2015/DSE/VI )
Tobaceo duty would increase the market price of duty-paid cigarettes and thus reduce its guantity demanded. ()
1f cigarette consumers are addicted, ()]
their demand for cigarettes would be inelastic, so 1)
the pereentage decrease in quantity demanded would be smaller than the percentage increase in price. [¢h]
269 270
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Micmconomlé by Topk
7. Demand & Supply flf

2017/DSEN/10(c)

1‘"' m Increase in TR

Py
—
D,
Dy
0 «).,_)o. 2

THustrate in the diagram:
- rightward shift in the demand curve H
- higher price and quantity ¢
- higher lotal revenue (€8]
Verbal elaboration:
No, because 4]

there was a risc in demand., {2)
As both the price and the quantity transacted have increased, (2)

tatal revenoe has increased. (1

(Max: 7)

2018/DSEA/5 )
The supply of medical staff may be inelastic becanuse (€3]

they require special training and quatification. ()
(Even if the government raises thew wage rates sharply,) the percentage increase in the quantity supplied of medical staff
would stifl be smaller than the percentage increase in their wage rates. [43]
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7.2 EFFICIENCY & SOCIAL SURPLUS

Multiple Choice Questions

1985/AL/1/22
Consumer surplus is the

A.  excess guantity of a good which the consumer cannot consume.

B. quantity of a good which the consumer chooses not to consume

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/1/15

Consumer surplus is

A, the amount left over after 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 area underneath the consumer’s demand curve
1990/AL/1/02

‘Consumer equilibrium’ means

A, to each individual, the marginal benefit of a good is equal to its price.

B. to each individual, the marginal benefit of every good is equal.

C.  to each mdividual, 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/T/08

Which of the following statements about ‘benefit’ is true?

A.  When a good has a benefit, it must have a market value.

B. A good 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 visitors to the Hong Kong Park does not reach its full capacity. If the government
now charges an entrance fec,

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

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 total market value will fall.

onws
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1997/AL/V07
A free good

A, is provided by the government free of charge.
B.  has no benefit and is not preferred.
C.isagood the supply of which is so abundant that more of it is not preferred.
D. 15 a gift of nature.
1998/AL/N/12

Due to exceptionally good weather, the supply of wheat has increased. The total benefit of wheat will
market value

A, decrease ...... will decrease

B. increase ..... will increase

C.  decrease ...... may decrease or increase

D. increase ...... may decrease or increase
1998/AL/1/24

Microeconomics ty Tegic
7. Demand & Supply {li}

and the total

Mary spent $500 to enter a lucky 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.  Ttis costless for Mary to use the ticket.
B.  (out of syllabus)
C. The ticket must worth more than $500 to Mary.
D.  None of the above.
2000/AL/1/10

A free good i1s a good that yields zero

A, marginal benefit.

B.  average benefit.

C.  total benefit.

D.  consumer surplus.
2001/AL/1/19

A free good

A. s less preferable than an economic good.

B.  has zero marginal benefit.

C.  is a good that has no demand.

D.  isagood 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 consumer is willing to pay at the margin.
may not be necessary in directing the use of scarce resources

All of the above.

Towp
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F'Dernand & Supply il

2003/AL/V11

In production, resource allocation is said to be efficient when

the marginal cost of production equals the marginal benefit.

the marginal benefit equals the product price.

the marginal cost of production equals the marginal revenue

the marginal cost of production equals the average cost of production.

vow>

2006/AL/1/02
The marginal benetit of an individual on a good

A, is observable.

B. s asserted to be decreasing,

C.  always begins with a positive value.

D. has to be expressed in terms of money.
2006/AL/1/23
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 transactions are zero.
2008/AL/1/05

Consumer surplus is

what a consumer possesses that is more than he can consume.
what a consumer has purchased that is more than he intended.
that part of benefit of a good exceeding the expenditure.

that part of income a consumer donated to charity.

Unw>

2010/AL//07
The market price of a good

A, reflects its marginal benefit.

B. s determined by its total benefit.

C. is a competitive criterion that leads to inefficiency.

D.  will not exist in the absence of money.
2012/AL/1/01

A free good

A. s provided by the government free of charge.
B.  has zero marginal benefit.

C. s less preferable than an economic good.

D. has no demand.

2012/AL/1/05
Susan says, “I won’t eat any more pineapple unless you pay me!” Which of the following statements is correct?

A, The demand curve of Susan cannot be drawn.
B. The marginal benefit of pineapple to Susan is zero.
C.  (out of syllabus)
D. Susan’s demand for pineapple is perfectly inelastic.
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2012/ALN/07
If floods in Thailand have destroyed more than half of her crops, the total market value of the crops

may rise or fall but the total benefit will rise.
may rise or fall but the total benefit will fall.
will rise but the total benefit will fall.
will fall but the total benefit will rise.

oow>

2012/ALAN6
A video-rental club charges $20 per movie, or consumers can purchase a pre-paid coupon at a charge of $100 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/N/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
5 170

Suppose the market price is $35. At the profit-maximizing output level, the firm’s profit and total producer surplus are

_and respectively.
A $10.. . %10
B $10... %30
C. $30... 310
D. $30 ... $30
PP/DSE/l/14

The following diagram shows the demand and supply curves of good X in a perfectly competitive market.

Price (%)

N
NN

/‘ \\ \D,

Cruantity

There is a shift in the demand curve for good X from Dy to Dz2. As a
result,

A.  firms enjoy more producer surplus.

B. the marginal cost of producing the last unit decreases.
C. the supply of good X increases.

D consnmers eniny less consumer surplus
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PP/DSE/I/17
Economic cfficiency is attained when

(1} Total benefits to consumers are maximized
(2)  All potential gains are fully captured.
(3) Marginal social benefits are equal to marginal social costs.

A, (l)and (2) only
B, (l)and (3) only
C. (2)and (3) only
D. (1) (2)and (3)
2012/DSE/1/14

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
the urban taxi service are correct?

TOw»

(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.

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

2014/DSE//15
Refer to the following supply-demand diagram for the Cross-Harbour Tunnel,

Toll
~

Existing toll

0 Number of cars

The government proposed to raise the toll for the Cross-Harbour Tunnel so as to lessen the traffic congestion during rush
hours. Suppose the maximum vehicular volume of the tunnel s fixed. Which of the following statements are correct?

TOw >

(1) The demand for the service of the Cross-Harbour Tunnel will decrease.
(2) The total revenue of the Cross-Harbour Tunnel will increase

(3) The deadweight loss caused by traffic congestion will decrease.

(4) The opportunity cost ol the drivers using the tunnel will increase.

(1) and (3) only
(1) and (4) only
(2) and (3) only
(2) and (4) only
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2015/DSE/N/22
Reler to the following diagram.
Ul pries (5)
The maximum total social surplus is equal to Z
P k= —
A, AreaZ v -
B, Area(Y+Z) 7~
C.  Area (WHX+Y) ~ )./ b
D.  Area (X+Y+Z) =
0 Quamtity
2016/DSE//21

In which of the following situations is efficiency attained?

A.  Total social benefit is equal to total social cost.

B.  Producer surplus is equal to consumer surplus

C.  The difference between marginal social benefit and marginal social cost is zero

D.  The consumer surplus of alf consumers in the market ts maximised.
2016/DSE/1/22

The following diagram shows the supply and demand curves of Good X.

Price ($)

P4

Quatity:

Good X and Good Yare in competitive supply. A rise in the demand for Good Y will lead to in the consumer surplus and in
the producer surplus in the market of Good X.

(Assumc the supply and demand curves of Good X shift in a parallel manner.)

A. anincrease ...... an increase

B. anincrease ...... a decrease

C. adecrease an increase

D. adecrease ...... a decrease
2017/DSE/I/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 HK$10 000 for a ticket. The above case illustrates the
function of price because

A.  rationing ...... the tickets are rationed to the highest-valued buyers

B. rationing ...... demand will be reduced by a higher price

C.  allocative...... more profits can be earned with a higher price

N allocative more resources should be allocated to the producer to raise the supply
277

2019/128E/1/21
Refer to the following supply-demand diagram of Good X.

ngcts)

If the government sets 8 quota at Q;, then will decrease.
(1) total social surplus
(2)  total expenditure on Good X
(3) consumer surplus
{4) producer surplus
A, (1)and(Z)only

B. (t)and (3) only
C.  (2)md{4)ouly
D, 3yand{only

2019/DSE/N/22

Suppose thers is'a bad harvest of flowers due to global warming. The marginal bencfit of flowers will

and the total exch value . X

vomp

2024/DSEN/ 17

Refer vo the folowing demand-supply diagram of Good Y.

Price
A

Lo SR L s i

P R EC

0 2 > Quativy

¥ the government fowers the price ceiling of Good Y from P to P,

UoP >

the producer surplus will decrease,

the consumer surplus will increase,

the total social surplus will remain unchanged,
the excess supply of Good Y will be eliminated.
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2021/DSE/N/19

8ince most schools deliver their lessons online, more students need to buy tablet computers. The marginal
cost of the last unif of tablet computers will and the producer surplus will

A, decrease ... incroase
B. decrease .., decrease
C.  increase ... increase
D.  increase ... decrease

Z021/D8E//20
Initially a country imposes an effective quota on coffee bean production.

If now more people like to drink coffer, which of the following statements about coffee bean market are
cotrect?

(1} The total expenditure will increase.
(2) The deadweight loss will increase.
(3) The consumer surplus will increase,

A, (Iyand (2) only
B, {lyand (yonly
C. (2)and (3 only
D. (1), (Zyand (3}

.
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RMicroeconomics by Topic
# Demand & Supply fli}

Short & Struclured Questions

1988/AL/N/2
“The maximum one is willing to pay is marginal benefit.” Why is the word maximum associated with marginal benefit?

[989/AL//1
What is price?

1592/AL/1/6

In the State of Washington, one who wishes to hunt for mountain goats must obtain a special goat permit. Each year
approximately 8 000 people apply for goat permits. A draw is held to select 1 000 ‘winners’. Each winner may then purchase
a goat permit for US$20.00, entitling him to kill a maximum of one goat over a one-year period. Permits are not legally
transferable, nor can they be resold, in any form. Each year about 250 permit holders succeed in killing a goat.

If the goat permits were allowed to be resold in a free market, would the new price be higher or lower? And would more
goats be killed? Explain.

1994/AL//8
Compact discs of popular songs are now being reproduced on a massive scale in China. This reproduction is illegal, and the
reproduced discs are sold in the market at stgnificantly Jower prices than the originul discs.

From the standpoint of maximizing social gains, should the ilfegal practice of reproducing discs be firmly suppressed so that
only the higher-priced original dises can be found on the market? Explain,

1997/AL/1/8(a)

University education in Hong Kong is heavily subsidized by the government. Under this system, admission to university as
well as the sclections of university and ficld of study arc based on cxamination results. Imagine that there is an alternative
system in which students in which students are admitled according to their willingness and abilily to pay the highest price
(tuition).

Of the numerous differences between these two systems, analyse only the following: How hard students will study ina
university, when each and every university sets a firm standard requirement for graduation and the award of a degree.

2002/AL//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
Ilustrate and explain why the cfficiency condition is not satisticd in buffet dinners.

2006/AL/T/9

Whereas ladies trom mainiand China are coming to Hong Kong to buy the authentic handbags bearing prestigious brand
names, ladies from Hong Kong are going to Shenzhen to buy fake handbags bearing the same brand names. The handbags
look alike, but the authentic ones cost nearly 50 times more than the fake ones, even though they are only slightly more
durable.

Does this imply that the ladies from China are richer than the Hong Kong ladies? Why would they pay such high prices for
fandbare whish are aveested to be only slightly more durable?
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2009/AL//7(a)
In the United States, hunting of wildlilc is restricted to certain seasons of the year. For residents of a given state, hunting
licences for different species arce required and cach specics bears a different licence fee. Out-of-state residents who want to
hunt in the same state are required to pay higher licence fees.

Do you expect the out-of-state Ticenee holders to be better hunters than the licence holders of the resident state? Explain,

PP/DSE/1/4
{a) What is ‘deadweight loss™? (2 marks)
(b) A teacher said, ‘An effective price ceiling may increase the consumer surplus.’
His student replied, ‘If this 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 |
Price
8
Pc = price ceiling
Pe
D
0 Quuntity
(i)) Do you agree with the student? Explain your answer with the aid of Figure 2. (5 marks)
Figure 2
Price
S
Pc = price ceiling
Pe
D
0 Qupntity
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FoDemand & Supply (1l

PP/DSE//12(b)(i)

In November 2010, the animated version of the Riverside Scene at the Qingming Festival (i “f* ) 78 i #5 1] 1< 3] Bl ) was
exhibited in Hong Kong. 600 000 tickets were sold at $10 each through the URBTIX outlets and the Internet. 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//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 a new high in the past few months. It is expected that more
and more small fluts will be available for sale in the coming future.

Explain ONE function of price which can be found in the above news extract. (2 marks)

2016/DSE/V11
Medical service is one of the basic human needs.

Source A: a conversation outside a public clinic in Hong Kong
Son:  Dad, I feel very ill.
Futher: Oh no! There is « long quene waiting.
Son: Why don't we go to a private doctor?
Futher: The fee charged by public clinicy is only $43, much lower than that
charged by private doctors.

(b) With reference to Source A, explain with the aid of Figure 1 how the price set by public clinics may lead to economic
inefficiency in the provision of public medical service. (6 marks)
(Assume the supply curve in Figure I fully reflects the marginal social cost of public medical service.)

Price (8} Figure 1: publi i vi

[ Quantity

Source B: an extract from the Hospital Authority webpage

The Hospital Authority is c itted to providing ity-hased primary care
services. Qur target putients include the elderly, low-income individuals, and
patients with chronic diseaes.

(d) Many people argue that public clinics should raise the fee to reduce the waiting time. Evaluate this argument in terms of
economic efficiency. (2 marks)
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2019/DSE/TI/ 11 Microeconomics by Tespier
7. Demand & Supply fi}
The Guangzhou-Shenzhen-Hong Kong Express Rail Link (High Speed Rail) was launched in September

2018. MARKING SCHEME
(a)  Explain the effect of the launch of High Speed Rail on labour mobility of Hong Kong. (3 marks)
. X 1985/AL/1/22 1997/AL/1/07 2003/AL/1/11 2012/AL/1/05 2012/DSE//14
(b) meng pomho]xdnys, there arc 2 lot of empty seats on some ains of the High Speed Rail. With the D C A B (45%) C (64%)
aid of Figure 1, explain why the above situation may be inefficient. {4 marks)
. 1986/AL//1S 1998/AL/A/12 2006/AL/1/02 2012/AL/1/07 2014/DSEN/S
]'-‘3“ ) Fewel C n B (71%) B (68%) € (54%)
1990/AL/T/02 1998/AL/1/24 2006/AL/23 2012/ALNA16 2015/DSE/M/22
s A A C (53%) D{67%) D{64%)
. 1991/ALA1/08 2000/A1.41/10 2008/ALN/0S PP/DSE/2 2016/DSE/N21
D A C(94%) B C (68%)
1995/A1/1/03 2001/AL/1/19 2010/AL10T PP/DSEAS 2016/DSE/22
B B A {85%%) A D(61%)
1995/AL/1/06 2002/AL0/10 2012/AL71/01 PP/DSE/N/17 2017/DSEN2
B D B(70%) (o A (88%%)
- 2019/DSEN/2] Note: Figures in brackets indicate the pere iges of candidutes o ing the correct answers.
D B 2019/DSE/N
5 Numh B
0 of passengors 1988/AL//2 ]

The marginal benefit (1.¢. value) is the maximum a consumer 1s willing to pay for the last unit purchased. Errors aside. no
maximizing individual will, on a voluntary basis, pay more than what he 1s willing to pay.

I price 1s lower than his marginal benefit, to maximise consumer surplus, the consumer will buy more unlil the price is equal
to his marginal benefit. Therefore, at the margin, he will pay the maximum of what he is willing to pay, and price equals
marginal benefit.

1989/AL//1
Price is a marginal benefit (i.e. the maximum an individual is willing to pay at the margin).

Price serves as a signahing device to direct resource allocation (i.e. allocative function); it also serves as a criterion of
determining who wins or loses in competing for goods and services in the market place (i e. rationing function)

1992/AL/1IG
The market price of the permits will definitely be higher than $20. because in this market the criteria of drawing lottery will
not be used, leaving the market price to measure fully the marginal benefit people place ou the permit.

With the permits now going to thase who offer the highest prices in the resale market, more goats will likely be kitled. 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 be killed not because permit holders wished to make compensation for the higher price, but
becanse only better hunters were willing to pay a higher price to obtain the permits.)

1994/AL/TI/R

No. The marginal cost of reproducing dises (tegal or lfegal) is much lower than the selling price. Smnce illegal copies are
sold at a lower price, buyers can enjoy a greater consumer surptus. The marginal benefit is closer to the marginal cost,
leading to a more efficient allocation of resources.

Yes. If reproduced discs are sold in the market, in an extreme case, the composers of the songs will not be able to receive any

revenue from selling the original discs. There will be no more new songs and original discs in the future {and hence illegal
reproduction), and no more consumer surplus and producer surplus in the future.
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1997/ AL/8(a) PP/DSEAA
When a student is required o pay a hagh tuition out of his own pocket to buy university education, his own marginal benefit {by (i)
on university education will also be high. He will therefore treasure education more, with the result that he would study 4 T2
harder than when he does not have to pay and put a low marginal benefit on education. J
(Note: Whether students are witling 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.)
L%
2002/ AL/T/06(b)
Whoever pays for the puschase of the tunnel, the payment is a cost to society. I the government purchases the tunne! (tax v
money is a cost to society) and let all cars use it free of charge, there is no way of knowing the total benefit to the users will
cover the purchasing cost of the funnel. even if we ignore the cost of operation. Whether or not here is congestion makes no
difference to this answer, n
ol 0
[
2006/AL//S Indicate in the diasram:
In a buffet dinner when a consumer eats until his marginal benefit reaches zero, lower than the marginal cost of producing - deadweight Joss (DL) (n
food, we have an mefficient situation, - quantity is Qc (M
2006/ALM9 Verbal elaboration:
It does not mean ladies in mainland China are richer than those in Hong Kong, Tt only indicates that mainland ladies have a No, b [
bigher maximum willingness to pay for prestigions handbags. Such a higher marginal benefit could be a result of higher when price is set below equilibrium, the quantity transacted will be reduced. (1)
wealth or income. or olher factors such as a lack of substitutes or consumer preference (e.g. due to culture or advertisement) marginal cost of sellers is lower than marginal benefit of consumers / there is deadweight loss. (1)
favourable to these handbags.
Many ladies from China pay such high prices because they do care for famous or prestigious brand names and it is possible PR/DSEA2(b))
that mainland ladies 1 general have a higher preference for prestige. Rationing function: Tickets were distributed to the buyers who were willing to pay at least $200 ()

2009/ALA/T(a)
The higher licence fees plus the higher travelling costs indicaic that the cost per animal hunted is considerably higher for out-
of-state hunters, so in general they would have to be better unters to equate the marginal gain and marginal cost of hunting,

2015/DSEA/(a)
Allocative function: Higher prices of small-sized flats would induce real-estate developers to direct more resources towards
the production of small flats.

OR
PPDSES Ml ) ) N .
[RDSHS . . . i N Signal function: Prices help transmit information about consumer demand refative to producer supply. 2)
(a)  Deadweight loss is the loss in the total social surplus or the patential gains not fully captured when marginal benefit does
not equal margmal cost, ()]
by (i} Yes. [RD]
» Figme 1

Indicate in the diagram:
- gain of consumer surplus () n
~loss of consumer surplus (<) m
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(With the
the margial benefit is Jarger than the marginal cost

(d) Efficiency.

! { r ! I i !
Microeconomics by Topic
7 Demand & Supply {1l}
2016/DSEA/NY
(b) Price($)
A
\ DL = deadweight loss
DL
45
T
i Sbortago
9 Q,Q, Q Guantity
i 148 1N
- set below equilibrmam Q)]
- correct posttion of Oy (R3]
- correct position of deadweight toss 1)
Verbal elaboration:
The pr el at $45 which is below equilibrium. )

stence of shortage,) the quantity transacted 15 below equilibrium quantity or there is underproduction, (1)

)

The fee increase would improve efficiency as if results m a price closer to the equilibrium level, thus narrowing the gap

between MB and MC' and reducing the size of deacdweight loss.

2019/DSE/NIA

(2) The launch of HSR will increase the geographical mobility of workers because the

transportalion network improves.

() Verbal elghoration:

Faren are set above the market-clearing (or equilibrium) ievel. So marginal benefit

of train service is Jarger than marginal cost.
- correct position of P and
- correct position of deadweight loss (DL)

Figes )

ex supply

o]
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15.

16.

2022

The following table shows the market supply schedule of a good.

Unit price ($)

Quantity supplied (units)

2

22

26

30

34

38

N | n | AW

42

Suppose the original equilibrium price is $5.
the market price will rise to $6. Which of the following statements are correct?

(1) The ratio of buyers’ tax burden to sellers’ tax burden will be 1:1.

(2) The total tax revenue will be $76.
(3) The total revenue net of tax will decrease by $50.

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

Refer to the following supply and demand schedules of Good X.

If the government imposes a per-unit tax of $2 on the good,

Unit price ($) 7 8 9 10 11 12 13
Quantity demanded (units) 700 600 500 400 300 200 100
Quantity supplied (units) 250 | 300 | 350 | 400 | 450 | 500 550

If the government increases the price floor from $9 to $11, the total expenditure on Good X will

A. become $3300
B. become $4950
C. increase by $150
D. increase by $950

21. Refer to the following supply-demand diagram of Good X.

Price S without subsidy
A
S with subsidy
0 D—: Quantity

If the government cancels the per-unit subsidy on Good X, it will lead to a decrease in

(1) quantity transacted
(2) consumer surplus
(3) deadweight loss

A. (1)and (2) only
B. (1)and(3)only
C. (2)and (3) only
D. (1),(2)and (3)
4 Country B and Country C are two large open economies. Facing a huge visible trade deficit, Country B

imposes a per-unit tacifl’ on goods imported from Country €. Suppose Country B's demand for goods
imported from Country C is clastic.

(@ With the aid of Figure 1. explain how the tariff svould affect the total expenditure of Country B on
goods imporied [rom Country C. (6 marks)

(b)y  “Devaluation of a country ‘s currency against its trading partoers’ may have the same effect on imponts
as Ll Use Country B as an example 1o justily this statement (2 marks)

(c)  Apart [rom the elfect on the country’s visible trade balance. explain ONE other eflect of devaluation
on its balance of paymenls. (2 marks)

Price (inlerms of Country B’s currency)
A

0 > Quantily-o L goads imported from Coviniy C



SECTION 8: MARKET INTERVENTION

8.1 PRICE CONTROL
Muitiple Choice (uestions

1990/CE/H/04
Which of the following will result in a “shortage” of housing?

A.  There is an increase in population.

B.  Many people cannot afford to buy a flat.

C.  The supply of housing is inclastic.

D.  The government sets the price of housing below the market price.
1992/CE/11/24

[f the government imposes a price floor below the equilibrium price, there will be

A adecrease in the sales revenue.
B. adecrease in the quantity transacted.
C. an excess supply.
D no excess demand.
1992/CE/N27

Micrpestnamics By Tople
0 Mkt |nteevartliny

The below diagram shows the price and quantity of Good X. The price increases from Pc to Pe after the price ceiling is

cancelled. As a result, the total expenditure on Good X will

Unit Price

Pe f= -

i

P o=~

%
0 Quantity
A, Increase.
B. decrease.
C. remain unchanged.
D. either increase or decrease, depending on its price elasticity of demand,
1993/CE/MN/27

Filipino maids working as domestic helpers in Hong Kong receive a minimum wage. They usually have to wait for a long
time before obtaining employment in Hong Kong. They would have a shorter waiting time and more employment

opportunities in Hong Kong if

their minimum wage was raised

the minimum wage legislation was removed

the Philippines was more politically unstable

a surcharge was imposed on the Hong Kong employers

onws
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Micmeconamics by Topic
£ Market Intervention

1994/CE/I/10
The following diagram shows the supply of and the demand for the tickets of a concert.

Price s

R IS

@ Quantity

If the ticket are sold at P2 instead of P,

(1) ablack market may occur.

(2) the sales revenue will be smaller.

(3] the quantity transacted will be greater.

(4) the sales revenue may increase or decrease,
depending on the price clasticity of demand.

A. (1) and (2) only
B. (1)and(4)only
C. (2)and (3) only
D.  (3)and (4) only
1995/CE/11/09

The flats under the Home-Ownership Scheme are allocated by a draw. This implies that

A.  the Housing Authority has under-estimated the demand for this type of housing.
B.  adraw is the fairest method in allocating resources.
C. the price of this type of housing below its cost.
D. the price of this type of housing is below the equilibrium price.
1995/CE/M/12

Price ($)

0
Quantily (units)

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°,
(1) the excess demand will be greater.

(2) the guantity transacted will not change.
(3) the sales revenue will increase when the demand is elastic.

A, (1) and (2) only
B. (l}and(3)only
C.  (2)and (3) only
D. (1), (2)and (3)
286
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Mcroeconormics Sy Tesgne:
8. Market Intesvention

1996/CE/11/08
Shortage occurs when

A, aprice floor below the equilibrium price is imposed.
B, aneftective price ceiling is imposed.
C. the supply is reduced.
D. the demand increases sharply.
1996/CE/11/09

Suppose initially the price of a certain good is fixed below the market equilibrium, Relaxing the price control will lead to

(1) anincrease in revenue.

(2) adecrease in demand.

(3) an increase in revenue only if the demand for this good is inelastic.
(4) an increase in the quantity supplied.

A, (1)and (2) only
B. (1}and (4) only
C. (2)and (3) only
D.  (3)and (4) only
1997/CE/M/56

Suppose the government has put an end to all sorts of rent control in Hong Kong. This measure would NOT

A, lead to a wider wealth gap.

B. increase the property tax revenue.

C. lead to a shortage in the property market.

D. increase the guantity supplied of rental accommodation.
1998/CE/1/04

If a price floor is set below the equilibrium price of good X,

A, ashortage of good X will occur.
B. the quantity transacted will decrease.
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/11/06
o Quantity Demanded | Quantity Supplied
Unit price ($) (units) (units)
7 8 20
6 12 18
5 16 16
4 20 14
3 24 12

Refer to the above supply and demand schedule for good X, The government sets its minimum price at $4 per unit. What
would happen if the government raised the minimum price to $6 per unit?

SAws

The shortage of good X would disappear.

The quantity transacted would increase.
Consumer expenditure on good X would decrease.
The surplus of good X would decrease.
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Microeconormics by Topic Microeconomics by Topic
8 Market Intervention 8. Market Intervention
2000/CE/11/06 2004/CE/MNN3

Hong Kong’s recent economic recession has caused a decline in people’s income. In view of this, the government decided to When the Real Madrid football team visited Hong Kong, many people queucd up for days for the tickets to watch the game.
lower the etfective minimum wage level of Filipino maids. As a result of these TWO changes, Some people complained that they were unable to buy a ticket even they were willing to pay the ofticial ticket price. This

implies that
(1) The demand for Filipino maids should decrease

(2) The quantity supplied of Filipino maids should decrease. (1) there was only price competition for the ticket.
(3) The excess supply of Filipino maids should decrease. (2) he official ticket price was sel below the market clearing level.
(4) The total expenditure on the employment of Filipino maids should drop. (3) the opportunily cosl of obtaining a ticket was higher than its ofticial selling price.
A. (1) and (2) only A. (1)and (2) only
B. (2)and (3) only B. (1) and (3) only
C. (1), (2)and (3) only C. (2)and (3) only
D. (1), (3)and (4) only D, (1), (2)and (3)
2002/CE/1/06 2005/CE/M/13
The following table shows the supply of and demand for Good X. As shown in the following graph, the government of a certain country has fixed the price of agricultural products at P’
= - - Unit Price
Unit price (%) Quamle demanded Quantvlty _supphed
(units) (units)
2 20 4
4 16 8
6 12 12
8 8 16
10 4 20 0 Quantity
If the government raises the price ceiling from $4 per unit to $8 per unit, the quantity transacted will If the price of fertilizers falls, what will happen to the agricultural products? There will be
A.  increase by 4 units A.  alarger excess demand.
B. increase by 8 units B. an increase in the quantity transacted.
C. decrease by 8 units. C. an increase in the sales revenue.
D. decrease by 4 units. D.  alarger cxcess supply.
2004/CE/TI/12 2007/CE//07
Uit Price An imposition of a minimum wage legislation would increase
P 5 A, the cmployment opportunitics of unskilled workers.
B. the total wage payment to unskilled workers.
C.  the unemployment of unskilled workers.
D. the inflow of forcign investment.
. 2008/CE/II/11
Quantity The following table shows the demand and supply schedules of rice
. . . . . . . Unit price | Quantity demanded Quantity supplied
Refer to the above diagram. Which of the following statements is correct 7 (%) [units) (units)
5 10 25
A. Ilaprice ceiling is set at Py, the quantity transacted is Qa. 4 12 20
B. Ifa price floor is set at Py, the quantity transacted is Q.. 3; 15 15
C. Ifaprice floor is sct at P3, the quantity transacted is Qa. ) 20 10
D. Ifaprice ceiling is set at Px, non-price competition will occur. 1 27 5
If the controlled price is raised from $2 to $4 per unit, sellers’ total revenue will inorease from to
A §20....$45
B.
(ch
D.
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2008/CE/11/12
If the government raises the effective minimum wage of imported workers,

A.  the employment of imported workers will increase.
B.  ihe problem of shorlage of imported workers will become more serious.
C.  the uncmployment rate of local workers will increase.
D.  the total wage carnings of local workers will increasc,
2009/CE/11/08

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/CENTVI

The government is planning to introduce legislation on a minimum wage across industries. A result of imposing an effective
minimum wage is that

A, the average wage carnings of employed low-income workers must inercase.
B.  the total wage carnings of employed fow-income workers must increase.
C.  the demand for low-income workers must decrease.
D. the supply of low-income workers must increase,
2010/CE/11/14
The diagram below shows the market of Good Z.
Unit Price
D, S
Pe
8 D

g Quantity

1f the government imposes a maximum price control on Good Z at $Pc
per unit, there would be

A.  an cxcess demand for Good Z.

B. anexcess supply of Good Z.

C.  no change in consumers’ total expenditure on Good Z.
D. an increase in consumers’ total expenditure on Good Z.

290

Microeconarmics by Jopic

8 Market interventiah
PP/DSE/I/15
The following diagram shows the demand and supply curves of good X in a perfectly competitive market.
Price ($)
A

P

Quaniity

Suppose a price floor is sct at P1. Ay a result,

A, the deadweight loss is equal to arca BEF.

B. the producer surplus is equal to arca P1BCO.

C.  the consumer surplus is equal to area AEPe.

D. the total social surplus is equal to arca PIBCG.
2013/DSE/N/14

Refer to the following demand-supply diagram.

Prioe

Quantity

B3

v U

If the government raises the price floor from P; to Py, the total
revenue received by the sellers.

A, will rise.

B. will fall.

C.  will remain unchanged.

D.  may rise or {all, depending on the price elasticity of
demand

2013/DSE/N/15
Suppose the government introduces an cffective 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 landiords will have less incentive to rent out their flats.
(3) The landlords will spend less on maintenance of the rental flats.

A.  (I)and (2) only
B.  (I)and (3) only
C. (2)and (3) only
D. (1), (2)and (3)
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Microeconomics by Topic
8 Market Intervention

2014/DSE/N/21
Which of the following arc results of the government lowering an cffective price ceiling on a good?

(1) areduction in the producer surplus
(2) anincreasc in cxcess demand
(3) an increase in the total 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/N/13

Many people queued up for days the tickets to watch the show of Tsz-Wal, 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 siluation implies that

A, price was the only criterion for allocating the tickets.

B. the producer was not maximising its profit.

C.  ablack market for the tickels might emerge.

D. there was an cffective price cciling in the ticket market.
2015/DSE/N/19

Refer to the following diagram.

Price (5)

Quantity

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 decreasc.

D. The consumer surplus will increase.
2017/DSE/I/18

Suppaose the government imposed an effective rent control on living units. Which of the following would LEAST likely
occur?

There would be a shortage of living units.

Black market would emerge.

Poor people would be able to rent a living unit more easily.

Landlords would have a lower incentive to renovate their living units for rent.

TOw
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Micmeconorr{igby Topic
8. Market intervention
2017/TSE/N/23

If the government raises the effective price floor on Good X and at the same time the price of its substitute increascs, the
caonsumer surplus in the market of Good X

A, will increase
B. will decrease
C.  will remain unchanged
D. may increase or deerease
2018/DSE/I/18
Refer to the following supply and demand schedules for Good X.
Unit price ($) 13 12 11 10 9 8 7
(uantity demanded (units) 70 80 90 100 110 120 130
Quantity supplied {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 ol Good X.

The total expenditure on Good X would increase by $360.
The quantity transacted of Good X would remain unchanged .

oow>

Shart & Structured Questiong

1990/CE/1/1(b)
Suppose the Hong 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)

(1) With the aid of a diagram, explain what would be the effect on the equilibrium wage and quantity of local maids.
(7 marks)

1994/CE/I/3
The following diagam shows the supply and demand curves of a certain product:

Price.
1]

Py

Quustity
If the government imposes a ‘price-ceiling at’ at Py, what will be the market price and quantity transacted? Explain your

answer. (4 marks)
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Refer to the following supply-demand diagram for Good X, 8/ Marniet rterventon
—_— 2006/CE/1/1
f“iﬁ( } Figure 1 shows the market supply and market demand curves of good X. Suppose the government lowered the price ceiling
3 from Pa to Py.
Unit Price
P . 3
i s
i D /
i
! Pl
i Figurs L
P / \ Py
|
; N / \
! s p
E o » Quantity
o Q Quantity (a) Explain whether the initial price ceiling P is effective or not. (2 marks)
If the price Roor of Good X changes from P; to Py, (b) Explain how a fall in the price ceiling to Py would affect consumers’ total expenditure on good X. Indicate the change
in consumers’ total expenditure in Figure 1. (4 marks)
A, producer surplus will ircrease.
B, quantity transacted of Good X will remain at Q).
C. desdweight loss will increase. 2012/DSE/NV/S
D, excess demand of Good X wilf change to excess supply. Country A has imposed an cffective 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/DSEN1/10(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-supply
explain why the above phenomenon may arise. (9 marks)
2044/DSENY/3
Figure 1 shows the market supply and demand curves of Good X. Suppose the government raises the price floor from Pa to
Pb.
Unit price Gooid
7%
Py /
n
D
0 Quantity
igure
With the aid of Figure 1, explain whether the rise in the price floor could enhance cconomic cfficicncy. (6 marks)
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Microeconormics by Fesgsie
8 Market Intervention

2018/DSEAT10
Forcign domestic helpers arc paid with a minimum wage at HK$4 410 per month for a two-year contractual period in Hong
Kong.

Flpwre 3 Fewlgn Dumestic Halpers {n Hang Kung

= Quantiny

(¢) Suppose the minimum wage in the market of forcign domestic helpers in Hong Kong is effective. With the aid of
Figure 2, explain how it may result in cconomic inefficiency. (4 marks)

It is reported that the Mainland market is about to open its doors to maids from the Philippines, offering them a salary
several times higher than the minimum 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 still be
insufficient foreign domestic helpers in Hong Kong after the opening of the Mainland market to maids from the
Philippines.” With the aid of Figure 2, explain why the above claim may be correct. (6 marks)

(c) Other than insufficicnt forcign domestic 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/DSE/I/10 D

(d}  The US government could impose guota to restrict imports.  From the viewpuint of the US
government, stale ONE ad ge and ONE disad e of using tarifl instead of quota to restrict
imporis. (2 marks)
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1990/CEN1/04
D

1992/CEA1/24
D

1993/CEM/27
B

1994/CEAI/10
A

1995/CEANQ0
D

1995/CE/M/12
A

1990/CE//1(1)
@)

1996/CE/NI/08
B

1996/CEA/09
B

1997/CEA/36
C

1998/CEN1/04
D

1999/CE/11/06
I

2002/CE/MN/06
A(35%)

MARKING SCHEME

2004/CEAL12
B (43%

2004/CEAY13
C (60%)

2005/CEAN3
D (49%)

2007/CEANOT
€ (46%)
2008/CE// 11
B (52%)

2008/CR/12
1 (47%)

2009/CE/1/08
A (50%)

2009/CET11 2017DSEN18
A (40%) C (47%)

2010/CEA14 2017DSEN23
€ (44%) D (47%)

2013/DSE/V14 201/DSE/E
C@I%) C (62%)

2013/DSE/N/1S Z020/PSEA/20
D (34%) C

2014/DSEN2]
A (65%)

2015/DSE/L3
C(57%)

2015/DSEA/ 9
C (07%)

Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.

Wagc rate

W2 Es
" E
\|_Q
L NN
Q< Q

Indicate in the graph:

-W1i&Q|

- position of *G” and "1

-G<L

Verbal explanation:

Assume that the demand for Filipino maids is elastic,
the percentage change in quantity demanded 1s larger than the percentage change in wage rate. 2y

In other words, the increase in earnings from the increase in wage rate is smaller than the decrease in earnings from the

decrease in guantity demanded.
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Microeconamics by Tepie Micnoetonomics by Topic
8. Market Intenvention & Market Intervention
(i) 201 UDSENS
Waye rate 5 g (ay No, because €3]
5 2 there is excess demand / shortage. (1}
! other competitive criteria/non-price competition, such as quening, will emerge. 2) Max: 3
Ws X E, the new compelitive criteria do not necessarily depend on income. 2)
r (¢} Nu, because (H
Wi g, there is greater deadweight loss / total social surplus decreases. (h
\ P
s D D, Tncrease in deadweight loss / Loss in total social surplus
' s
0 Quantity
Q=
s to the right [¢5) ™
M N N
M / ! \
i D
hal explanation: i Q
. o 0
he demand for local maids will increase, because (€8] Q%
Filipino maids and local maids are substitutes (1
The ecuilibrium wage rate will increase. (n Indicate in the diagram:
The equilibrium guantity will increase. (1) - lowering of the price ceiling (1
- correct position of increase in deadweight loss / loss in total social surpius (1)
1994/CE/N/3
Market price = Py th 2013/DSE/M/10(ch
Quantity transacted = Qg () Waorket in catering industry
The price ceiling is ineffective, because (1) Wogg rate S,
it is higher than the equilibrium price. () So
—m
2006/CTA/ R
(a) N?, because o ] ( w s =)
P iz above the equilibrium price ) shortage
(h)
Unit Price
A
y D
b /7 Number of workers
Py p
7
N / ¢ on the diagram:
» N £ - wage rale set above the original equilibrium €]
| 22222 —_— o
Pa 57 - magnitude of the leltward shill ol the supply curve greater than the surplus (2)
é \ - final shortage 8
D
g S é Quunilty Verbal glaboration:
Q¢ Qe An cffective price floor will create a surphis of workers., h
If the restaurant workers change to work in other industrics (for example, tum into security guards), [@)]
Diagram: the supply of workers in this industry drops, and €D
- original total expenditure = area OP.EQ,0 ) there may be a shortage for workers at the minimum wage rate. 8D
- new total expenditure = area OP3E Q0 48]
OR indication of the decrease in total expenditure, e.g., the shared area
Verbal Elaboration:
- price W from P, to Py and quantity transacted ¥ from Q. to Q (n
- total expenditure of consumers decreases 1)
297 298
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Microeconornics by Tegike Microeconormics by Topic
8 Market intervention & Market Intervention
2014/DSEAT3 2018/DSEM/ 10
Umt‘pnce Giood X g o s i -
Wage rates Sr
D
S
| J Shortage
€
Py =Py
Wy
- H—J\ / Deadweight Loss
Po Wo Min wage
Pa E
|
0 : : » Quantity ;
Q Qu i
i Cuantity
Figure 1 ¥ Q Figure 2 A -
fndicate on the diagran: A
- correct Py Qo N (c) Hlustrate in Figure 2:
- correct Py O L - correct position of minimum wage (83
- correct position of deadweight loss (191.) m - correet position Uf‘QI ) h
- correct position of deadweight loss H
Verbal elaboration: i
No, because m Verbal claboration :
the incfteetive price floor (P.) becomes an cffective price Hoor (Py) [6}] At Qi marginal beneflt is greater than marginal cost. 0
at the new quantity (where the horizontal Pb-line intersects the demand, H
marginal benelit (maximum willingvess-lo-pay) is higher than marginal cost and there exists a deadweight loss. ¢ N
(Max: 6) (d) Hlustrate in Figure 2:
- leftward shift of supply curve (1)
- correct position of shortage at the higher wage rate 2)
Verbal elaboration:
Filipino maids working in the Mainland and Filipino domestic helpers in Hang Kong are 1 competitive supply. ()
If competition from the Mainland sharply reduces the supply of forcign domestic helpers in Hong Kong. (1)
then shortage of such workers could still arise even at a higher wage rate. (h

(e} Lmployers may try to recruit domestic helpers from other countries to work in Hong Kong.
OR
The minimum wage may be raised / abolished by the government. (1@, max: 1)

2020/DSE/I/10 D

D) Advantage of tariff over quota : The tariff revenue collected must go to government { guota revenue may belong to private
firms / importers )

Disadvantage of tartll over quota : 1t may not be effective in controlling the import level while the local demand increase ( the
import level can still increase under tariff if demand increase but quota will not )
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Micromconamics by Topc
8 Market interveritiag

82 QUOTA

1993/CE/1/53

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 revenuc.
B.  The effect of quotas on the amount of imports will be more certain.
C.  Local consumers can enjoy cheaper imports,
D.  Ttwill lead to less retaliation from the exporting countries.
1994/CE/I/12
If the government imposes an effective quota on good Y, the market price of Y wilt and its quantity transacted will
Al . crease
B. o teerensy
C. decrease ...... increase
D. decrease ...... decrease
1994/CE/I/{3

If the government imposes an effective quota on good Y, the consumers” total expenditure on good Y will

A, decrease

B. increase.

C.  remain unchanged

D. increase or deerease, depending on the price clasticity of demand for good Y.
1999/CE/M/07

The abolition of an effective quota on an imported good will resuit in

(1} afall in its price

(2) anincreasge in its import volume

(3) an increasc in its total sales revenue,
(4) an improvement in its quality.

A, (1)and (2) only B. (T)and (3) only
C. (1), (3)yand (4) only D (2),(3)and (4) only
1999/CE/11/45

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?

B ¢ D

Unit price Unit price s Unit price

D P
D,
0 Quaniity a Guuntity o Quantity 2 Quantity
301
) P 2 . p " - o
o : . ¢ & ;
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8 Markst Intervenition

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 the balance of trade in the USA.

D. adecrease in the expenditure of US consumers on HK garments.

2005/CE/H/10

Good X Quantity demanded Quantity supplied
(unit price) in the mavket (unit) in the market (unit)

$6 60 40

$9 55 45

$12 50 50

$15 45 55

318 40 60

If the government fixes the production quota of Good X at 45 units, the market price of Good X will be

A%y
B. 12
C. $15
D. $I18
2005/C'E/11/48
If the US government 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, rise .. increase
B. SC <ens be indcterminate
C. . increase
D. . be indeterminate
2006/CE/M/10
In Country A, there is a quota restriction on an imported good. When the import quota quantity is Q,, the market price of the
good is Py.
Unit Price
S, S,
Py
Py
|
| 2] —
\
' D
—- Quantity

0T @ @

Now suppose Country A increases the quota quantity from Q, to
Qz as shown in the diagram below. As a result, the new total sales
revenue would be

Py xQ
P2x Q2
Pyx Q3
P1x Qs

Tnw>
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Microeconomics by Faie Microeconormics by Topic
8. Market interventicn B Market Intervention
200TCEN08 2010/CE/M/N3
China abolished the car import quota system in 2005. As a result, _ in China will increase. If the Hong Kong government abolishes the import quota on live chickens from mainland China,
A, the price of cars A. the price of live chickens in Hong Kong will increase.
B. the sales volume of cars B. the total sales revenue from live chickens in Hong Kong may increase.
C.  the income of workers in the car manufacturing industry C. the sales volume of chilled chickens in Hong Kong will increase.
D. the revenue from car sales D. the total expenditure on chilled chickens in Hong Kong may increase.
208/ CENING 2012/DSE/I/19
Country A reduces the quantity of an effechive quota on clathing imported from Country 13, Al the same time, imported The increase of an effective quota on a good will result in
clothing from other eountries to Country A has become cheaper. Which af the following graphs can illustrate the changes in
Country A’s market of clothing imperted from Coumtry B? E) 15 the ariginal equilibrium point and E3 is the new equilibrium (1} anincrease in the quantity transacted of the good.
point. (2) afwrther improvement in the quality of the good.
(3) asmaller deadweight loss.
A. Unit price B. Unit price
A, (l)and (2) only
S: B.  (1)and(3)only
C. (2)and (3) only
D. (1), (2)and (3)
Quanty g Quamilty 2013/DSE/N/19
Refer to the following demand-supply diagram of a good with the government setting a quota at Q.
C. Unit price 0. Unit price Price
$)
8
&5 S 0§ "
By
El
= b, 0
D: Uy
0 Cranlity a S '
2009/CE/M1/12 ;
Last year, the government reduced the import quota of {resh chicken into Hong Kong. On the other hand, many Hong Kong :
citizens have changed their habit of consuming fresh chicken to consuming chilled chicken. Which of the following
diagrams illustrates this phenomenon ? ! th
2 e Quantity
A B. y ¢ Q
Fresh chicken Eresh chicken
Unit price B s Unit price S & Which of the following will be the result of a reduction in quota on the good?
o, o : .
e (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.
2
L A, (1)only
o Quantity 0 Quuitity B.  (!)and (2)only
C. (1)and (3) only
D. (1), (2)and (3)
C D.
Chilled chickon
Unit prico 5 2014/DSE/1/23
S Suppose the supply curves of cars and petrol are upward-sloping. If the government imposes an cffective quota on the
- production of cars,
A.  the total social surplus in the car market will increase.
B. the producer surplus in the car market will decrease.
& C. the total social surplus in the petrol market will decrease.
0 Quatity D. the consumer surplus in the petrol market will increase.
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Microsconomics By Fopic
8 Market Inteérvention Refer 10 the followi et d for imported in C A

efer 1 the following m: demund for im soybeans in Count .

2017/DSE/1/24 - > ”

Refer to the following supply-demand diagram of'a good with a quota set at Q; by the government.

Price ($) 10 0| 2 13 14
Price ($) Quantity demanded (uaits) | 700 | 600, | 500 | 400 | 300
S
fo When the government of Country A fmposes & per-unit tariff of $3 on imported soybeans, the equilibrium
price of the imported saybeans increases from $11 1o $13.
Which of the foliowing statements are correct?
(1) The total sales revenue {net-of-tarff) of the imported soybeans s $4000.
(2) The supply of the imported soybeans is more elastic than the demand for them.
D (3) Within the range of the original and the new equitibrium prices, the elasticity of demand of the
o} >Quantity imported soybeans Is smaller than one.
Which of the following will be the results of a reduction in quota on the good? A (1) and (2) only
B. (1)and {3) only
(1) The total cxpenditure on the good may increase. C.  {(2)and (3) only
(2)  The consumer surplus will decrease. D. (1), {2)and (3)
(3) The total social surplus may increase. 2018/D8E/1/15
A. (1) and (2) only N D o
B. (1)and (3) only 15. | A new private hospital, Gleneagles Hong Kong Hospital (GHK), opened in Wong Chuk Hang in early
C.  (2)and (3) only 2017, GHEK. offered a 56% salary rise to attract experienced nurses fom public hospitals,
D. (1), (2) and (3)

Based on the above information, which of the following statements is correct after the opening of GHK?

A, The wagerates of experienced nurses in public hospitals would increase by more than 50% if the
Short & Structured Questions demand for nurses is clastic,
B. Thesupply of experionced nurses in public hospitals would decrease,

C.  The efasticity of demand of public medical services would decrease,
1997/CE/1/10(b) D.  The waiting time for public medical services would remain enchanged,
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) 2019/ DSE/T/16
1998/CE//2 Rafer to the following supply and demand schedules of Good X,

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) Unit price ($) 18 16 | 4 12 16 8 4

ity demanded (units) | 100 | 150 [ 200 | 250 | 300 | 350 | 460
2001/CE//9(b) Quantity (umits) ;

Suppose the importing economy reduces the effective quota on the quantity of garments imported. With the aid of a diagram, Quantity suppiied (units) 400 | 350 | 300 | 250 | 2060 | 150 | 109
explain under what condition the total expenditure of this economy on imported garments would decrease (9 marks) =

If the government increases the quota for Good X from 200 units to 350 units, the muarket price will
2008/CE/1/11(b) . .
Trade deficit is a concern of many countries.

A, increase by $2
In the past, the US imposed a quota restriction on imports of Hong Kong made garments. However, US import value (in B.  increase by 36
terms of US$) of Hong Kong-made garments still increased with the quota restriction. Give ONE reason to explain why. C.  decrease by $2
(2 marks) 0. docrease by $6
2015/DSE/M/3
An increase in an cffective quota in the market ol a good would tead to a reduction in deadweight loss. Do you agree?
Explain your answer with the aid of a diagram. (6 marks)
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Refer to the following supply-demand disgram for the exported Chinese rare carth minerals, Mkmm 5 by Topkc
B Market Intenvention
Exported rare earth ntinerals
MARKING SCHEME
Price
s
\ ! 1993/CE/1/53 1999/CE/11/45 2006/CE/I/10 2010/CE/NIN3 2017/DSE//24
B A B (52%) B (63%) A 69%)
1994/CE/MN2 2000/CEAN49 2007/CEAT/08 2012/DSE/V19 2019/DSE/I/14
B B B (62%) B (56%) A
1994/CENM13 2005/CE/IT/10 2008/CE/11/09 2013/DSE/I/19 2019/DSE/N/IS
/ D C (39%) C (54%) B (59%) B
Dy TNRE
Quastity 1999/CT/M/T 2005/CE/48 2009/CBA1/12 201 4/DSE/23 2019/DSEA/IG
Original A D (46%) B (78%) C (66%) C
quota
2020/DSE//16 v = S ——— 3 . B .
IF China abolished the quota on the export of rare earth mincrals, Note: Figures in brackets indicate the percentages of candidates choosing the correct answers.
A

(1) the export price of the rare earth minerals would drop.
{2)  the export quantity of the rare earth minerals would rise,
(3)  the total exchange value of the exported rare earth minerals would drop,

A, (1) and (2) only Price ($) -
B, (1) asd (3) only N .
C. (2yand 3) only P. e 8
D. (1), (2) and (3) 1’: X
t

0

Indicate in the diavram:
- original supply curve AB S
- quota => Q- Q2 1
- new supply curve (AK +) KF / quota quantity ¢
- new market price Py (H
The supply of imports decreases, because the effective quota quantity is smatler than the initial equilibrium quantity. (2)
The market price increases (1
The import volume decreases (1
1998/CLE/M2

Unipricy Ociginal  New

Quota Quota
P Sy
¥
1
/s. o
A
5
[}
U > Quaatky
Indicate in the diagram:
- quota | )
-Py (1)
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Microecoromics fyﬂ‘ap&r\: i Microeconamics by Topic
8 Market Intervertisn B Manket Intezverition
boration: ) 8.3 UNIT TAX & SUBSIDY
The supply of imports increases ()
The market price falls. 48]

200/CEA/9() Multple Choice Questions

Unit Price

=i Tass 1990/CE/NI/5 1
G = Gain Suppose the government increases the tax on cigarettes by $2. Consequently, the price of each packet of cigarettes increases
by $1.5. Which of the following statements is true?

Py

Ll A.  The producers bear 1/4 of the tax
! B. The demand for cigarettes is clastic
N L~ C.  The supply of cigarettes is elastic
S/ : ik 4 53 D.  The tax is progressive in nature
¢] DAY Quantity
Q+—Q
1991/CE/I/58
Indicate in the uraph: Suppose the government raises the first registration tax on newly-imported cars by $ 10 000. Which of the following is
Indicate D AT OB
- correct supply curve to show the original quota is effective (1) FALSE?
- 8 shifis leftward to S3 (1) g N . e
- lossws Tain 2 A.  The market price of all newly-imported cars will increase by $10 000.
- B. The markel price ol second-hand cars will increase.
Verbal explanation C.  The tax burden can be shifted to the consumers.
The supply decreases ) D. The number of cars newly imported will decrease.
After reduction of quota guantity, the quantity transacted decreases and the price increases. n
The condition is that the demand is elastic, (1 .
the percentage change in quantity demanded is larger than the percentage change in price. (2) 1992/.CE/H/23 . - _— )
The diagram below shows the demand and supply of Good X. The original equilibrium point is Eo.
/11 1{b)Y Unit Price
as quality improvement in Hong Kong-made garments. (1)
(Because one unit of quota must be used for one unit of garment regardiess of garment quality, and because the quota has a
positive value,) the price of higher quality garment fell relative to lower quality garments under the guota system. (1
2015/DSE/1/3 .
p. 1o N
&
-L: 3 ° Quamity
If the government imposes an excise tax on the good, the equilibrium point will change from Ey to
v
z/ A E
/ 5 B. Ex
0T or @ Q 5 o
- D E
Indicate on the diagram:
- rightward shift of the supply curve corresponding to an increase in quota [¢9) '993/CE/"/29 . _ . . .
- a reduction in P and a rise in Q ) A tax is imposed on a commodity. The tax burden on the consumers is relativety smaller if the commodity has an
- correct position for the reduction 1n deadweight loss (area wxyz) (S demandandan_____ supply.
Verbul claboration: A CIast?c AAAAAA leasticl
Yes (T agree), because €] B. ?[35“05 ’“Cl‘“t!c
the increase in efleclive queta would raise the supply and thus raise the quantity Lransacted and reduce the price, and th C. fnelast!c ...... ‘elastch
the gap between marginal benefit and marginal cost is reduced as the quantity produced is increased toward its efficient D. inclastic ...... inclastic
level. (N
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Microeconomics by Fepk
8 Market Intervention

For Question No.8 and 9, consider the following supply and demand schedule of wine in a certain country:

Price ($) | Quantity demanded (Units) | Quantity supplied (Units)
30 90 60
R 80 65
34 70 o 70
36 60 75
38 50 80
40 40 85

1994/CE/11/08
Suppose initially the wine market is in equilibrium. If the government imposes a tax of $6 for each unit of wine sold, the new
equilibrium price will be

A $32
B. $36
C. 838
D. $40
1994/CE//09
Government revenue from the above tax will be
A, $240
B. %300
C. $360
D. $420
1996/CE/LI/07 R
Price ($) Cluantity demanded (units) | Quantity supplied (units)
6 60 40
8 55 45
i0 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, $90
B. §$100
C. 8110
D. 3180
1998/CE/11/41
Suppose the sales tax rate of a good is raised. Which of the following statement is correct?
A.  The total expenditure on the good will increases.
B.  There will be inflation.
C. The total revenue net of tax to sellers will fall il the supply curve is upward sloping.
D. Income will be redistributed from the poor to the rich.

309

Microeconormics hy Topic
& Market Intervention

Refer to the following supply and demand schedule for good Y and answer questions 8 and 9

Unit price ($) 12 11 10 9 8 7
Quantity demanded (Units) 40 60 80 100 120 140
Quality supplied (units) 280 240 200 160 120 80
1999/CE/11/08
If the government imposed a $3 per unit tax on Y, what would the new total sales revenue be?
A, 5360
B. $800
C. $960
D, $1320
1999/CE/11/09
The ratio of the buyers” tax burden to the sellers” tax burden is
A 1]
B. 2:1
E 82
D. 3:0
2001/CE/M/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, clastic ...... clastic

B. elastic inelastic
C.  inclastic clastic
D. inclastic inclastic

2003/CE/11/06
[f a country reduces a per-umit tariff on its imported garments,

the domestic demand for imported garments would increase.

local consumers’ expenditure on imported garments would increase.

the sales revenue of domestic garment producers would decrease.

the tarift revenue of the country coming from imported garments would decrease.

oQwpx

Answer Questions 1 and [2 by referring to the following market demand schedule of a good.

[Price ($) o T 12 T 13 ] 14 ]
|Quantity demanded (unit) | 160 | 140 | 120 | 100 |

2003/CEMI/11
Suppose the government imposes a unit sales tax of $3 on the good. As a result, the equilibrium price of the good increases
from $12 per unit to $13 per unit. Which of the following descriptions is correct?

The consumers bear a larger tax burden than the producers.
The clasticity of demand of the good is greater than 1.

The total tax burden is $120.

The total sales revenue (including tax) has increased.

on®E>
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8 Market Interventiog

If the equilibrium price of the good falls back to $12 per unit due to a decrease in production cost,

T
R
Migroeconamics by Topic
B. Market Intervention

Answer questions 1 and 12 by referring to the following information: The graph below shows the market situation of Good

A when a per-unit sales tax of $30 is charged on it.

A, the producers will bear all the tax burden.

B. the (otal 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/MN/42

Suppose the government of Hong Kong introduces a general sales tax. It follows that

A, the sales revenue net of tax to the scllers will decreasc.

B.  there will be a persistent increasc 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/11/09

Under the Closer Economic Partnership Arrangement (CEPA), some of Hong Kong made goods exported to the Chincse

mainland will enjoy zero tariffs. As a result, in the mainland,

A, the price of these goods will risc.
B. the price of these goods will fall.
C. the total expenditure on these goods will rise.
D. the tota] expenditure on these goods will fall,
2005/CE/MI/ 11
Good X Quantity demanded Quantity supplied
(unit price) in the market (unit) in the market (unit)
$6 60 40
$9 55 45
$12 50 50
$15 45 55
$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 83
B. $6
C. %9
D. s$12
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Unit Price
N

150

130

100}

50

0 10 20 24 30 40 50 Quantiy

2006/CE/I/ 11
Suppose the above per-unit sales tax is abolished. The new market price would be

A, $100.

B. $120.

C. $140.

D.  $160.
2006/CE/11/12

Within the range of the original and new market prices, the elasticity of demand of Good A is

A.  smaller than its elasticity of supply.
B.  equal to its elasticity of supply.

C.  greater than its clasticity of supply,
D. unity.

2008/CE/11/07
The following table shows the supply of and the demand for Good X.

Unit price | Quantity demanded Quantity supplied
($) (units) (units)
5 10 50
4 20 40
3 30 30
2 40 20
i 50 10

If the government imposes a $2 per unit sales tax on Good X, the new equilibrium price will be

A %2
B. $3
C. %4
D. $5
312
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Microeconormics b Jegske
8 Market Intervention

2008/CE/11/08

Suppose the per unit sales tax on red wine is reduced. The sellers will enjoy a smaller proportion of a reduction in tax burden
and the supply is

than the buyers if the demand for red wine is

A, clastic ... clastic
B. elastic ...... inelastic
C.  inelastic ...... elastic
D. inclastic ... inclastic
2009/CE/M/N3
The following table shows the supply of and the demand for Good X.
Unit price | Quantity demanded Quantity supplied
(%) (units) (units)
6 10 60
5 20 50
4 25 40
3 30 30
2 50 20
1 60 o

If the government imposes a $3 per unit tax on Goed X, the tax burden for consumers would be

A 320
B. §40
C. 360
D. $100

The following table shows the market of Good M.

; Quantity demanded Quantity supplied
Lndprey | (units) (units)
$2 1 200 400
$4 1000 600
$6 800 800
$8 600 1000
$10 100 1200

Suppose the government imposes a per unit sales tax of $4 on Good M. Find the correct answers for questions 11 and 12.

2010/CE/MI/11
The new market price is
A %4
B. $6
C. 38
D. 310

2010/CE/IN12
The total tax burden on producers is

A, $1200
B. $1600
C. $2400
D.  $3200

313

Microecanosnics by Topic
8 Market Intervention

Refer to the following demand-supply schedule of good X and answer Questions 16 and 17

i uantity demanded uantity supplicd
Price (8) : ff:nitsl . (uiitslpp
10 700 300
11 600 400
12 500 500
13 400 600
14 300 700
15 200 800

2012/DSE/l/16
If the government imposes a per unit tax of $4 on good X,

A, the total tax revenue wilt 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/NIN7
With reference to the above question, the ratio of the consumers' tax burden to the producers’ tax burden is
A1l
B. 13
C. 3l
D. None of the above

2013/DSE/V13
The loliowing table shows the demand and supply schedules of good X.

Price ($) 2 3 4 5 6 7 8
Quantity demanded (units) 30 30 0 60 50 40 30
Quantity supplied (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, §180
B.  $200
C. §$280
D.  $300
2014/DSE/1/22

The imposition of a per-unit sales tax on cosmetics will

reduce the total expenditure on cosmetics.

reducc the total sales revenue (net-of-the-tax).

increase the total social surplus in the cosmetics market.
increase the producer surplus in the cosmetics market.

vow >
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Microsconamics by Tapic
8 Market intervention
2015/DSE/I/16
Unit Price ($) 4 5 6 7 8
Quantity demanded (units} 16 14 12 10 8
Quantity supplied (units) 14 14 14 14 14

The government imposes a $2 per unit tax 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.  The total tax revenuc is $28.
D.  The above information is insufficient to determine the tax burden on sellers,
2017/DSE/N/16
Refer o the following supply and demand schedules for Good X.
Unit Price ($) 6 7 8 9 10 11 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,

sellers” revenue net of tax would become $990.

tax burden borne by the sellers would be $90.

the total tax revenue would be $200.

buyers’ total expenditure on Good X would decrease by $40

oo

2018/DSE/1/22

The following diagram shows the demand and supply curves

of Good X.

B (with tax = 1)

Unit Price
A S, (with tax = 1)

Sy (without fax)

0 Quantity

Suppose the government increases the tax on Good X from t;
to 12. Which of the following statements is correct?

The deadweight loss will increase by area begh,
The deadweight loss will decrease by arca abh.
The new deadweight loss is arca bef.
The new deadweight loss is area adi.

onw>
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199 1/CE/I1/26

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 clastic.

D. the supply of X is perfectly inelastic.
1992/CE/NI/26

A tax on using the Cross-Harbour Tunnel will have the least effect on solving the Tunnel’s congestion problem if

A, the demand for the Tunnc! service is clastic.

B.  the demand for the Tunnel service is inclastic.

C.  the supply of the Tunnel service is elastic.

D.  the demand for other transportation means of crossing the harbour is inclastic.

1995/CE/I/11
Suppose the government imposes a per unit sales tax of $5 on good X. Under what condition will the price increase by $5?

A, The supply of X is unitary elastic.

B. The supply of X is perfectly inclastic.

C.  The demand for X is perfectly inclastic.

D.  The demand for X is unitary elastic.
2002/CE/M/{ 1

Suppose the government imposes a unit sales tax on a good. The producers’ revenue after deduction of the sales lax will
remain unchanged il

A.  the demand for the good is perlectly elastic
B. the demand for the good is perfectly inelastic
C.  the supply of the good is perfeetly clastic.
D.  the supply of the good is perfectly inclastic.
2004/CE/I/10
Suppose the government imposes a per unit sales tax on good X of which the supply is perfectly inelastic. Only will

bear the tax burden, and the quantity transacted will

A, sellers ...... remain unchanged
B. sellers ...... decrease
C. buyers...... remain unchanged
D. buyers...... decrease

1990/CE/1I/24
If a government abandons the policy of giving subsidy to farm products, then the price of farm products will and
the quantity of farm products transacted will :

A. increasc ... incrcase

B. dccreasc ...... decrease
C.  increase ...... decrease
D.  decrease ... increase
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8 Markst Intesvention B Market Intervention
1990/CE/NI/10 1999/CE/11/04
Price (5) Case I The market price of Good X decreases by $4 per unit after the provision of a $10 per unit subsidy.
3 Case [I;  The market price of Good X decreases by $6 per unit after the provision of a $10 per unit subsidy.
/ We can conclude that in comparing the two cases, Good X in Case I has a demand or a supply.
A, less clastic ... less clastic
B. more elastic ...... more elastic
C.  less elastic ...... more elastic
D.  more clastic ...... less clastic
5 2000/CE/11/08
Refer to the following demand and supply schedules of a good.
2}
Price per unit $25 $30 $35 $40 $45
1 | ¢ Quantity demanded (units) 120 100 80 75 60
L Quantity supplied (units) 60 75 80 100 120
0 H {
4 Quantity (units)

According to the above information, we can conclude that

The above diagram shows the supply and demand for good X. If the government offers a subsidy of $2 for each unit of

the total sales revenue would be $3 000 when the price is $30 per unit.
output, the market price will

a unit subsidy of $10 on production would cause the equilibrium price to drop by $5.
a higher salaries tax would raise the market price to a price greater than $35.
the seller could set price at $40 to gain the highest profit.

ISAeR

A.  decrease to $3.
B. dcerease to $4.
C. increase to $6.
D. increase to $7. 2000/CE/I/11

Suppose the government imposes a unit subsidy on good Y causing a shift of its supply curve form S to Sz.

1996/CE/TI/11
The diagram below shows that the unit price of a commodity falls from $10 1o $8 when the government provides a per-unit
subsidy of $5 to its suppliers.

Unit price ($)
Y e S I . .
The amount of subsidy benefit enjoyed by the sellers of good Y is
F| o————————
A (P2-P)xQ
B. (Pa-P)xQ
C. (P3-P)xQ:
D. (Pi-Pa)x Q2
Quaniity
0
What is the total amount of suppliers” benefit from the government subsidy?
A, 880
B. $120
C. $150
D. $250
317 318
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8. Market intervenion

2001/CE//07

Unit Price S,
S
5
4
3 /
- 0
o > Quantity

5¢ 60

The above diagram shows the increase in supply of a good from S 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. iscqual to
C. s larger than
D. may be larger or smaller than
2004/CE/1/11
The following table shows the market demand and supply of a good.
. Market quantit Market quantit
UniRicel(s) demandsg (Unit};;l Supp]iedqunits};
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 supplicrs,

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 supplicrs,
D.  the total expenditure of consumers will decrease.

2010/CE/11/09
The demand elasticity of Good X is equal to one. Which of the following is a correct description of Good X 7

A, Anincrease 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 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/1/20

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 efficiency.
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.

gnw>
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2014/DSE/N/ 16
Reler to the following demand and supply schedules ol a good.

Price $1 $2 $3 $4 $5
Quantity demanded (units) 120 100 80 75 60
Quantity supplied (units) 60 75 80 100 120

According to the above information, we can conclude that

the total sales revenue 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 seller, the total revenue (including the subsidy) would increase
by $160.

D.  when a per unit subsidy of $2 was granted to the seller, the equilibrium price would drop to $1.

aAw>

2015/DSE// 10
Which of the following will result in a rise in the total revenue of chicken farms?

A. The price of chicken feed falls.

B.  The government reduces the profits tax rate on chicken firms.

C.  The effective quota on the sale of chickens is increased.

D.  The government reduces the subsidy for the production of pork.
2015/DSE/N/12

The government provides a per-unit subsidy of $10 on producing green products. The market price drops by $6 as result.
Which of the following statements about the green product market is/are correct?

(1) The supply of green products is mare elastic than their demand.
(2) Consumers enjoy more subsidy benefits than producers.
(3) The demand for green products increases.

A (2)only
B. (!)and (2) only
C. (1) and (3) only
D. (1), (2)and (3)
2016/DSE//19
Refer to the lollowing demand and supply schedules ol'a good.
Price ($) 40 50 60 70 80 90
Quantity demanded (units) 14 12 10 8 6 4
Quantity supplied (units) [ 8 10 12 14 16

Which of the following statements is correct when the government provides a per unit subsidy of$20 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 original and new market prices, the elasticity of demand is smaller than one.
D.  The change in total revenuc of its complements is uncertain.
1994/CE/NI/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

A.  remain unchanged.

B. decrease by $4.

C.  decrcase hy less than $4.
D.  decrease hv more than $4.
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Thie following table shows the demand nad supply schedules of a good. Microesonormcs by Togic
8. Market Iniervention
Price Quantity denmnded Quantily supplied
i ® i (units} (units) Short & Structured Questions
20 0 40
2 60 43
1991/CE/1/1(b)
u 56 50 In the fiscal year 90/91 the government greatly increased the tax on gasoline. With the aid of separate demand and supply
26 40 55 diagrams, explain the effect on the equilibrium price and quantity of
2 30 60 - A
8 (1) gasoline, and (6 marks)
If the government provides a $6 per~unit subsidy for the producers of the good, the total subsidy provided by -
the government will be and the ratio of consumers’ share to producers’ share of the subsidy will be (ii) new cars. (7 marks)
& s 1992/CE/1/2(b)
C. $360 Suppose US imposes an import tax on Hong Kong-made garments, With separate diagrams, explain the effects on the
D. 5360 .. equilibrium price and quantity of
2021/DSE//15 (i) Hong Kong-made garments in the US markets, and (5 marks)
When a per-unit sales tax is imposed on 2 good, which of the following combinations may result in the (i) US-made garments in the US market. (5 marks)
consumers’ tax burden exceeding the producers® tax burden?
i Jastic d o dlaeh | 1993/CE/1/4(c)
{ ) elag }6 eman “? ”“C‘Supp ¥ 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
(2} Flas‘mydcma“ﬁ» “w}a“fc supply supply-demand diagram the respective tax burdens of the consumers and the sellers. (5 marks)
(3) inclastic demand; elastic supply
(4)  inelastic demand; inelastic supply
2004/CE/1/9(c)
A (2) only A first registration tax is imposed on cars and the tax is collected from car sellers, Suppose the total tax burden of car sellers
B, (1)and (3) only is greater than that of the buyers.
(;‘ e3) “"4 (4) only (i)  State the condition that leads to this sharing of the tax burden. 1llustrate the situation with a diagram.
Do (13, (3) and (4) only
(11} Using the same diagram, show car sellers' total sales revenue net of the tax. (8 marks)
2021/DSE/T16
Refer to the following demand-supply schedules of Good X. 2007/CEN/9(c)
General sales tax has generated a lot of discussion
i ity demanded (units i i i . . .
Price (5) Quantity {units) Quantity supplied (units) Good X is subject to a per-unit sales tax.
80 106G &0 ) . C . . .
(i) With the aid of a diagram, explain under what condition consumers” total spending on Good X will decrease as a result
Q0 100 90 of the introduction of the tax. (7 marks)
100 190 100 (ii) Indicate in the diagram in (c)(i) the change in sellers’ revenue (net of tax). (2 marks)
110 190 110
s 2008/CE/1/9(b)(i1)
120 160 120 The stock market of an economy is overheated. Many people withdraw money from their bank deposits to buy shares.
Yy
130 10 130 Two measures are suggested to cool down the overheated stock market
If 8 $10 per-unit subsidy is provided to the producers of Good X, (™ thefdepsitlinteres iratelofbank is raised!

(1)  the total revenu including the subsidy will remain unchanged (2) the government imposes a tax on the capital gans from trading of shars.
i1 bt 5 v 1Y L 1 S

(2)  the subsidy benefit will be received entirely by the producers. With the aid of a diagram, explain the effect of the imposition of the capital gains tax on the total market value of shares in
(3)  the total expenditure of consumers on Good X will reduce by $1 000, the economy. (7 marks)

A, (1)yand {2) vuly
B, (yand (3} only
{2) and (3% only
(1), (2) and (3) 321
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8 Market Intervention

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 Kong as a centre for wine trading and
distribution businesses.

With the fact that drinking red wine 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. lustrate your answer with the aid of a supply-
demand diagram. (7 marks)

2014/DSE/M/9
Many countries have considered imposing “soft drink tax” for health reasons. Supposc a country decides to impose a per unit
tax on the scllers for cvery 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 scllers? Ilustrate 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/DSE/N/11(d)

Tobaceo 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 rise 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. Ts it possible that the quantity transacted of duty-not-paid cigarettes
would increase? With the aid of a diagram, explain your answer. (7 marks)

2016/DSE//10(¢)

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? Hlustrate your answer with a supply-
demand diagram. (7 marks)
2017/DSE/NI/1N

The government of Country 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 subsidy benefit than the private universities? Illustrate
your answer with the aid of Figure 3. (7 marks)

(b) *The subsidy causcs incfficiency even though both students and universities benefit.” Defend the statement by
comparing the marginal cost and marginal benetit in Figure 3. (3 marks)

Figyre 3
Vrice ()

> Quanrity
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2020/DSTAT/ 10D

Donald Trump, the US president, once said that imposing tariffs would only increase the revenue of the
U5 govermment and (he US consumers did not have to pay more for the imported goods.

® With the aid of & supply-demand diagram, explain under ONE extreme condition that the
consumers would bear NO tariff burden afier the imposition of fariff, {4 marks)
(For simplicity, the tariff is assumed to be per-nit.)

{1t} Indicate the tariff revenue (ie. sellers® burdeny in the same diagram. {1 mark)

2020/DSEIN0C

{v)  Econoroists argue that tariff may harm both the consumers and producers,

P Si
©
Sy -
& So: the supply curve before tariff
I‘mﬂ Su the supply curve after tariff %
" 3
d
ﬁ i
D
¢ i
With reference to the above supply-demand diagram, complete the table below (3 marks)
Before ariff After tariff
Consunters” surplus Area adf
Froducers’ surptus l
k —s e \ - Y
y . 4 “t l
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202 H/SE/MT 10c

Musks have become a daily neeessity as it is compulsory for people to wear masks in many public areas.

Explain whether the “CuMask’ s 2
(i} free good,
{iiy  public good.

To stbilise the supply of surgical masks In Hong Kong, the Government has launched the *Local Mask
Production Subsidy Scheme®, which provides subsidy 1o locnl mask producers,

oy Withahe aid of s disgrom, sxpiain under what condition the total expenditure of consumers on surgiest

nyasks will desrease because of the subsidy,

{For simplicity, the subsidy is assumed to be o per unit une.}

() Wearing swrgical mask can reduce the chance of contracting diseases for an individual and can prevent
sprending diseases to others as well. In terms of externality, sxplain how the subsidy could improve

ecanomic eificioncy.

1990/CIALS
A

1991 /CEAN/SE
A

1992/CLA11/25
A

1993/CEA1/20
B

1994/CE//08
B

1994/CE/T1/08
€

1996/CEMNT
A

1998/CEA1/41
c

1999/CEA1/08
B

1999/CEN1/09
B

2001/CEAT/08
I

1994 /CEA/(b)
(1) Gasoline

MARKING SCHEME

2603/CE/1/06 2010/CENI 1995/CE/M/T 2010/CENT/09
C(19%) C (69%) C C (42%)
2003/CE/MI/1Y 2010/CE/I/12 2002/CE/I/1] SP/DSEN/20
B (46%) A (53%) B (58%) D
2003/CE//12 2012/DSEN16 2004/CE/II/ 10 2014/DSEN/N6
D (25%) B (66%) A (28%) C (48%)
2003/CE/T1/42 2012/DSEN1T 1990/CE/11/24 2015/DSE//10
A(32%) A (60%) C D (32%)
2005/CE/NT/09 2013/DSE/3 1990/CEAT/10 2015/DSENN2
B (68%) B (63%) B B (48%)
2005/CEM/TL 2014/DSE/22 1996/CE/MIA1 2016/DSENN9
B (47%) B (72%) C A (43%)
2006/CEAY1T 2015/DSE/N/6 1999/CEA104 1994/CE/M/ 1
B (39%) C (48%) D B
2006/CE/1112 2017/DSE/16 2000/CE/11/08 2020/DSEAN/5
C (56%) B (64%) B D
2008/CEALO7 2018/DSE/N/22 2000/CE/AI/1 202 1/DSEN/S
C (63%) A (74%) D D
2008/CE/11/08 199 1/CEN26 2001/CE/1/07 202U/DSEA/6
C (49%) D A B
2009/CEAL13 1992/CE/1/26 2004/CE/MI/
B (47%) B B (34%)
Note: Figures in brackets indicate the percentuges of candidates choosing the correct answers.
Unit price
1 D
=
. Mz
= 1
b0
37
4
. i
0 o 5 > Quantity

- Icﬂwﬂrdkshiﬂ of §
-7 T
-Ql

E

boration:
The supply decreases (due to the gasoline tax).

Therefore, the equilibrium price increases, and
the equilibrium quantity decreases.
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8. Market Itervention
(i) New cars

(i) US-made garnients

Unit Price
Unit prios
"y
1
b~ 5
rl X
i
4
$ LD
1) py—y ey
Candidates should indicate on the graph:
- lefiward shift of D (y | cate ‘ :
=Py (1 - rightward shift of D (1)
-0l (n -PT&QT 1
Elaboration: Elaboration:
The demand for new cars decreases, becanse (1 The demand increases {due to a rise in the price of substitutes) (1)
new cars and gasoline are complements 3] Therefore, the equilibrium price increases, and 1)
Therefore, the equitibrium price decreases, and Q3] the equilibrium quantity increases. (1
the equilibrium quantity of new cars decreases [83)]
1993/CE//4(c)
1992/CE/N/2(b) Uilt Price
(i}  Hong-Kong made garments
Unit price
4
» o
>
¥ \ s
T
4
&
n
s
8 "
0 ae—q Quantity
> (uantity
Candidates should indicate on the sraph:
- leftward shift of § (b} Diacrarn
« P 1 & A2 AN .
Pr&Ql 0 per unit tax
BT - correct shift of supply corve (1)
w* e to the itport tax) 0 - tax paid by consumers (white rectangle) (2
SRpyidecigasesane lophe IpdT - tax paid by suppliers (black rectangle (2}
Therefore, the equilibrium price increases, and (1) anAiey, SppRiers (bla gle)
the equilibrium quantity decreases (H
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Microeconomics by Tople

8-Market Intervention
2004/CE/N9(c)
(i} Condition. The elasticily of demand for cars is greater than the elasticity of supply.

Init pri
L mt‘pncc s,
[y
S
=~
P, 3
4
P FS

d
: 2}
0 Quuntity
Indicate in the diggram:
- supply curve shifts from S; to Sy
- sellers’ tax burden = arca acPd
- buyers’ tax burden = area cbP2P;
- area acPid > area chPaPy
(1) Indicate in the diguram:
- area 0Q2ad 1s the net tolal sales revenue.
2007/CE//9(c)
(i) Price 8t .
E'F =tax amount per unit
-+ Quantity

(i)

Indicate in the diauram:

~ upward shift of the supply curve

-~ a decrease in spending (= L} + increase in spending (= ()
-Gl

Verbal elaboration:
There is a decrease in supply.
The price increases and the quantity decreases.
The demand is elastic.
the percentage change in quantity demanded 1s larger than the percentage change n price.

~sellers” revenue b:fo;c tax (= area OQEP)
- the revenue uet of tax (= area 0Q'FR)

OR

- change in revenue = loss of area Q'QEPRF

2

(H
(b
(h
]

M

()
6
i

0
0!
0!
0!

(8h)
n

@

2008/CE/TO(h)(11}

Price

. D1
D2

o W

Microecoromics by Tople
8. Marker intecvantion

D1
D2
0 S » Quantity
Q

- leftward shift of the demand curve (1)
- market price falls from P to P2 (1)
- market value decreases from Py x Qto Pax M
Verbal elaboration
The demand for stock market investments decreases. (WD)

due to lower expected net capital gain Q0]
There is a fall in the price of shares, and $)

the total market value [P x Q] fails. ()
2009/CEANHe)(1)

Unit Price
4 s1 82
D2
L8]] o,
——
T 2]
Pl
......... 0 = Quantity
- demand curve shifts to the right (1)
- supply curve shifts to the right 4B
- the new equilibrium price > the original equilibrium price (1)
The demand for red wine increases (as it 1s more popular). [}
The supply of red wine increases (due to the tax cut) (1)
The increase in demand is larger than the increase in supply. (2)
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8 Market Inieeverition

2014/DSEAVY

(a)  The condition is that the elasticity of demand for the good is smaller than the elasticily of supply.

P Soft drinks
Sl
/Sﬂ
Py
Buyers' by &
Po sellep burden 1%
| |
| ‘
| D
0 dTQn Q

Indicate on the diagram:

- parallel upward shifl of supply curve due to the per unit tax

- price increases and quantity drops

- correct positions of buyers” tax burden and sellers’ tax burden
- buyers” burden > sellers’ burden

- reduction in consumer sarplus: buyers' burden + area a

201S/DSEAVTHdY

Duty-not-paid cigarette
Price,

Dy
Quantity.

0. Qo Qe

on.the diagram:

ghtward shifl of the demand curve

- leftward shift of the supply curve

- final equilibrium with a higher quantity transacted

Verbal claboration:

On the one hand, due to the HK Customs” crack-down cffort, the supply of duty-not-paid cigarcttes would drop.
igarcttes and duty-not-paid cigarettes arc substitutes, tobacco duty would incscase the

On the other hand, as duty-paid ¢
demand for duty-not-paid cigarettes.
Tt is thus possible that the total quantity of duty-not-paid cigarettes sold would increase,

if the increase in demand has a bigger effect on the quantity transacted than the deercase in supply.

328
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Microeconarmics By Topit
8 Market Interventian

Condition: demand lor solar panels is more elastic than ils supply. (2)
Ui
Buyer = buyers’ barden
Seller = producers’ burden
Quastity
Indicate in the diagram:
- upward shift of the supply curve h
- P increases 3]
- Q decreases (1)
- correct position of buyers’ burden and producers’ burden hH
- buyers’ burden < producers” burden (1)
2017/DSE/I/11
(2) The condition is that the elasticity of demand for education services is lower than the elasticity of supply. (2)
Price (§)
h
Y e
i cs
% 5, 4
Poff
¥
B e
0 D Quantity
Qo Q
Hlustrate n the digeram:
- parallel downward shift of supply curve due to the per unit subsidy (1)
- correct position of new price (P1) (1)
- gorrect positi of new quantity (Q) (H
- correct position of producer benefit and consumer benefit €D}
- consumer benefit > producer benefit (€3]
- correet position of marginal benelit Q)]
- correct position of marginal cost h
Verbal elaboration:
At Qi marginal cost is larger than marginal benefit. m
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2020/DSE/M/10B

B) If the demand is perfectly clastic. Pbducer will bear all tax burden,
OR

I the supply is perfectly inelastic. Mbducer will bear all 1ax burden.

2020/DSE/1/10C

) Consumer surplus after tariff %bc
deucer surplus before tarifl Ko
Phducer surplus after taritf’ Mo

2021/DSE/TH 10e

() Verbal elaboration:
An introduction of subsidy will increase supply by shifting the supply surve downward. If the
price elasticity of demand is larger than the price elasticity of supply, the percentage increase in
quantity transacted is smaller than the percentage decrease in price paid by consumers, so the
decrease in total expenditure due to decrease in price is higher than the increase in total
expenditure due to increase in quantity transacted, the total expenditure decreases.

IHustrate in the disgram;

- Downward shifting in supply curve

- Indication of per unit subsidy

- Decrease in total expenditure > increase in total expenditure

Price (§)

{54 Decresse in Total Expenditure ()

% Increase i Total Expenditure (+}

Quantity

Q> Q

= Ty M T e S N s =

(d) Wearing surgical mark protects oneself as well as lowering the chance of others being infected by {4
the discases. Since the person wearing surgical mark is not compensated by others (whose chances
of being infected are reduced), there exists external benefit, with marginal social benefit exceeding
marginal sociaf cost. This implies that the number of people wearing marks is below the efficient
level, Subsidy can increase the quantity of vaccination towards the efficient level and thus narrow
the gap between marginal social benefit and marginal social cost.
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22.  Which of the following will most likely be the positive external effect of the opening of the full Tuen Ma

2022 Line of MTR?

21. Refer to the following supply-demand diagram of Good X. A.  The travél time is shortened for MTR passengers.
B.  The business of restaurants near the stations of MTR Tuen Ma Line rises.
Price S without subsidy C.  The problem of noise pollution worsens.
T S with subsidy D. The income of minibus drivers drops.
23. Refer to the following Lorenz curves of a country.
100
o / . -
5 £ /l A: based on pre-tax pre-social transfer income
. =}
—p» Quanti Q . .
0 R R-] ,' B: based on post-tax post-social transfer income
5 = /
If the government cancels the per-unit subsidy on Good X, it will lead to a decrease in 3 i ;
s "6 A 4
(1) quantity transacted 9 74
(2) consumer surplus E ,/
(3) deadweight loss g p 7 B
5 ’

A. (1)and (2) only & L’

B. (1)and (3)only z

C. (2)and (3)only v

D. (1),(2)and 3) g

4 b
. . . . - . o~
40. The following diagram shows the relationship between taxable income and tax payment in a tax system. Pis
-
-
0 100
Tax. payment Percentage of household

a

Based on the above information, which of the following statements about the country is/are correct?

(1) The tax system is progressive.
(2) Social transfer helps equalise outcome.
(3) The income inequality problem becomes more serious after the government’s redistribution of income.

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

—» Taxable income

37. Which of the following may lead to a rise in aggregate output and an improvement in equity in Hong Kong

. : = ') .
Which of the following statements about the above tax system is correct? at the same time?

A. Itis in line with the equality principle put forth by Adam Smith. . . - ” . .
B. There is no tax allowance for the tax. (1) ieﬁzéiyfgnﬁedﬁgzl:piiﬁgg billion to set up non-governmental organisations in order to provide
C. Taxrate increases as taxable. LICOITS aeunes. : / (2) acash payout of HK$10 000 to each permanent resident aged 18 or above by the Government
D. The tax system narrows the income gap between the rich and the poor. (3) a 1% reduction in the standard tax rate of salaries tax

A. (1) and (2) only

B. (1)and (3) only

C. (2)and (3) only

D. (1),(2)and(3)
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Reler 1o the following data abouwt Country A.

Year 2019 2020
Per capita disposable incone $13000 $20000
Gini coefficient (based on household income) 051 0.56
Gin coefTicient (based on household disposable income) 0.51 044

{a) State TWO reasons 1o explain why Lhe increase in per capita disposable income may lead 1o an ovet-
eslimation of the improvement in living standard ol Country A. (2 marks)

(b) Based on household disposable income. did income inequality of Country A improve or worsen in
20207 Suggest ONE policy which may have caused such a change. (2 marks)

Country D introduced a short-term capital gains tax (STCG'T) on property market.

Capilal gains ($) STCGT ralc (%0)
1000 or below &
10D T to 50 00K 16
50001 to 100 000 24
100001 or above 32

STCGT is atax on capital pains from the sale of a property held for less than 1 vear.

A spokesman of the tax department said thal a new computer svsiem had been developed for STCGT.
Although the system cost more than 1 billion dollars. it allowed tax pavers to check and pay the amount
of STCGT online casily.

{a)  Cvaluate the new 1ax in werms of TWO principles oltaxation put Jorward by Adam Smith. (4 marhs)

{b) “The intoduction of STCGT would not relicve the problem of rising property prices.” Explain whelher
Ihis 15 positive stalemenl or i normiative slalcmenl. (2 marks)

The Olympic Games attract billions of inlcrnational elevision vicwers o walch the compelitions among
thousands of top athletes,

(i) Some reslanmanis in shopping malls fnd their businesses increase sharply when the malls broadcast
Olvmpic events, Explain how the broadcast of Olvmpic events may result in a divergence between
private and social benefits, (3 marks)

How can market mechamsm help reduce (his
(2 marks)

() Supposc the divergence m parl (a) docs exist
divergence?

Athletes compele in the Olympic Games with their support [cams comsisting of sporl psychologists, physical
therapists, nutritionists. etc.

(<) Which economic principle is illustrated in the above practice? State T'WO reasons why such a practice
can increase labour productivily. (3 marks)

Some professional athletes receive a monthly salary and share a proportion of the prize monev whenever they
win in compelitions.

{d)  Insiwead ol paying the athletes a monthly rale only. explain why some ciployers of prolessional athleles
usc the above wage payment amumgement, (2 marks)

Whenever an athlete wins a gold medal ina certain sport. there will be the following phenomena: more people
will start lcarning the sport. As a result, there will soon be long quenes registering for courses in the sport.
(©)  Withthc aid of a demand-supply diagram, cxplaim the above phenomena. (5 marks)

Prolessional athlewes usually stant their [ull-lime waining before graduating from secondary school and have
to give up their studics,

n Will the opporhmity cost of being a professional athlcle be affceted if the average income of
professional athletes increases? Explain. (2 marks)
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SECTION 9: ROLES OF GOVERNMENT

9.1 EXTERNALIFIES

Multiple Choice QJuestions

1985/AL/1/02

A chemical company drops waste into a farmer’s water supply, causing significant damage to the farmer. The farmer cannot
legally ask for compensation from the chemical company. In view of this situation

A, an output tax should be imposed on the chemical company because of the implied inefficiency.
B. itis in the farmer’s interest to pay the chemical company to decrease waste dumping.
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.
1985/AL/1/23

A divergence between private cost and social cost means

A, the market fails to maximize welfare.

B. income distribution requires improvement,

C.  resources allocation requires improvement.

D.  the cost to an individual of an action differs from the cost to the society.
1986/AL/1/06

A divergence between private and social costs

A. s inefficient and should be eliminated by government regulations.
B.  can be resolved by private contracting.
C.  means that income distribution is more unequal.
D.  (out of syllabus)
1986/AL/1/25

The smoke from a metal processing factory in Hong Kong pollutes a large government housing estate nearby, and the toxic
nature of the smoke may threaten the lives of residents who are scheduled to move into the estate soon. Economic analysis
tells us that

A.  the polluting factory must be relocated.

B. the residents must not be allowed to move into the housing estate

C. life is 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.
1988/AL/NT

A restaurant opens near a housing estate. The cooking smell annoys the residents nearby. Economic analysis indicates that

the residents of the housing estate should be encouraged to sue the restaurant owner.

resource allocation will be more efficient 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,

cawy
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Microsconormacs By eait
9. Roies of Governmiant
1990/AL/1/25
Suppose a tactory pollutes the environment. If the right to pollute is well-defined and transferable,

A, the level of pollution is subject to market contracting.

B.  pollution will be eliminated

C.  the factory will necessarily increase its production.

D.  then, on efficiency grounds, the government should intervene when the right to pollute is not transacted.
1990/AL/1/30

A divergence between private and social costs is NOT wasteful if’

A, the majority of people benefit from the divergence.
B. the cost of eliminating the divergence is greater than the cost of the divergence itself.
C.  people who suffer from the divergence choose not to complain to the government.
D. the divergence is not expected to last for a long time.

1991/AL/1/01

A divergence between private and social costs

A.  occurs when one person’s action inflicts damage on another person.
B. cannot be resolved without government intervention.
C.  may be eliminated by market transactions if the action that causes the damage is a private property right.
D. means inefficient allocation of resources.
1992/AL/1/22

Which of the following implies a divergence between private and social costs?

A. A factory pollutes the neighbouring housing for workers, and this housing is owned by the factory.

B. Increasing textile exports to the USA leads to higher clothing prices in Hong Kong.

C. M. Smith plays the piano which his neighbour loves to hear, but he plays it so often that the marginal benefit of
his music to the neighbour is exactly zero.

D, None of the above.

1992/A1L/1/23
Suppose the construction of a flyover causes the value of nearby properties to fall. To attain economic efficiency,

A.  the flyover builder should compensate the nearby property owners.

B. the flyover builder should install a noise reduction device.

C.  the nearby building should be relocated.

D.  There is not enough information to answer the question.
1992/AL/1/24

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

A.  the rate of depletion 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.
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9. Roles of Government

1993/AL/1/08

In its production process, a chemical factary 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 pollution if the fish farmer 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/AL/1/08

1f all property rights are well defined and transaction costs are zero,

A there will be no pollution,
B.  the marginal social cost of pollution will equal the marginal social benefit of pollution.
C.  the level of pollution will be minimized.
D the existing level of pollution will remain unchanged.
1994/AL/1/15

A divergence between private and social costs results from

A. market failure.

B.  property rights not bemg clearly defined.

C.  too little government intervention.

D.  the inability to distinguish private goods from public goods.
1995/AL/1/23

The construction of a new cross harbour tunnel in Western District has caused the value of nearby properties to rise.
Therefore, to increase efticiency,

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 construction costs
C. the government should encourage property developers to build more new flats in that area.
D.  None of the above.

1996/AL/1/2]

Given that people have well-defined rights to enjoy fresh air, which of the following justifies the government 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. Itisimpossible to find a tax schedule to correct the external effects of smoke pollution.

1997/ALN/27
A pianist plays the piano. is 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 more music the pianist plays, the less the neighbour 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 beiter if the pianist plays a little less.
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9. Roles of Government
1997/AL/1/28
In the United States, as in some other developed countries, onc 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 true?

A divergence between private and social costs is more likely to occur in Hong Kong.

A divergence between privale and social costs is less likely to occur in Hong Kong,.

The transaction costs involved in the climination of the divergence between private and social costs is higher in
Hong Kong.

D.  None of the above.

aw >

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,

A.  the situation may be efficient and no government intervention is needed.

B.  the situation is inefficient and the factory should not be aliowed to produce.

C.  the farmer should have the right to demand compensation from the factory.

D. the situation is inefficient and government regulation is the only way to improve efficiency.

1998/AL//19
A divergence between private cost and social cost

will not exist if transaction costs are zero.

cannot be resolved without private contracting.

implies that income distribution is unequal.

means that the market is inefficient and requires government regulation.

oow>

1999/AL/1/19
The new airport in Hong Kong relieves the people living under the old flight path from noise poflution, but causes noise
pollution 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 properties under the new flight path will rise if the noise pollution is fully anticipated.
C.  the respective property values will change if changes in the levels of naise pollution are not correctly anticipated.
D. the respective property values will not change under any circumstances.
1999/AL/1/27

Which of the following implies a 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.

on@>

333

Provided by dse.life




Mitrpeconamics by Topic
9¢Roles of Government

2000/AL/1/19
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 benetits 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/AL120
When a pianist plays the piano up to a point where the marginal value of the unpaid music to his/her neighbour is zero,

A.  private marginal benefit diverges from social marginal 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 unpleasant noisc for nearby residents, and yet the value of nearby properties
increases as a result of the new airport. 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 divergence between private and social costs,

D. There is definitely no divergence between private and social costs.

2005/AL/N/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 following is correct?

A. There is a divergence between private and social costs, and taxes imposed on airplane take-offs and landings will
reduce this divergence.

B.  There is a divergence between private and social costs, and subsidies awarded to airplane take-offs and landings
will reduce this divergence.

C.  So long as the market vatue of nearby property continues to rise with more airplanes using the airport, hence more
noise and pollution, the divergence between private and social costs declines.

D.  There is no divergence between private and social costs as long as the market value of nearby property rises.

2006/AL/1/29
Two adjacent houses have trees extending into each other’s garden area. Both owners clear the fallen leaves in their own
lawns without saying anything to one 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 each 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.

vow >
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2006/AL/1/30
A divergence between private and social costs

A, may not exist 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/1/30

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 benetits 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 countries, residents in apartments are not allowed to keep dogs, but residents in garden houscs arc allowed to do so.
Which of the following statements is correct?

A.  The nuisance of dogs barking is transacted in the market.
B. The divergence between private and social costs increases whenever dogs are allowed to be kept.
C.  The divergence between private and social costs decreases whenever dogs are not allowed to be kept.
D. None of the above.
2008/AL/1/30

The strict enforcement of a no-smoking law

A, will eliminate the divergence between private and social costs with respect to the elfects generated by smoking in
public,

B.  will reduce the divergence between private and social costs of public smoking.

C.  may increase the divergence between private and social costs of public smoking.

D. is more elficient than the absence of this law because the poll shows that the majority of people support its
passing,

2009/AL/1/28
A divergence between private and social costs

A.  may exist even if transaction cost is zero
B. may exist even if all 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

Tn 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 traffic congestion.

A.  There is a divergence between private and soctal 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.  If'the roads 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/1/28

A.C. Pigou observed that the sparks of passing trains harmed the crops of farmland near a railway. However, the noise of the
trains also scared away the birds feeding on the crops and because of this the price of the farmland rose. Which of the
following statements is correct?

A, Atax imposed on the use of the railway would reduce the divergence between private and social costs.
B. A subsidy granted to the farmers would reduce the divergence between private and social costs.
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
divergence between private and social costs.
SP/DSE/I/18

In which of the following situations will there be NO divergence between private and social costs / benefits?

A

B.
(]
D

A chemical factory upstream pollutes a river without considering the damage inflicted upon fish farmers
downstream

A diner smokes in a restaurant without considering the effects on people nearby,

A farmer raises some sheep which damage the crops of nearby farmland owned by the farmer.

A pianist plays the piano at home and receives no payment from his neighbour who enjoys the music.

2013/DSE/N/18
Suppose the market equilibrium output level is greater than the efficient output level. It implies that

A.  total social surplus will increase if output is reduced towards the efficient output level.
B.  at the equilibrium output level, marginal benefit is greater than marginal cost.
C.  the sum of consumer surplus and producer surplus is maximized as the market output level 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 benefits 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 a divergence between private and social benefits and the honey is over-produced.
B.  The beekeeper should be subsidized by the government to improve economic efficiency.
C. Ifthe value of honey is higher than the value of fruits, there is no need for the government to intervene to correct
the externality.
D. There will be no divergence between private and social benefits if the orchard nearby is owned by the beekeeper.
2014/DSE//18

Korean pop singers are becoming more popular in Hong Kong. To these singers, which of the following are their private

benelits?

vow»

(1) the rise in royalties from the sales of their albums

(2) the rise in sales revenue of Korean-designed fashion

(3) therise in the number of tourists visiting Korea

(4) the rise in revenue shared from their concerts held in Hong Kong

(1) and (3) only
(1) and (4) only
(2) and (3} only
(2) and (4) only
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2014/DSEN/19
Which of the following are ways to lessen the problem of divergence between private and social costs in-Hong Kong?

(1) to collect a sewage charge

(2) to collect a university tuition fee
(3) to collect a charge on electricity
(4) to collect a levy on plastic bags

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

2015/DSE/N/17
Which of the following is an example of the divergence between private and social benefits?

A, A security guard watches live concerts when he is working in a concert hall.

B.  Atourist enjoys the music performed by a singer on the street and he does not pay for that

C.  Aresident living next to a karacke lounge cannot fall asleep because of the noise.

D.  After the removal of the airport, the market value of the residential flats in that region increases.
2018/DSE/N/23

Recently, unmanned aircraft systems have become very popular but using those aircralts in urban areas has caused noise and
safety concerns, The Civil Aviation Department is considering regulating the manufacture, import and sale of unmanned
aircraft systems.

It is an example of divergence between private and social and the solution is being considered to reduce
the divergence.

costs market

costs government
benefits ... market
benetits ... government

gow>

2020/DSE//21

The White Moose Calé
May 5 ot 131 A
*ASCREAMING CHILD TAX**

Kor the banalit of bath stait and customers alike, we have taken the
declsion to impose a 1k on children who soreem. i we notiee that your
child is screaming, an automatic 15% surcharge wii be applied to your
bt For swary further screaming chifd you have in your group, an
additional 10% will be added.

W trust you eaderetand our position.

O¥0nx 1.4K Commaeits 593 Shares

With reference (o the above information, which of the following statements is correct?

A, Children sczeaming in the café resulls in negalive externality and all cafés should introduce
similar poficy o restore efticiency.

B, The extra charge on scnsaming children increases the marginal private cost of the groups with
sorcaming children.

C.  The child tax’isa solwion to the divergs between private and gocial
costs.

D, The ‘sereaming child tax’ 13 a kind of discrimination and should not be imposed.
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Short & Structured Questions

1985/AL/1/7

‘Education benefits society, therefore if the government subsidizes education, the society will benefit more.”

(a) Critically evaluate this statement. (It 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 Jearn from the

educated free of charge. For the sake of argument, defend government subsidization under this condition.

1986/AL/T/10

The following data show that a factory, in the process of production, pollutes and inflicts damage on the neighbouring
praperties

Level of Total Total Private Total Damage to
Output Revenue Cost Property Owners
b -] $

100 180 130 34

200 360 270 66

300 540 420 96

400 720 580 124

500 900 750 150

600 1 080 930 174

700 | 260 1130 196

800 1 440 1 440 216

(a)  Ifthe factory owner sceks to maximize his own gain and ignores the damage inflicted on his neighbours, what will be
the Tevel 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 fevel 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 tevel 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 tolt charges will reduce or eliminate this divergence,

2005/AL//7(a)
The Chinese government subsidizes the training of promising athletes. 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 justified?
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2. Roles of Governmertt
2007/AL/N/7(a)
The Hong Kong government has imposed a sirict and severe no-smoking law, prohibiting smoking in most public areas.
Milton Fricdman said that cach and cvery individual should have the frecdom to harm himself, including committing suicide;
however, in doing so he may inflict damage on others and create a social cost problem. One who smokes cigarettes 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//7(b)
Large shopping centers everywhere tend to charge much lower rents for anchor stores, or stores considered as big draws
attracting visitors or shoppers to the 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//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.

Some residents complained that the large number of tourists overloaded the public transportation system, resulting in a large
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/l/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 to take photos. Explain how the "photo-taking-and-
sharing" behaviour of the customers may involve externality. (3 marks)

2017/DSE/l/4

Pokemon Go is a popular game for which gamers need to move around different places with their smartphones to catch the
cyber-pets. Its developer has placed hotspots in different areas where many garners are atiracted 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
incfficiency. (3 marks)

(b) How may such a problem of inefficiency be relieved by market? (2 marks)

2019/DSE/11/4

Getting vaccinated is an effective way to prevent infection and protect oncself from flu viruses. Using the
concept of externality, explain why the government provision of subsidy on Seasona! Influenza Vaccination

(A ST SR U ) may improve economic efficiency. e (4 marks)
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MARKING SCHEME

1085/AL//02 1002/ATI/23 1998/ALA/13 2006/ALL30 2013MSEA20
B D A A (44%) D (65%)
1085/AL/1/23 1992/AL/1/24 1998/AL/1/10 2007/AL//30 2014/DSE/1/18
D C A B (63%) B (93%)
1986/ AL/I06 1993/ALA/0S 1999/AL//19 2008/AL/1/28 2014/DSEA19
B D c A (38%) B (81%)
1986/AL/2S 1994/ALA/GS 1999/AL/1/27 2008/AL//30 2015/DSEAN7
D B B C (45%) 1B (45%)
1988/ALA/ T 1994/AL/ 15 2000/AL/I/ 19 2009/AL/I/28 2018/DSEN/23
» B n B (47%) B (73%)
FOROIALARS 1995/AL/I/23 200ALA20 2010/AL/8 2020/DS8E//21
A ) 8 D (73%) B
1990/ALA/30 1996/ALA/21 J003/A1A/27 201UALNI2S
B B A C (23%)
199 1/A LA/ 199 T/ALA/Y 2005/AL4129 SP/DSE//18
a C C(37%) C
1O2ALI2 [99T/ALA/R 2006/AL/1/29 2013/DSEN/18
D B A (71%) A (52%)

Note: Figures in brackets indicate the percentages of candidares choosing the correct answers.

TO85/ALA/T

{a) Meore of all goods, including housing, cars and education, is benelicial, but we cannot have more of all goods. If the
government subsidizes education, more of it will be produced and consumed. Whether society benefits depends upon
the value of the extra education (because of the subsidy) compared to the value of the other goods which the society
would have to sacrifice in order to have the exira education (1e. marginal benefit versus marginal cost). In general,
because of the subsidy, the marginal cost of education to society would exceed its marginal benefit.

{h) Candidates are expected to know that this part of the question concerns the divergence between private and social
benefits. If the educated cannol charge a lee Jor the benefit they generate to the uneducated, ten from the society’s
point of view they will tend to under-invest in education, in the sense that the marginal cost of more education to them
will fal} short of the marginal social benefit. Subsidizing education by the government will therefore Jead to marginal
gain to society.
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1986/ALA/10

Level of Marginal Marginal Private Marginal Marginal Social
Output Revenue (MR) Cost (MPC) Damage Cost (MSC)
100 180 130 34 164
200 180 140 32 172
300 180 150 30 18G
400 180 160 28 188
500 180 170 26 196
600 180 180 24 204
700 180 200 22 322
800 180 310 20 330

(1) 600 anits, where MR ($180) = MPC ($180) and the private gain is maximized ($150).

(b) 300 units, where social surplus is maximized (524). If the factory owner wants to increase output to, say, 400 units, the
marginal profit from this increment is $20, but the marginal damage Lo the neighbours is $28. The neighbours therefore
will pay the factory owner $20 to cut output back to 300 units.

{£)  Again 300 anits, where the social strplus 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 to take the marginal damage.

1988/AL//7(a)

If congestion oceurs, cach user will slow down the speed of others, thereby imposing time cost upon one another without
compensating them for this cost. The social time cost generated by one driver is the time cost of himsclf as well as the time
cost he imposes upon ali ather drivers, whereas the private cost is the time cost to this one driver only.

Atoll will reduce the traffic congestion, thereby reducing the likelihood of one user imposing Llime cost upon others,

2005/ALA/T(a)

The presence of external effects, such as national pride or glory, may yield values to citizens at large. as most if not all
Chinese in some measure enjoy a greater number of gold medals won in the Olympic Games. It would be highly difficult to
colleet payments for this type of external beneficial effects from all those enjoymg the results of the training. (Transaction
costs may be mentioned here.} Does national pride worth something to the citizens? Of course But since payments are not
enforced there is no way we can assess actually how much the citizens wounld be willing to pay.

2007/ AN T ()

Saocial gains:  Non-smokers™ exposure to secondhand smoke is harmful 1o them health, and they are not compensated by the
smokers who are responsible for such a negative externality A ban on smeking can eliminate the existence of
this negative externality.

Social costs.  Smoking generates marginal benefit (MB) to smokers which exceeds its marginal social cost (MSC) at some
fevels. To maximize total social surplus (smokers’ consumer surplus and tobacco companies™ producer
surpius), the “efficient level of smoking’ should be that smokers ate allowed to smoke until their M(S)B
equals MSC. A ban on smoking will lead to under-production and a deadweght loss.

Society will gain from a ban on smoking only if such social gains and larger than the social costs
Tt is virtually impossible to show whether the social gains are greater or smaller than the social costs in this case, because

there is no guideline to properly estimate these gains and costs. When people are not asked or not required lo pay, as they do
in the market, any such estimate is not retiable.
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2008/ AL/N/7(h)

There is a divergence between private and social costs in the sense that the anchor slores generate spillover benefits Lo the
smalier shops,

There is no divergence between these spitlovers are all captured by the owners of the shopping centers, and because the
anchor slores are capluring their own beneficial spillovers by paying lower rents. On the other hand, the smaller shops,
which pay higher rents, are actually buying the spillovers beneficial to them.

2015/DSEN/12(d)

Negalive externality / divergence between private and social costs, {3
When the public transportation system is overcrowded (i.¢., at full capacity), any additional passenger using the system
would increase the time cost for other passengers without having to compensate them for this extra cost (implying a
divergence between private and social costs). As marginal social cost is now higher than marginal social benefit, the number

of passengers using the system would exceed its efficient evel, 3)
2016/DSEN/4

Taking photos may disturb other people in the restavrants/sharing the pholos in the sosial media may disclose the design of
dishes. Both possibilities may have an undesirable effect on the revenue/profit of the restaurants, but such effects are not
compensated (financially or otherwise) by the photo-takers. Such photo-taking-and sharing behaviour may thus involve
negative externality (external cost is involved) 3)

OR
Taking photos and sharing them 11 social media may have a promotion effect, attracting more customers-bringing higher
revenue/profit-to the restaurant, but the photo takers do not receive compensation for such benefits. Such photo-taking-and
sharing behaviows may thus involve positive externality (external benefit is involved), 3)

2017/DSEA4

(a) Positive externality. Restaurants in remote areas enjoy benefits from increased business due to the game developer's
choice of hotspots locations without paying the developer. So external benefit exists and marginal social benefit is
greater than marginal social cost. The number of existing hotspots near the restaurants is lower than that required by the

efficiency level. 3

(b)  The restaurants may pay the game developer to increase the hotspots nearby. )
Ok

The game developer may charge the restaurants for placing more hotspots near them (2)

2019/DSE/Ud

Getting vaccinated protects omeself ss well as lowering the chance of others being )]
infected by flu. Since the person receiving vaccination is not compensated by others

(whose chaaces of being infected are reduced), there exists external bemefit, with

marginal social benefit exceeding marginal social cost. This implics that the number of

people getting vaccinated is below the efficient level. Subsidy can increase the quantity

of vaccination towards the efficient level and thus narrow the gap between marginal

social henefit and marginal social cost.
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9.2 EQUITY

(Note: The concept of equity was not included in the AL syllabus. The only relevant topic is about wage determination in
the fuctor market.)

Multiple Chotce Questions

1985/AL/1/28
Which of the following groups would mast likely be harmed by a minimum wage law?

A, teenagers with low productivities.

B. salesmen who are paid by commission

C.  waiters who are paid mainly by tips.

D. technicians skilled in speciatized techniques.
1991/AL/1/12

Workers in Hong Kong earn higher wages than those in the Philippines because

A.  there is a smaller labour supply in Hong Kong.
B.  the labour unions in Hong Konyg are stronger.
C.  the workers in Hong Kong are more productive than those in the Philippines.
D. the living standard in Hong Kong is higher.
1991/AL/N/24

God may have started out to create all men equal, but our parents intervened. Natural differences in abilities, attributes and
tastes go far to explain wage differences. Economics tells us that

A.  the government should therefore set things right, and a socialist state is therefore preferable.

B.  the best condition is from whom according to ability and to whom according to needs.

C. with equal education, people will have equal ability

D.  with private property rights, the more productive your labour and the greater the demand for your services relative
to its supply, the higher your wage rate.

1993/AL/1/26
The more human capital an individual worker brings to the labour market,

the higher will be his marginal product.

the easier it will be for him to find work.

the more difficult it will be for him to find work.

the more hours of labour he will be willing to supply.

gowp

1993/AL/1/30

An employer observes that when one employee is sick (and does not come to work), the value of output falls by $500 per
day. If two workers are 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 is $750 per man-day, the employer should

A.  keep the same number of workers.
B. fire one worker.

C. fire two workers.

D.  fire three workers
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1996/A1/1/03

In a competitive labour market, two industries require the same type of labour. Suppose the marginal productivity of labour

in Industry A is higher than that in Industry B. In the absence of transaction costs, which of the following statements 1s
correct?

A. Iflabourers are switched from Industry B to Industry A, then the value of the total output of the industries will
increase.

B.  Employers in Industry A will lay off some workers who will then be employed in Industry B.

C.  The labour demand curve 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 competitive market, the observed wage rates of men are generaily 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/1/26

In a competitive labour market, the wage rate received by a worker depends on

A.  his marginal productivity.
B. the alternative offers he receives.
C.  the market demand for the product he produces.
D.  All of the above.
2007/ALA/1T

A researcher reported that people with good looks receive an income about 5% higher than average workers, other abilities
adjusted. This imples

o>

discrimination.

zood looks are a capital asset.
it pays to dress nicely.

All of the above.

SP/DSE/I/19
Study the following Lorenz curves of two economies.

% of % of
income income

%5 of households % of bousebolds

Lorenz curve of Country A Lorenz curve of Countiy B

From the above diagrams, we can conclude that

gnw>

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 earns a higher income than that in Country B.
the high-income group in Country B earns a higher income than that in Country A.

344

Microeconarmics by Topic
9. Roles of Governmesit
PP/DSE//18
The following table shows the Gini coefficient 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 statements is/are correct?

(1) The income of high-income households increases while the income of low-income households decreases.
(2) The income distribution becomes more uneven.
(3) The general living standard declines.

A (1)only

B. (2)only

C. (3)only

D (1), (2)and (3)
PP/DSE//19

Which of the following is the most likely effect of an effective minimum wage law?

A Income distribution will become more even.
B.  Total wage earnings of workers will rise.
C.  The employed population will increase.
D Non-price competition will emerge.
2012/DSE//20
The following diagrams show the Lorenz curves of Country A and Country B
Courmry A Country
W ol incotne % of focome 2
E £
B &
8 8
3 8
- 2
20 < [ 0 100 0 20 40 60 86 100
% of houscholds % of houscholds

Accirding 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 a more even distribution of income than Country B,

Country A has a larger Gini coefficient than Country B.

oow>
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2012/DSE/1/21

Which of the following are possible causes of income inequality among individuals?

(1) difference in race
(2) ditference in capital ownership
(3) difference in health

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

Saw>

2014/DSE/1/20
Which of the following polices can reduce the Gini coefficient based on post-tax post-social transfer monthly household
income in Hong Kong?

A, toraise the standard tax rate on salaries tax

B.  toreduce the marginal tax rate on salaries tax

C.  toreduce the amount of Comprehensive Social Security Assistance Schemes (A £ 4l & i 4% Wy ) 1))
D.  to grant an equal sum of money to the Mandatory Provident Fund accounts of every employee

2015/DSE/N/21
Suppose the post-tax Gini coefficient of an economy is larger than its pre-tax Gini coefficient. This implies that

The government has increased the amount of transfer to the poor.

The tax system of the economy is likely to be regressive.

The problem of income inequality is worse than that in the previous year,
The government should reform the tax system.,

Tawe

2017/DSEN/20
Li Ka Shing Foundation gave HK$5 000 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?

It reduces the income inequality as a larger portion of the receivers of the gift are from Jower income group.

It increases the income inequality as it is unfair to the candidates living in the non-remote districts

As the money is given to all candidates living in those remote districts, income distribution remains unchanged,
It helps equalising opportunities as those candidates will study harder to improve their exam results.

cows
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2017/DSE/N/21

The following diagram shows the Gini coefficient of Hong Kong based on original household income.
0.60
0.58 4
0.56

8.54

.52
Gini coefficient
based on original
household income  g4g

0.50

046

044

042

040 . .
97T 1976 1981 I9BS 1991 1996 2001 2006 2011 Year

Based on 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 welfare policy failed to reduce the income inequality.
D. income gap had been widening.
2017/DSE/N/22

The Work Incentive Transport Subsidy Scheme helps low-income carners reduce their cost of traveling to and from work
and encourages them to get a job. Workers meeting certain criteria, such as monthly income and asset limits, are eligible to
get the subsidy. Which of the following would likely occur afler the implementation 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.

A, (1)and (2) only
B. (3)and (4) only
C. (1), (3)and (4) only
D.  (2), (3) and (4) only
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2019/13SE/T/ 19 2020/D8E//22
100
Ok Locanz corve Smdy the following two Lorenz curves.
&0
---------- New Lorenz curve Lorenz curve of Countrv 4 Lorenz curve of Country B
Cumslative 100 100
percentage of
post-tax income % ) 80, S0
20 / PR : /
L= Cumulative ® c o
= petcentage petcentage
0 20 40 60 80 100 afinconie ¢ of inceme 40
G ive pert ofh ' /
2 7 20
Which of the followlng pelicios would rexult in the above changs In @ Lotenz curve ln Hong Kong? // |
A Towering the profits tax raies , OTTR0a0 0 80 100 “—ﬁf:% 50 0100
rcs mc;n; ::;w salaries tax mm“;x : Cumulative percentage of houscholds Cumulative percentage of households
D.  raising the air passenger departure tax.

Zompared with Country B,

the Gini coefficient of Country Ais larger.

Couniry A has a higher standard of living,

the top 20% of households in Country A have fess total income.
Country A has a more even income distribution.

2020/DOSE//13

Towe

In recent years, the rise in demand for private cars in China has atiracted Volkswagen, s German car
manvfacturer, to set up car manufacturing factories in China.
2020/DSE//23

The shove case illustrates the function of prce because
A incieg privale cars ars sold to the highest-valued users in Clina The following table shows the data of average annual income earned by women and men according to their
. TAtDning ... Ll . ; 3 age in 2018,
B. natonng . fewer buyers are willing to buy private cars in Germany 8
C. allocative the supply of private cars falls in Germany : A Average anoual income of women Average annual income of men
0. ollocative ... more reseurces are allocated 1o the production of private cars tn Ching & (HKS$) (HKS)
20-29 122000 121000
2020/DSE/M/19
56 - 59 482000 6450600
Study the: following news extract.
In the last decade, the rent of residential units in Berlin was doubled due to conti i ind d Which of the following may explain the phenomena shown by the above data?
To deal with the problem, the Beriin government imposed a ‘Rent Frozen Bill’ under whick the rent of ) _ i .
residential units was not allowed to increase for at lenst 5 years. (1)  Women tead 10 leave the job market earlier than men for teking care of the family, leading to fower
women 1 take up senjor pogitions in companins,
- - ] . ) ) ] (2} Sex discrimination in labour market exists in the older generations.
Suppose & similar bill is implemented in Hong Kong. Which of the following statements is commect? (3) Accumulation of human capital contributes to the difference in income between different age groups.
A, The Gini coeficient will increase. A (Donly
B.  The property tax revenue of the government will increase. B, (D) only
C. There will be a deadweight foss if the demand for residential units keeps on increasing. C. (3)only
D.  The preperty owners will have higher incentives 1o renovate their flats, D. (1), (2) and (3}
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Short & Structurpd Opestions

Refer to the following policy proposals in Hong Kong,

Praposal (1) providing a cash subsidy for those who have been on the waiting list for public housing
over five yedrs

] g o . " ) . PP/DSE/I/11(d)
Proposal (2).  raising the eligible age for the Elderly Comprehensive Social Security Assistance Under the School Textbook Assistance Scheme (STAS), needy students are granted subsidies to cover the costs ol textbooks
Scheme from 60 to 65 and miscellancous school-related expenses. Explain how STAS can enhance equity in Hong Kong society. (4 marks)

Proposat (3% raising the standard tax rate of the salaries tax

2012/DSE/1/4

. o s o b According to a report of the United Nation in 2008, the Gini coefficients of Hong Kong and Betjing were 0.53 and 0.22
Which of the above proposals will reduce the Gint coefficient based pn post-tax post-social transfer monthly respectiv;y‘ P SRR -
household income in Hong Kong?

(a) Was the income gap between the rich and the poor in Hong Kong wider or narrower than that in Beijing? (1 mark)
A {1yand (2) only
B, {l}and (3} only (b)  Explain how an increase in the standard tax rate of salaries tax will affect the post-tax Gini coefficient of Hong ;\ongk
C. {2yand (3)only (3 marks)
D. (1)@ and(3)

2012/DSE/1/10(b)
In 2011, the Financial Secretary announced the “Scheme $6 000” which provides $6 000 to each Hong Kong permanent
resident who is 18 years old or above.

2021/DSE//22

The following table shows the information about two top-tier football leagues,

Do you think that the government should introduce the “Scheme $6 000” to improve equity in the Hong Kong society?

Average annual income of the players Explain. (4 marks)
Football league Defensive players Attacking players
2013/DSEN/T
England £2 751 537 £3 839 8758 Table 1 shows the Gini coefficients by occupation of Hong Kong in the years 2006 and 2011
Ttaly £1 536 945 £2 625 975 Table 1
Gini Coefficient
Which of the folowing isfare possible reason(s) for the income differences among players? 2006 2011
. . : - Construction 0.362 0.385
(1) The f:elevtsmn broadcast revenue generated by the top-tier foothall league in England is higher than Financing, insurance, real — —
that in }xaly. o estate and business services : =
(2} 'The price level in England s higher than that in lialy,
(3} The commercial values of attacking players are higher than those of defensive players since attacking (a) According to Table I, which occupation has a smaller income incquality among its workers? Give TWO possible
plyers are more popular. reasons that account for such a difference in income inequality. (4 marks)
g‘ E;i Qn:i; Table 2 shows the employment distribution by industry section of Hong Kong in the years 2006 and 2011
s Oy
C. {3yonly Table 2
Do (1) (@) and (3) Employment distribution by industry section
2006 2011
Construction 8.0% 1.7%
Financing, insurance, real 17.0% 1929,
estate and business services e i

Table 3 shows the Gini coefficients of Hong Kong in the years 2006 and 2011

Table 3

2006 2011
Gini Coefficient 0.533 0.537

(b) How may the data given in Tables I and 2 help explain the change in the income inequality of Hong Kong as reflected
in Table 37 (4 marks)
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2013/DSE/N/I

The government has launched the “Work Incentive Transport Subsidy Scheme”, with the following objectives: (a}

(1) To relieve the burden of travelling expenses commuting to and from work on the part of low-income
households with employed members bl

(2) To promote sustained employment

Applicants must meet the monthty income and asset limits of the household (e.g. for a singie 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 achicve the above two objectives? BExplain. (4 marks)

(b) (ii) Discuss the cffects of the scheme on income inequality. (3 marks)

2015/DSEN/8
The government is considering spending a certain sum of its budget surplus on the following two proposals

Proposal 1: To extend the free edncation to 15 years
Proposal 2: To provide unemployment benefits

Evaluate the two proposals in terms of equality. (4 marks)

2016/DSE/M/T}
Medical service is one of the basic human needs.

Source B: an extract from the Hospital Authority webpaue

The Hospital Authority is [ to providing ¢ ity-hased primary care
services. Qur 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)

(dy Many people argue that public clinics should raise the fee to reduce the waiting time. Evaluate this argument in terms
of equity. (2 marks)

2017/DSE/MI/11(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/DSENI/2

Li Ka Shing Foundation offcred an unconditional cash gift of $5000 to cach 2018 HKDSE candidate living
in Yuen Long, Tuen Mun and Islands districts under the project ‘Decide Well, Spend Wisely”,

Statement A:  The project can improve the public examination results of candidates in those districts.
Statemment B:  The project can improve equity in Hong Kong.

(@) Explain whether Statement A is a positive statement. (2 marks}
()  Justify Statement B. (4 marks)
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Masky have become & duily necessity as it is compulsary for people to wear masks i sy public arcas,

*Compulsory mask wearing creates a larger burden to the Jow-income group than the high-income
group,” Justify the statement. {2 marks)

The Goverment distributed *CnMask” to citizens in Hong Kong for fiee,
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MARKING SCHEME

1985/AL/1/28 1993/ALA/30 2007/ALAAT 2012/DSEN/20 2017/DSEN/20
A I D D (82%) A (68%)
1991/AL/1/12 1996/AL/1/03 SP/DSEA/19 2012/DSEN/21 2017/DSEN/21
C A B D (64%) 1 (91%)
199 1/AL/24 1998/AL/1/04 PP/DSENNR 2014/DSE/1/20 2017/DSE//22
D (& B A(73%) C{(73%
1993/ALI26 1999/ALA/26 2015/DSEA/21 2019/DSE//19
A ] B (63%) C
2020/DSE/13 2020/DSEA/9 2020/DSEA/22 A20/DSEA23 2021DS /N2
A
D C 2 I
2021/DSE/N22
PPIDSEAN 1(d) B
The STAS increases the ncome of the needy students’ families whils the rich fmilies cannot enjoy this benefit. {2}
The STAS will help equalize opportunities as it helps the needy students further their studies. Education can increase filore
income of the needy students so it may help narrow the income gap over time. (2)
2012/DSEALA
(0)  Wider 8}
(b)  Lower, because )
higher income group has a fower post-lax income while the income of lower income group remains unchanged. 2)
2012/DSEATI0(H)
Hquity is a subjective concept that involves value judgments. / Different people use different standards of equity. (1)
Yes, because the $6 608 results in a higher percentage increase in income of the poor. 2)
OR
No, as it does not hielp equalize opportunitics. Relative to the rich, the poor do not get more resousces to improve their
productivity / increase future income. 2)
oR
Nu, as it is not cquaiizing outcome as not cveryone can benefit from the scheme, ¢.g. non-permanent residents and residents
who are below 18 years old are not eligible for the $6 000, 2)
2013/DSEAYT
{a) Construetion M

This is because the entry to a particular occupation is closcly associaled with a person’s human capital, which tends to
be mure homogencous among the construction workers than among finance professionals. 2)
The construction industry often pays their workers by time rates, which are more or less uniform across workers. In
addition to basic salaries, compensations to the employees of linancing, insurance, real estate and business services
often include performance-based commissions, bonuses and profit-sharing, which may result in a greater diversity of
income within this industry. 2)
(Max: 3)

350

o A T T

Meroeconarmics by Tope
9. Roles of Governmerg:

(b)  The Gini coefficient, which reflects the degree of income inequality, has increased in the HI economy as a whole. (1)

As shown in Table 1, income inequality in both industries has increased. Other things being equal, this would
contribute to the increase in the income inequality in the entire cconomy. (2)
As shown in Table 2. there is an iucrease in the proportion of working population in the industry with a larger disparity
of incame (.. financing, insurance, real estate and business services) and a decrease in the industry with a smaller
disparity of income (i.c. construction). Other things being equal, this changing patter of cmployment distribution
across the two industries would contribute to the increase in the income inequality in the entire economy. (2)
(Max: 3)

2013/DSENIT

(@) Objective (11 Yes. as it providus cash subsidies relieving the burden on travelling expenses. 2)
Objective (2): Yes, if the WITSS continues to subsidize the workers on travelling expenses. (2)
OR
Objective (2): No. as employment (as well as unemployment) fargely depends on the aggregate derand and supply of
the cconomy (which may fluctuate over time) rather than the WITSS. (2)

() (i) Tt belps to reduce the income inequality. Tt helps equalize outcome as it provides extra money for the lowar-
income group only / it increases their opportunity of finding a job with higher income because they can travel
farther away [rom their residential arca. (3)

2015/DSE/NT/8

Proposal 1:

Equalizing opportunities:

Free education for longer years means that the poor are able to receive more education and improve their productivity and
hence income-garning power in the future. )
Proposal 2:

Equalizing mcome/outcome:

More welfare payments to the unemployed could help reduce the income inequality between the employed {rich) and the
unemployed (poor) {2)

2016/DSE/I/ ]

(e) Equalize income/outcome: basic medical service acts like a transler or subsidy-in-kind, enjoyed mainly by the low-
income group; The high-income group may choose not to "queuc up” for such medical benetits and turn to private
medical service instead. (2)

OR
Equalize opportunities: basic medical service provided to patients with chronic diseases would improve their health,
allowing then: to continue to work and earn income, Therefore, their inconte would not be affected by their ability to
afford medical service (their backaround), but rather by their work effort. 2)

(d) Equity:
After the fee raise, the poor may no longer be able to afford the fee and thus be deprived of the opportunity to enjoy the
medicul services. Equity may be worsened as the poor cannot enjoy the transfer/subsidy while the rich can stilf use the
seIvIee (2)

OR
After the fee raise, the poor may no longer be able to afford the fee and thus be deprived of the opportunity to enjoy the
medical services. The poor may then be deprived of the chance to work and earn income due to their poor health.  (2)

2017/DSEA ()
Yes. Subsidizing education is a measure to equalize opportunities, so the poor will not be deprived of university education
dne to financial constraint. Bducation could also raise their future income, thus reducing income inequality over generations

(3)
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2019/DSE/T1/2
(a) Statement A is a positive statement becanse it is refutable by fact. @)

(b) Equalising income: the districts are with lower averge honsehold income so this
cash will Lelp narrow the income gap.

Equalising opportunity: the subsidy on education will enhance the chance of the max: 4
poor to get higher education without being hindered by their backgrounds.

2021/DSEA10

(a)  Assume the price of masks is same for low-income and high-income group, the proportion of
income spent on masks of low-income group is higher than that of high-income group, so the
percentage decrease in disposable income of ow-income group is higher,

(b

(i} No, more of it is preferred to less of it.

(i) No, it is excludable and rival in consumption.
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