ECONOMICS PAPER 1 – SECTION B (50 marks)

1. (a) State and explain the market structure of the gasoline companies in Hong Kong. (3 marks)

(b) List out three features of this market structure. (6 marks)

(c) There is an increase in sales of motor vehicles.

  (i) By the assistance of a diagram, determine whether the revenue of a car park owned by a private company will increase or decrease. (7 marks)


 (ii) If the government wants to balance the benefits of the car park owner and the car owners, should a price ceiling or a price floor be imposed? (Suppose it is effective) Indicate in the diagram in (c)(i) and explain a problem which will be brought by this action. (7 marks)

  (iii) As the action will give rise to the problem in (c)(ii), suggest a method to attain the goal of the government without triggering the problem. (2 marks)

2. Renminbi (Yuan : Currency of China) has been appreciating recently.

(a) Suppose the linked exchange rate of HK dollar to US dollar is 7.8 : 1. If Yuan is said to be more “expensive” than HK dollar, which is the possible exchange rate of Yuan to US dollar? 7.75 : 1 or 7.85 : 1? (2 marks)

(b) (i) Define currency appreciation. (2 marks)

   (ii) Explain the effects of the appreciation of Yuan on the import of Hong Kong from the mainland. (7 marks)

(c) Helping the Poor has been an important issue for Hong Kong. Suppose there is a fiscal surplus recorded by the Hong Kong government, and some measures are under consideration.


(i) What is a “fiscal surplus”? (1 mark)


(ii) State whether the following measures can help the poor in society and explain.

(1) The abolition of a general sales and services tax. (3 marks)

(2) A reduction of the standard tax rate for the salaries tax. (3 marks)

(d) Please refer to the following table for information.

	Factory A (1 day)

	No. of Workers
	Total Output Unit
	Worker hours / Worker

	150
	8100
	12


(i) If the government imposes a maximum working hour of 9 hours per worker each day and assume the productivity of the workers does not change. Calculate the estimated output unit per day for the factory. (3 marks)

(ii) Give ONE advantage and ONE disadvantage of this measure to society. 

(4 marks)

	1 (a)
	Oligopoly. (1)

A few dominant firms. (2)

	  (b)
	‧Heterogeneous goods (2)

‧Imperfect information (2)

· Price-searchers / price war will occur (2)

· Sellers are interdependent. (2)             Max. : 6

	  (c)(i)
	Verbal:

Car Park: Fixed Supply (1)

Sales increases ( Demand increases (1)

( Increase in Revenue (1)

Diagram:

Labeling of axis (0.5) 

Title: Car Park (0.5)

Shifting of demand curve to the right (1)

Vertical supply curve (1)

Increase in revenue indicated in figure (1)

	    (ii)
	Verbal:

Price ceiling (1)

As supply is fixed, demand increases ( price increases (1)

Revenue decreases and excess demand arises (1)

Problem: Cars will be parked in the streets and there is not enough parking spaces. (1)

Diagram:

Fixed P’ (1)

Excess demand indicated (1)

Decrease in revenue indicated (1)

	   (iii)
	To increase the number of public car park space. (1)

Right shifting of supply curve (1)

/ Other reasonable answers.  (Max. 2)

	2. (a)
	7.75 : 1 (2)

	  (b)(i)
	Appreciation refers to the increase in the exchange value of a currency in terms of another currency. (2)

	    (ii)
	Verbal: 

Appreciation of Yuan ( More expensive import, price increases (1)

Import volume decreases (1)

Revenue depends on elasticity of demand. (2)

Diagram:

Down-sloping demand curve. (0.5)

Title: Import from China (0.5)

Shifting of Q and P (1)

Gain and Loss indicated (1)

	  (c)(i)
	Government revenue > Government expenditure (1)

	 (ii)(1)
	Yes.(1)

GST is a regressive tax. (1)

Tax payment takes a decreasing percentage of taxable income as taxable income increases. (1)

	    (2)
	No. (1)

Reduction of standard tax rate will only reduce tax payment of high-income earners. (1)

Poor people will not benefit from it as they may not even fall into the tax net of salaries tax. (1)

	  (d)(i)
	Productivity: 8,100 / (12*150) = 4.5 output unit / hour (1)

Total Working Hours: 150*9 = 1,350 hours (1)

Estimated output: 1,350 * 4.5 = 6,075 units (1)

	    (ii)
	Advantage:

As factory owner want to maintain same amount of product produced, he / she will employ more workers, hence the unemployment rate will decrease. (2)

Disadvantage:

If piece wage / time wage is used, the workers will receive a lower wage and contribute to the problem of poverty. (2) / 

There will be a underemployment problem as workers are not working as long as they are willing to. (2)


Topics Covered:

· Market structure

· Demand and Supply

· Currency exchange ratio

· Public finance

· Wages / Productivity

