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PAPER 1
MARKING SCHEME

Michael G. has prepared this marking scheme for
students” reference. Please note that the
answers suggested 1n the marking scheme are not
necessarily the only possible answers to the
questions. All well reasoned alternative
answers are acceptable.
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1. - remove the effective quota on the textile and clothing products would lead to a
rise in supply. Equilibrium price would fall and equilibrium quantity would

increase.
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2. - uncertain
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- do not know the absolute change of direct and indirect tax revenue
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3. (a) - acontinuous rise in the general price level of goods and services
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(b) - Gain. Under fixed interest rates, the payment of the installment every month will
remain the same. The value of payment will decrease since the purchasing

power of the payment decreases.
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4. - comparative advantage
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- if the person is rational, he will choose an option with a lower opportunity cost.
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- opportunity cost is the highest valued option forgone
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5. (a) - this is a monopoly.

- it is not desirable to have more than one firm supplying the railway service in
one area because this belongs to natural monopoly and there is insufficient
market demand to support more than one company in one location.
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(b) — lateral integration
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- technical economies of scale: a fuller use of the plants and equipment
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- managerial economies of scale: a wider scope for specialization
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6. —Yes. It is a generally accepted as a medium of exchange
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7.(1) - current transfer
e i
- unfavourable effect
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(i) - capital account
YRR

- favourable effect
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8. (a)

No. of workers (= + # P ) TP (2 #) MP (£ 4 £)
0 0 R
1 5 5
2 15 10
3 30 15
4 50 20
5 70 20

- the law of diminishing marginal returns states that when variable factor inputs are
continuously added to some fixed factor inputs, the marginal output will
eventually fall.
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- the above data cannot illustrate the law of diminishing marginal returns.
R T R PR -

(b) - fixed cost : rent of the premises
i A B &

do not vary with changes in the number of students
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- variable cost : electricity charges

REEEE

vary with changes in the number of students
REES LIRS R
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Section B 4}

9. (a) Assume 12 units of labour can produce:

97 12 1 55 ot
Goods X Goods Y
Country A(F'1s!) 12 6
Country B("¢ ) 4 3

- opportunity cost ratio is

B 4 AL

1 unit of Goods X

1 unit of Goods Y

Country A(F'1)

0.5 units of Goods Y

2 units of Goods X

Country B("¢fs)

0.75 units of Goods Y

1.33 units of Goods X

Country A produces one unit of Goods X has to give up 0.5 unit of Goods Y. Country B produces
one unit of Goods X has to give up 0.75 unit of Goods Y. Therefore Country A has a comparative

advantage in Goods X industry because of the lower opportunity cost in producing it.

result Country A should specialize in Goods X production.
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As the
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Country B produces one unit of Goods Y has to give up 1.33 units of Goods X. Country A produces
one unit of Goods Y has to give up 2 units of Goods X. Therefore Country B has a comparative

advantage in Goods Y industry because of the lower opportunity cost in producing it.

Country B should specialize in Goods Y production.
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(b) Assume 12 units of labour can produce:

As the result

AR SR i [}[Ygfb’ﬁ\ 2 Hink
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R 12 H 60 55wt i
' Goods X Goods Y
Country A(F' 1) 12 6
Country B("¢fs) 8 6
- opportunity cost ratio is
' 1 unit of Goods X 1 unit of Goods Y

Country A(F'1s!)

0.5 units of Goods Y

2 units of Goods X

Country B("¢ )

0.75 units of Goods Y

1.33 units of Goods X

- no effect
T YA
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(c) - the line of reasoning is wrong because comparative advantage works through
difference in opportunity cost for two commaodities between two countries. But
the line of reasoning in the question works through cost difference of two
commodities for one country only.
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10. (@) 102.7b + [55.4b + (-3.90)] + 12.4b + (122.2b + 27.2b) — (139.2b + 19.2b) = 157.6 billion

(b) — newly industrialized countries tend to have proportionally more production
with negative externalities (pollution), their measured GDP tend to overstate
their welfare.
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- GDP accounts do not include non-market transactions. Less developed countries
tend to have proportionally more non-market transactions as compared to
newly industrialized countries, therefore, the measured GDP tends to understate
the welfare of the less developed countries.
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(c) - GDP is the total value of goods and services produced in an economy in a given
period, irrespective of whether the factor inputs that contribute to the
production are owned by domestic or foreign residents. GNP is the total value
of goods produced by the factors of production owned by the residents of an
economy in a given period. The difference between the two is net factor
income from abroad. In an open economy, GDP = GNP when net factor
income from abroad = 0, i.e., when the foreign-source income earned by
domestically owned factors is exactly offset by the domestic-source income
earned by foreign-owned factors. The economy need not be closed for them
to be equal.
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11. (a)

(original situation)

FUL

Assets - Liabilities

erik £l
Reserves $250m |Deposits $1000m
HL ff ok
Loans $750m
e

(after the withdrawal $40m)
FEFE40F | {EJI %

Assets ' Liabilities

erik £l i
Reserves $210m |Deposits $960m
212 ¥ B
Loans $750m
e

$210m - ($960 x 20%) = $18m (excess reserve?ﬁ%’ﬁ%ﬁﬁj)

- if all banks lend out their remaining excess reserves, the maximum amount of
deposits can create :

Fag AR LY = FIELTR AR PR = Wi o SRR F AE PR R R

$18mx 1
20%
- the maximum possible amount of total deposits in the banking system is:

AR I AR R L RL % D

= $90m

$960m + $90m = $1050m
(b) = no change
:ZQ?JEI%@
(c) (i) — regressive tax
- regressive tax is the tax payment takes a decreasing proportion of taxable
income as the taxable income increases.
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(if) — more uneven distribution of income
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12. (a) (i) - this will lead to a decrease in supply of imports. Thus, the equilibrium price
rises. The total sales revenue of these imported goods increases because the
demand for imports is inelastic, i.e. the percentage rise in price is greater than
the percentage fall in quantity demanded. In the diagram, the total revenue
increases from area OP1AQ1 to OP2BQ?2.
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importers’
tax burden X per unit
_____________ D
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* the tax burden of the consumers is $0

TSP AT Fy

(b) (i) —general partnership has a limit of 20 partners, while the public limited company
has no upper limit on the number of shareholders
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- general partnership has unlimited liability while the liability of public limited
company is limited.
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(ii) - the advantages of issuing shares over debentures are that the company has no
interest burden and the company no need to pay back the capital to the

shareholders.
GBI PO ERL S AR PR 2 LT PR A
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(c) - we calculate the unemployment rate as follows:

R [ I

VA
no. of unemployedf}‘\i B «100%
labour force< g ~ [ 1

unemployment rate f# 3 =

If the decrease in the labour force and the number of unemployed remain
unchanged the unemployment rate will then increase.

S S ORI AR AR RGP A

END
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