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Section B (50marks)

9. The following table gives the labour requirements per unit output of X and Y in
countries A and B:

Goods Country A Country B
X 1 3
Y 2 4

(a) Explain which country has a comparative advantage in the production of X and Y
respectively. (4 marks)

(b) Suppose the productivity of labour in the production of X and Y in country B
doubles. How does it affect your answers in (a)? (2 marks)




(c) “It is less costly for Country A to produce X because one unit of resources can
produce 1X but only 0.5Y. Therefore, Country A enjoys a comparative advantage
in producing X.”

Explain why the above line of reasoning is wrong. (4 mark)




10. Study the following figures of Hong Kong (in current HK$ billion):

2007
Private consumption expenditure 102.7
Government consumption expenditure 12.4
Contribution of manufacturing to GDP 36.0
Gross domestic fixed capital formation 55.4
Decrease in stocks 3.9
Indirect taxes less subsidies 6.1
Exports of goods 122.2
Imports of goods 139.2
Exports of services 27.2
Imports of services 19.2
Net income from abroad 10.0
GDP deflator 110.1%
(a) Calculate the GDP of 2007 at current market prices. (2 marks)

(b) “As measures of welfare, GDP tends to overstate that of the newly
industrialized countries and understate that of the less developed countries.”
Explain. (2 marks)




(c) Define gross domestic product (GDP) and gross national product (GNP) and
explain their difference in an open economy. Must the economy be closed for
GDP to equal GNP? (7 marks)




11. The balance sheet of a banking system is as follows:

Assets ($million) Liabilities ($million)
Reserves 250 Deposits 1000
Loans 750

(Given that the legal reserve ratio is 20%)

(@) A depositor withdraws $40 million from the banking system and invests the
money overseas. If all banks lend out their remaining excess reserves, what is
the maximum possible amount of total deposits in the banking system?
Explain your answer. (4 marks)

(b) Briefly explain whether the M1 will be immediately affected when Michael
puts cash into his safety box in HSBC. (2 marks)




(c) Suppose the Hong Kong government introduces a general sales tax..

(i) Explain whether general sales tax is progressive, proportional or
regressive. (2 marks)

(if) Explain what would be the effect of the introduction of a general sales
tax on HK’s income distribution. (2 marks)




12. (a) Suppose Country A plans to impose tariffs on its imports.

(i) Under what condition does the total sales revenue of these imported
goods increase. Explain this phenomenon with the aid of a diagram.
(5 marks)

(if) If the price elasticity of supply of the imported goods is perfectly
inelastic, indicate on a supply-demand diagram the respective tax
burdens of the local consumers and the local importers.

(4 marks)




(b) Mickey Co. is a form of general partnership.

(i) Give TWO features of this type of business organization as distinct from
public limited company. (2 marks)

(ii) State ONE advantage to public Ltd Co. of issuing preference shares over
debentures for raising capital. (1 mark)

(c) Many imported workers who had stayed in Hong Kong several years working
on the Disney theme park project, have gone back to their home countries.
What will be the effect of their departure on the unemployment rate in Hong
Kong? (3 marks)
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