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SECTION A (MULTIPLE-CHOICE QUESTIONS)  (20 marks) 
 
Answer ALL questions in this section.  Choose the best answer for each question. 
Marks will not be deducted for incorrect answers. 
 
 
(Questions A1 to A10 carry 1 mark each.  Total: 10 marks) 
 
 
A1. The ticket to a concert is $200.  The price of a book is $300. John decides to go for the 

concert and not to buy the book and saves $100. 
 

A The opportunity cost of going for the concert is $200. 
B The opportunity cost of buying the book is $300. 
C The opportunity cost of going for the concert is $100 savings. 
D The opportunity cost of going for the concert is not to buy the book. 
 
 

A2. Which of the following statements is INCORRECT for the law of diminishing returns? 
 

A The law is applicable to a situation when all inputs are variable. 
B Variable inputs are added to some fixed inputs in a fixed time period. 
C The additional output produced by an extra unit of variable input will diminish. 
D The law of diminishing returns is able to explain short run average cost. 
 
 

A3. Which of the following market structures BEST DESCRIBES the banking industry in the 
Hong Kong Special Administrative Region? 

 
A Perfect competition 
B Monopolistic competition 
C Oligopoly 
D Monopoly 
 
 

A4. Which of the following statements about market failure is INCORRECT?  
 

A Due to free-rider problems, public goods should be provided by the government 
rather than produced by the market. 

B Market failure means the market does not exist. 
C Government intervention in the securities industries is to correct market failure. 
D Pollution taxes are possible remedies for market failure in environmental protection. 
 
 

A5. Which of the following statements do you find MOST RELEVANT to describe a government 
macroeconomic policy? 

 
A A government aims to achieve even distribution of income in a free market economy. 
B A government needs to invest in human capital formation to improve productivity. 
C A government intervenes to avoid market failure. 
D A government aims to achieve mild inflation, full employment and steady economic 

growth. 
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A6. Suppose all the banks offer the same interest rate to savings deposits accounts per annum.  
In order to maximise your return, you would put your savings in a bank which compounds 
interest: 

 
A yearly. 
B semi-annually. 
C quarterly. 
D daily. 
 
 

A7. Which of the following statements in a statistical survey is VALID? 
 

A Primary data is more important than secondary data. 
B Inferential statistics is to describe data for the future. 
C Systematic random sampling has a problem of bias if the data in the population has a 

repetitive structure. 
D Simple random sampling is most useful as every item in the population has an 

unequal probability of being selected. 
 

 
A8. A government has just released statistics for a city which has 3 million people with full time 

employment and there are 150,000 people registered as unemployed.  What is the rate of 
unemployment from the information? 

 
A 5.26% 
B 5.0% 
C 4.76% 
D 4.26% 
 
 

A9. Which of the following descriptions is NOT a method of diagrammatic representation of 
data? 

 
A A pictogram is to use a symbol or picture to represent the value of a variable. 
B A bar chart is the use of bars of unequal width to represent the value of a variable. 
C A pie chart is to divide the sectors of a circle in proportion to the size of the data 

collected. 
D A histogram is used to represent data collected in the form of a grouped frequency 

distribution. 
 
 

A10. Which of the following statements is INAPPROPRIATE in the classification of data? 
 

A The data should be rounded before classification. 
B The number of classes should be relatively few. 
C The class intervals should be equal if possible. 
D There should not be overlap in the class limits for continuous data. 
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(Questions A11 to A15 carry 2 marks each.  Total: 10 marks) 
 
 
A11. The toll for crossing a tunnel is increased from $40 to $45.  The number of cars crossing 

the tunnel falls from 40,000 to 30,000 per day.  Which of the following statements is 
CORRECT? 

 
A The price elasticity of demand is 2 and the increase in toll will increase the total 

revenue for the tunnel. 
B The price elasticity of demand is 2.43 and the increase in toll will decrease the total 

revenue for the tunnel. 
C The price elasticity of demand is 3 and the increase in toll will decrease the total 

revenue for the tunnel. 
D The price elasticity of demand is 2.43 and the increase in toll will increase the total 

revenue for the tunnel. 
 

 
A12. In a hypothetical economy, the marginal propensity to consume is 0.8.  Suppose the 

government increases $10 billion on public infrastructures, what would be the projected 
effects on the economy? 

 
A The national income will increase by $8 billion and savings by $2 billion. 
B The national income will increase by $10 billion. 
C The national income will increase by $18 billion. 
D The national income will increase by $50 billion. 
 
 

A13. You are offered two plans to invest your $200,000.  Plan A offers you the perpetuity of 
$10,000 a year.  Plan B offers you the cash inflow $17,000 a year for 20 years.  You like to 
earn a rate of return of 5% per annum on your savings.  Which plan would you choose to 
invest in? 

 
A Either plan A or B as they offer the same rate of return at 5% per annum. 
B Plan A as it offers the perpetual cash inflow. 
C Plan B as its fair market value is higher than plan A. 
D Plan B as its cash inflow is higher than plan A. 
 

 
A14. In a sample questionnaire survey on 200 people, the mean score of the respondents is 60 

with a standard deviation of 10.  If the confidence level is 95%, in what range of values 
does the population mean lie? 

 
A The population mean lies between 59.5 to 60.5. 
B The population mean lies between 59.95 to 60.05. 
C The population mean lies between 59.56 to 60.44. 
D The population mean lies between 58.61 to 61.39. 
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A15. The following hypothetical table indicates the quantity and price of goods X and Y in the year 
2006 and 2007. 

 
Year Goods X  

(Quantity in units) 
Goods X 
($ per unit) 

Goods Y 
(Quantity in units) 

Goods Y 
($ per unit) 

2006 10,000 10 5,000 6 
2007 12,000 11 7,000 8 

 
 Calculate the Laspeyres index in year 2007 with 2006 as base year at 100. 
 

A 115.38 
B 116.05 
C 121.83 
D 122.72 

 
 

(Total: 20 marks) 
 
 

[ END OF SECTION A ] 
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SECTION B (COMPULSORY QUESTIONS)  (30 marks) 
 

Answer ALL questions in this section.  Marks are indicated at the end of each question.   
 
 
B1.  (a) Define inflation and distinguish FOUR possible sources of inflation from one 

another in an economy. 
(5 marks) 

 
(b) Define unemployment and explain briefly FOUR possible causes of 

unemployment in an economy.  
(5 marks) 

 
(c) Explain briefly the remedies for structural unemployment undertaken by the 

Government of the Hong Kong Special Administrative Region? 
(5 marks) 

 
(Total: 15 marks) 

 
 

B2. The following data were the returns from a share investment in the last five years. 
 
 8%, 9%, 10%, 11%, 14% 
 
 
 REQUIRED: 
 
 As an investment analyst, 
 

(a) Identify the median and comment on ANY THREE of its advantages and ANY 
THREE of its disadvantages as a statistical measure.  

(7 marks) 
 
(b) Calculate the mean and comment on ANY FOUR of its advantages and ANY 

THREE of its disadvantages as a statistical measure.  
(8 marks) 

 
(Total: 15 marks) 

 
 

[ END OF SECTION B ] 
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SECTION C (OPTIONAL QUESTIONS)  (50 marks) 
 
Answer any TWO questions only in this section.  Each question carries 25 marks. 
 
 
C1. The following hypothetical table summarises the demand and supply conditions in the 

commercial rental properties market. 
 
 

Rental 
($ per square foot) 

Quantity demanded 
(square foot in million) 

Quantity supplied 
(square foot in million) 

60 10,000 5,000 
70 9,000 6,500 
80 8,000 8,000 
90 7,000 9,500 
100 6,000 11,000 

 
 
 REQUIRED: 
 

(a) Analyse the economic nature of demand for commercial rental properties, 
identify and explain the equilibrium in the commercial rental properties market. 

(7 marks) 
 
(b) Calculate the price elasticity of demand for commercial rental properties 

between the rental $70 to $80 and comment on the meaning of the calculated 
value.  Explain ANY THREE factors that may influence the price elasticity of 
demand for commercial rental properties. 

(10 marks) 
 
(c) Evaluate the possible impact on the market if the government imposes a rental 

ceiling at $70 per square foot.  What are the major arguments against the 
imposition of a rental ceiling in a free market economy? 

(8 marks) 
 

(Total: 25 marks) 
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C2. Your company is considering a capital expenditure to purchase a new machine at a cost of 
$200,000.  An engineering study was undertaken by consultants at a cost of $20,000 and 
has proved the technical competence of the machine to increase output and quality.  It is 
estimated that the machine would have a useful life of four years.  The machine would be 
sold at a scrap value of $30,000.  It would generate annual profit of $12,000, after 
deducting an annual depreciation of $50,000 and absorption of $15,000 fixed costs that will 
be incurred anyway.  The company’s required rate of return is 10%.   
 
 
REQUIRED: 
 
(Ignore the tax effect in your answer.) 
 
As the company’s financial analyst, you are required to 
 
(a) State the assumptions on the timing of cash flows.  

(3 marks) 
 
(b) Explain briefly the principle of incremental cash flow and identify the relevant 

cash flows and sunk costs of the machine investment.  
(7 marks) 

 
(c) State the three possible scenarios of net present value from a project in 

relation to the project’s required rate of return. 
(3 marks) 

 
(d) Calculate the net present value and decide on the purchase of the new 

machine. 
(12 marks) 

 
(Total: 25 marks) 
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C3. When attending an interview for the position of an accountant in a property investment 
company, the interviewer showed you some data and discussed with you property price 
variations in a city.  He provided you with the following property prices in two localities, X 
and Y. 

 
  

Locality X 
Property price 

($ per square foot) 

Locality Y 
Property price 

($ per square foot) 
4,000 3,800 
4,300 4,400 
4,700 4,800 
5,300 5,200 
6,000 5,800 

 
 
REQUIRED: 

 
(a) Describe briefly the process of statistical analysis in a business context with 

reference to the above discussion of property price variations.  
(9 marks) 

 
(b) Explain briefly the principles of data construction for easy comprehension 

with reference to the above business discussion.  
(6 marks) 

 
(c) Calculate the standard deviation on property price with reference to the above 

table of data in localities X and Y. 
(4 marks) 

 
(d) Calculate the coefficient of variation of property price with reference to the 

above table of data in localities X and Y and explain its uses as a statistical 
measure.  

(6 marks) 
 

(Total: 25 marks) 
 
 

[ END OF EXAMINATION PAPER ] 
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APPENDIX 
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[ END OF APPENDIX ] 
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SECTION A (MULTIPLE-CHOICE QUESTIONS)  (20 marks) 
 
 
(Questions A1 to A10 carry 1 mark each.  Total: 10 marks) 
 
A1. D 
A2. A 
A3. C 
A4. B 
A5. D 
A6. D 
A7. C 
A8. C 
A9. B 
A10. A 
 
(Questions A11 to A15 carry 2 marks each.  Total: 10 marks) 
 
A11. B 
A12. D 
A13. C 
A14. D 
A15. A 
 
 

(Total: 20 marks) 
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SECTION B (COMPULSORY QUESTIONS)  (30 marks) 
 
 
B1. (a) Inflation is the persistent increase in the general price level. [1 mark] 

 
To distinguish the possible sources of inflation from one another, 
• Demand-pull inflation is the increase in aggregate demand leading to a rise in 

general price level. [1 mark] 
• Cost-push inflation is the shortage of factors of production leading to an increase 

in costs. [1 mark] 
• Imported inflation is the depreciation of home currency leading to a rise in price 

of imports. [1 mark] 
• Monetary inflation is the expansion of money supply leading to a rise in general 

price level. [1 mark] 
 
(Other valid explanations are acceptable.) 

 
(5 marks) 

 
(b) Unemployment is the phenomenon when people who are willing and able to work 

cannot find jobs. [1 mark] 
 
 The possible causes of unemployment include: 

• Structural unemployment as a result of the decline of particular industries in an 
economy. [1 mark] 

• Cyclical unemployment as a result of the variations in business cycle. [1 mark] 
• Frictional unemployment as a result of people leaving jobs and looking for new 

ones. [1 mark] 
• Natural rate of unemployment as determined by the underlying structures in an 

economy. [1 mark] 
 
(Other valid explanations are acceptable.) 

(5 marks) 
 
(c) The Hong Kong Special Administrative Region has changed from an industrial 

economy to a knowledge based economy. [1 mark] 
 
 To relieve structural unemployment, the Government should: 

• increase the provision of tertiary education for the young. [1 mark] 
• provide financial support for adults to enhance knowledge based skills. [1 mark] 
• offer retraining programmes to the unskilled workers. [1 mark] 
• promote the growth of service industries to create more job opportunities for the 

unemployed. [1 mark] 
 
(Other valid remedies are acceptable.) 

(5 marks) 
 

(Total: 15 marks) 
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B2. (a) The median is 10%. [1 mark] 
 
The advantages of median are: 
• It is easy to understand. [1 mark] 
• It is not affected by extreme data. [1 mark] 
• It is an actual data in the distribution. [1 mark] 
 
The disadvantages are: 
• It may not be representative if there are only a few data. [1 mark] 
• It may be a tedious job to arrange the data in order of size. [1 mark] 
• It is unsuitable for use in mathematical statistics. [1 mark] 

 
(Other valid explanations are acceptable.) 

(7 marks) 
 

(b) The mean is 10.4%. [1 mark] 
 
The advantages of mean are: 
• It is easy to understand. [1 mark] 
• It is representative of the whole set of data. [1 mark] 
• It can be used in more advanced mathematical statistics. [1 mark] 
• It is easy to calculate when total value of items and number of items are known. 

[1 mark] 
 
The disadvantages are: 
• It may be influenced by extreme values. [1 mark] 
• It may not be an actual data in the distribution. [1 mark] 
• If the data is split into “clusters”, the arithmetic mean is not suitable. [1 mark] 

 
(Other valid explanations are acceptable.) 
 

(8 marks) 
 

(Total: 15 marks) 
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SECTION C (OPTIONAL QUESTIONS)  (50 marks) 
 
 
C1. (a) The economic nature of demand explains: 

• Commercial rental properties could be considered as land. [1 mark] 
• Being a factor of production, the demand is a derived one. [1 mark] 
• The properties are to conduct profit maximising activities. [1 mark] 
 
The meaning of market equilibrium suggests: 
• Equilibrium is a price equaling quantity demanded and supplied. [1 mark] 
• Equilibrium has no tendency for changes in price and quantity. [1 mark] 
• Equilibrium price is $80 per square foot. [1 mark] 
• Equilibrium quantity is 8,000 million square foot. [1 mark] 

(7 marks) 
 

(b) Price elasticity of demand  
= (1,000 / 8,500) × ($75 / $10) 
= 0.88 [2 marks] 
 
The value suggests: 
The demand for commercial rental properties is fairly inelastic. [1 mark] 
Quantity demanded is less responsive to changes in rental. [1 mark] 
 
The factors influencing the price elasticity of demand may include: 
• Few substitutes to commercial rental properties make it inelastic. [2 marks] 
• Land is a necessary factor of production and its demand is inelastic. [2 marks] 
• The proportion of rental in costs make the demand inelastic. [2 marks] 
 
(Other valid factors are acceptable.) 

(10 marks) 
 

(c) The impact on the market may be: 
• The rental ceiling becomes a form of maximum price control. [1 mark] 
• Quantity demanded exceeds quantity supplied at rental ceiling. [1 mark] 
• Shortage of 2,500 million sq. ft. rental properties develops. [1 mark] 
• Black market between landlords and tenants develop. [1 mark] 
• The actual rental paid is above the imposed ceiling. [1 mark] 
 
The major arguments against the imposition includes: 
• Free market economy relies on price to allocate resources. [1 mark] 
• Maximum price control distorts the market mechanism. [1 mark] 
• Quantity transacted is not dependent on price. [1 mark] 

(8 marks) 
 

(Total: 25 marks) 
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C2. (a) The assumptions on the timing of cash flows for the project are: 
• Capital expenditure on the machine occurs in year 0. [1 mark] 
• Cash flows occuring during the year are assumed at year end. [1 mark] 
• Cash flows occuring at the start of the year are assumed at last year end.      

[1 mark] 
 

(3 marks) 
 
 (b) The principle of incremental cash flow is: 

• Explicit cash outflows and inflows arise as direct consequences of the project.  
[2 marks] 

• Cash flows include implicit opportunity costs as well, if any. [1 mark] 
• The machine cost is a relevant cash flow. [1 mark] 
• The engineering study is a sunk cost. [1 mark] 
• The scrap value of the machine is a relevant cash flow. [1 mark] 
• After adjustments for depreciation and fixed costs, annual profit becomes a 

relevant cash flow. [1 mark] 
 

(7 marks) 
 

(c) The net present value for a project may be: 
• Positive which indicates a return above the required rate of return. [1 mark] 
• Zero which indicates a return equalling the required rate of return. [1 mark] 
• Negative which indicates a return below the required rate of return. [1 mark] 

 
(3 marks) 

 
(d) Net cash flow from operation: 
 = Annual profit + annual depreciation + fixed costs 
 = $12,000 + $50,000 + $15,000 
 = $77,000 [2 marks] 
 
 

Year Cash flow Discount factor  Present value   
 $ 10%  $   
0 (200,000) 1  (200,000)  [1.5 marks] 
1 77,000 0.909  69,993  [1.5 marks] 
2 77,000 0.826  63,602  [1.5 marks] 
3 77,000 0.751  57,827  [1.5 marks] 
4 107,000 0.683  73,081  [1.5 marks] 

 Net present value  64,503  [1.5 marks] 
 
The company should purchase the machine as its net present value is positive.    
[1 mark] 

 
(12 marks) 

 
(Total: 25 marks) 
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C3. (a) The process of statistical analysis in a business context requires you to:  
• Define the problem and the population for study, for example, the property prices 

in the two localities. [1.5 marks] 
• Develop the hypothesis for testing, for example, there are no differences in the 

property prices in the two localities. [1.5 marks] 
• Determine the sampling method and size of sample, for example, the choice of 

simple random sampling method. [1.5 marks] 
• Collect and tabulate the data for the sample chosen, for example, the 

presentation of the data in a bar chart. [1.5 marks] 
• Analyse and interpret the data for relevant information, for example, the 

dispersion of property prices in the two localities. [1.5 mark] 
• Write the possible conclusions from the analysis, for example, there are no 

differences in the property prices in the two localities. [1.5 marks] 
 

(9 marks) 
 

(b) The principles of data construction for easy comprehension may include: 
• Simplicity in classification keeps details of data to the minimum, for example, bar 

charts on intervals of property prices to represent the data. [1.5 marks] 
• The table has a self-explanatory title and states the unit of measurement, for 

example, the property price per square foot in the two localities. [1.5 marks] 
• The headings should be concise and unambiguous with total and subtotals tallied, 

for example, frequencies on intervals of property prices are tallied. [1.5 marks] 
• The sources of the data must be stated, usually in a footnote, for examples, the 

data are from government statistics. [1.5 marks] 
 

 (6 marks) 
 

(c) The standard deviation for locality X is 
= √ 514,400 
= $717 [2 marks] 
 
The standard deviation for locality Y is 
= √ 464,400 
= $681 [2 marks] 

(4 marks) 
 

(d) The coefficient of variation for locality X is 
= ($717 / $4,860) × 100% 
= 14.75 % [2 marks] 
 
The coefficient of variation for locality Y is 
= ($681 / $4,800) × 100% 
= 14.18% [2 marks] 
 
Coefficient of variation presents standard deviation as a percentage of the mean.  
[1 mark]  It provides a measure to compare variability between data sets. [1 mark] 

 
(6 marks) 

 
(Total: 25 marks) 

 
[ END OF SUGGESTED ANSWERS ] 

 


