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29, The outbreak of COVID-19 results in a significant decline in employment level and the volume of exports of
a country

Which of the following policies can most likely relieve the above two problems?

A The central bank reduces the discount rate. (14%)
B. The government distributes cash to citizens aged 18 years old or above. (4%)
C. The government imposes ‘employment support scheme’ to industries that are 43%)
adversely affected.
*D. The country devalues its currency against the currencies of its major trading 399
partners (/o)

This question considers the negative effects of COVID-19 on an economy and remedial policies. The
‘employment support scheme’ under Option C is an attempt to relieve the unemployment problem via
subsidies 1o the employers, but its effect on exports is not obvious. On the other hand, lhe_ currency
devaluation under Option D would improve the competitiveness of its export goods, thus increasing
aggregate demand and labour employment as well. '

41, Mr Liis a major sharcholder of a Hong Kong listed company which makes huge profits. He has sold some
of his residential properties, and received rental income from some leased commercial buildings.

According to the above information, which types of tax does Mr Li need to pay to the Hong Kong
government?

(1) profits tax
(2) stamp duty
(3) property tax

A. (1) and (2) only (9%)
B. (1) and (3) only (31%)
o (2) and (3) only (26%)
D. (1),(2)and (3) (34%)

The question examines candidates’ understanding of taxation in Hong Kong. Itis quite obvious that Mr Li’s
rental income is subject to property tax (Item #3). Any property transaction is subject to stamp duty (Item
#2), and both the buyer and the seller are liable for the tax - so Mr Li has to pay stamp duty as well.? The
major distractor in this question is profits tax (Item #1). Quite a few candidates did not realise that it is the
company (as a legal entity), rather than the shareholder, which pays the profits tax - so Mr Li is exempt from

such tax.

! For simplicity, we assume here that foreign demand for the country’s exports is sufficiently elastic or, more generally, that the

Marshall-Lerner condition holds.
2 As an indirect tax, the burden of the stamp duty would usually be shified to the buyers (specified in the provisional or formal

sale and purchase agreement). But candidates are not expected to know the details in property sale and purchase contracts
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42, Refer to the following statistica] data about Hong Kong.

2020 first quarter 2020 second quarter
(year-on-year change) (year-on-year change)
Exports of goods -9.7% -2.5%
Exports of services -37.5% 47.5%
Imports of goods -10.7% -7.4%
Imports of services -26.2% -44.6%

Based on the above information, we can conclude that

A. Hong Kong had an invisible trade deficit in 2020 second quarter. (24%)
B. Hong Kong's net exports in 2020 second quarter was lower than that in 2019 o
second quarter. e
C. Hong Kong's exports of goods in 2020 second quarter was lower than that in
2020 first quarter. : p i
*D. Hong Kong's total imports of goods and services in 2020 second quarter was 29%)
lower than that in 2019 second quarter. S

This question requires interpretation of trade data. As the values of exports and imports of goods and
services in 2019 are not provided, we cannot tell whether there was initially a surplus or deficit in the
(visible as well as invisible) trade balance or whether net exports were initially positive or negative, and thus
cannot conclude how these variables would perform in 2020. Hence, both Option A and Option B may not
be correct. Since the percentage changes in the four variables reported in the table are year-on-year rather
than quarter-on-quarter,’ they cannot be used to compare ‘2020 second quarter’ with ‘2020 first quarter’ -
implying that Option C may not be correct as well. Option D is the correct answer, as the table shows that

imports of goods and services had dropped by 52% (=7.4%+44 6%) in the second quarter of 2020 relative to
the second quarter 0f 2019,

3 Year-on-year changes are usually used for comparison 1o avoid seasonal fluctuations of economic variables.
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Q. number
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Performance in General

*  Notquite accurate elaboration on the ‘non-divisible’ property of cigareties.

Misunt!ersmnding that cigarettes are not a good form of money because they are not
scarce in the society.

8 Good.
9(a)
9(b)

Satisfactory. Some candidates failed o relate the definition of inferior good to the recession.

Poor. Ignoring the assumption of a small open economy, many candidates drew a vertical
supply curve for junk food. Some candidates neglected the possibility that the recession would
cause a rightward shift of demand curve for an inferior good like junk food.
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Labour productivity: sity Wi su
The performance was fair. Some candidates confgsed Iabqur Pf(’ld:‘lce‘r""\'gu;:j'::‘::t:f;:ly ;‘:z
(1abour employment, to be exact), thinking that an increase in the ;:)d ctivity thus losing focus
the former. They failed to state correctly the formula for labour pr : red would affect output
in their discussion, not knowing exactly whether the factors thf:y consi fe e cand s twere
(the numerator) or labour input (the denominator) or both. ngh;r per Od ¢ i abilled workers
able to make use of Source D, citing the fact that the number of importe ; gthcir ki
would exceed their lower-skilled counterparts, and therefore reache

correctly.

12(f) Good. Many candidates managed to come up with a good allcma‘uvhe Stgz:f\g;h'ots):ll::r:t?;:::
them could provide a proper elaboration. Some ignored lh? clause, ‘other Moo
in (¢)" in the question, and mis-stated the provision of subsidy to parents (i.e.5 gg’d Lieimges
answer. Others mis-asserted that the labour force could be increased vu; ta_ y erin
unemployment benefits or even an imposition of a tax on t.he unemployed population, forgetting
that, by definition, the jobless has already been included in the labour force.

General comments and recommendations

I Some candidates lacked a thorough understanding of basic economic concepts and principles, C:PCCi;"y
when applying them to solve hypothetical or real-life problem.j. Candidates should strengthen their
analytical skills instead of simply regurgitating concepts and theories.

ra

Some candidates did not read the questions carefully. Candidates shquld devote special attention to the
assumptions and conditions laid down in the questions to avoid giving irrelevant answers.

3. Some candidates had difficulty in presenting their answers in a precise way. Candidates should equip
themselves with better language abilities as well as graphical skills.

4, Some candidates lacked awareness of current economic issues in our society. Candidates should pay more
attention to economic news.

5. Some candidates lacked skills to extract information from tables and graphs as well as to draw

well-labelled diagrams. Candidates should pay special attention to the headings, labels and axes as they
are essential to our understanding of the data presented therein.
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