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Answer all questions. 
 
 
Question 1: Building a Smart Nation  
 

Table 1: Mobile and Broadband Internet Subscription in Singapore 
  

2012 2013 2014 2015 2016 2017 

Total Mobile Phone 
Subscriptions (‘000) 

8,063 8,420 8,093 8,211 8,399 8,462 

Total Broadband 
Internet 
Subscriptions (‘000) 

10,194 10,653 11,537 11,992 12,543 13,072 

 
Source: Info-communications Media Development Authority, Singapore, accessed July 2018 

 
 
Extract 1: Towards Smart Nation Singapore  
 
The need for Singapore to be a "smart nation", using the latest technology to benefit the country, 
is about making life better for the people and more. Bringing the current piecemeal uses of 
technology into a cohesive, nationwide whole "will make our economy more productive, our lives 
better, and our society more responsive to people's needs and aspirations", Prime Minister Lee 
Hsien Loong said yesterday at the launch of the Smart Nation initiative. He also envisions it helping 
the nation to keep abreast of leading cities such as Shanghai, San Francisco and Sydney.  

The Government embraced technology to integrate digital technology seamlessly across work, 
households and public services to boost efficiency and quality of life. One major initiative will be 
to let people access maps and build up geospatial databases by contributing information such as 
animal sightings, traffic incidents or the best eateries. During his 35-minute speech, Mr Lee also 
used an improved mobile application for planning bus journeys, to demonstrate how technology 
can make life more convenient. "If we can automate the things that are routine, then we can 
concentrate on the things that really matter."  

Source: The Straits Times, 25 November 2014  
 
 
Extract 2: Is Singapore’s telecommunications market saturated? 
 
The telecommunication industry is ending 2017 with the worrying prospect of a tougher new year. 
The frantic jostling for market share that marked this year can only intensify as new candidates 
such as Australian start-up Zero Mobile and TPG Telecom enter the market and get ready for 
battle.  
 
The pressure has been keenly felt in the consumer mobile segment. As OCBC Investment 
Research analyst Eugene Chua puts it: "It is certainly crowded for a relatively small and saturated 
market, with little differentiation in network coverage." Juvanus Tjandra, who heads KPMG’s 
telecommunications, media and technology practice, says: "Looking further ahead, 
telecommunication companies appear to be bracing themselves for a potential price war and fight 
for market share by offering lower-tier SIM-only price plans that consumers can leverage without 
the need of a long-term contract.”  
 
StarHub Pay-TV has also been affected, as offerings like Netflix and Amazon Prime Video chip 
away at "triple play" which refers to the bundle of mobile, broadband and cable TV services. Mr 
Tjandra notes that incumbents have worked to address the challenge. StarHub partnered Netflix 
last year to bring the service to set-top boxes and high-definition streaming.  
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OCBC's Mr Chua notes: "The most obvious route so far is diversifying away from the traditional 
telco space - that is, voice and data services - towards providing enterprise digital solutions and 
related services." And incumbents such as Singtel have already made a play for the enterprise 
segment, in areas such as cyber security, digital advertising and data analytics.  
 
Meanwhile, gazing into StarHub's crystal ball, Mr Tan, outgoing chief executive of StarHub says: 
"We believe two types of service providers will co-exist in the mobile market: a few full-service 
telcos, and many MVNOs that are focused on serving niche market segments, such as the youth, 
foreign workers, expatriates, tourists and so forth." 
 

Source: The Straits Times, 28 December 2017  
 
 
Extract 3: Info-communication technology sector needs more Singaporeans 
 
Singaporeans were yesterday urged to join the information and communications technology (ICT) 
sector, which is set to be "abundant" in opportunities and growth potential. Minister for 
Communications and Information Dr Yaacob Ibrahim made the call, stressing that he needs 
Singaporeans due to the security concerns of some ICT sectors, particularly cyber security. He 
added that many industries depend on ICT and it can increase efficiency and productivity.  
 
The growth of the industry will not only create thousands of jobs, but also open new frontiers for 
the businesses that take advantage of trends like artificial intelligence. Unveiling the Industry’s 
Transformation Map yesterday, Dr Yaacob let some numbers speak for themselves: By 2020, the 
sector that already employs 194,000 people will create another 16,000 jobs.  
 

Source: The Straits Times, 4 November 2017 
 

 
Extract 4: Free Wi-Fi at all MRT and LRT stations by 2020 
 
Following in the footsteps of major cities such as New York and Seoul, commuters here will be 
able to access free Wi-Fi services at all MRT and LRT stations as well as bus interchanges and 
terminals by 2020. The service has seen 700,000 logins daily at the MRT stations and the trial for 
the 33 stations cost about S$7.9 million.  
 
Transport analysts agreed that providing wireless connectivity will enhance the commuting 
experience here but noted the need to have sufficient bandwidth to accommodate the anticipated 
high Wi-Fi usage. As providing large bandwidth can be costly, experts pointed out that one way to 
manage the situation could be to offer limited usage on a monthly basis for each commuter which 
was found to be sufficient for commuters during the trial period. National University of Singapore 
transport researcher, Lee Der Horng noted that the move to roll out wireless service is in line with 
the LTA’s MyTransport.SG mobile application providing real-time bus and train-platform crowd 
updates. “Commuters will be better connected with traffic related updates when they are on the 
move and LTA can also use the data to generate insights on crowd behaviour and improve the 
delivery of our public transport services.” 
  

Source: Channelnewsasia, 13 Oct 2015 
 
 
Extract 5: Measures to promote digitalisation in Singapore 
 
The drive to be a Smart Nation - essentially adopting and reaping the benefits of technology - has 
made headlines in recent months, even taking centre stage in Prime Minister Lee Hsien Loong's 
National Day Rally speech in August. 
 



 

© SRJC 8823/01/JC2 Preliminary Examination /2018 

4

Some of us fear that technology will take away our jobs. On the flip side, going digital can empower 
and enable us to work more efficiently and effectively. Students would be better prepared for future 
jobs in a digital age, many of which we may not be able to imagine today. Workers would be better 
equipped with digital skills, and even more empowered in future workplaces. In addition, 
businesses can leverage digital capabilities to seize growth opportunities and new markets. 
 
Digital transformation can lead to many opportunities for all and the authorities are making 
concerted efforts to ensure no one is left behind. Some initiatives to help with the digitalisation of 
the economy include: 
 

• Silver Infocomm Initiative (SII) 
The initiative aims to bridge the digital divide with those over 50 and includes activities such 
as the Silver Information Technology (IT) Fest and mass IT training classes. The Silver IT Fest 
is an annual event organised by the Info-communications Media Development Authority (IMDA) 
with multiple components such as hands-on training workshops, exhibition and seminars held 
in heartland areas to allow people to experience technology in different ways. 
 

• NEU Personal Computer (PC) Plus Programme 
The programme includes the provision of new computers bundled with three years of free 
broadband access, at an affordable price. Since its introduction in November 2006, the 
enhanced programme has benefitted 33,000 low-income households with school-going 
children or people with disabilities. 
 

• SMEs Go Digital Programme 
The initiative has three components which takes aim at helping small and medium-sized 
enterprise (SMEs) build digital capabilities. SMEs can expect step-by-step advice on the 
technologies they can leverage at each stage of their growth through sectoral Industry Digital 
Plans (IDPs). They can also receive free business help at SME Centres when it comes to 
getting information on government schemes and pre-approved off-the-shelf technology 
solutions. Advice and funding support will also be prepared for SMEs that are ready to pilot 
emerging ICT solutions. 

 
Source: Adapted from The Straits Times, 19 Nov 2017 and www.guidemesingapore.com, 

accessed July 2017   
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Questions 
 
(a)   (i) With reference to Table 1, compare the trend of mobile phone subscriptions with 

that of broadband internet subscriptions from 2012 to 2017.            [2] 
 
(ii) Using a supply and demand diagram, explain how Singapore’s “Smart Nation” 

initiative and the entry of new telecommunication operators have accounted for the 
trend of total broadband internet subscriptions as identified in (a)(i).               [6]  

 
 

(b) Explain how the competitive strategies adopted by the telecommunication operators would 
impact their revenue and comment on the sustainability of these approaches.           [7] 

       
      
(c)  Extract 3 outlines various effects that an expansion of the information and communication 

technology (ICT) sector can have on the Singapore economy. Explain the effects and 
illustrate your answer with PPC diagram(s).                    [5]         
      

        
(d)  Explain why the statement “By 2020, the sector that already employs 194,000 people will 

create another 16,000 jobs” in Extract 3 is considered a positive statement.           [1] 
 
            
(e)   (i) State the main characteristics of a public good and explain why Wi-Fi is not

 classified as a public good.                                                                                   [4] 
                
(ii) With the aid of diagram(s), explain two reasons why the Singapore government 

would want to follow in the footsteps of major cities such as New York and Seoul 
to intervene in the provision of Wi-Fi.                [8] 

  
 

(f)  Using case evidence and your own knowledge, discuss the effectiveness of alternative 
government policies to ensure allocative efficiency in the market for digital services.     [12]
  

  [Total: 45] 
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Question 2: Issues on growth, employment and equity 
 
 

Table 2: Macroeconomic indicators of Japan and the US, 2016 
 

 Japan US 

Gross Domestic Product (% change) 1.3 2.8 

Consumer Price Index (% change) -0.1 1.3 

Exports (US$ million) 644,899 1,451,011 

Imports (US$ million) 607,602 2,315,253 

 
Source: www.imf.org 

 
 
Extract 6: US economy grew at 3.2% in the third quarter 
 
The US economy in the third quarter grew at the fastest pace in two years. The latest look at 
GDP showed that consumer spending grew at a rate of 2.8%. Another area of strength was in 
export sales which grew at 10.1%. The economy was expected to grow 1.5% for the full year of 
2016.  
 
During the recent presidential campaign, Mr Trump said he wanted to set a national goal of 
reaching 4% growth during his administration. Some economists think that may be overly 
optimistic, given tepid labour productivity growth and the mass retirement of baby boomers. Other 
economists have said they will increase their economic growth forecasts if Mr Trump is successful 
in getting the government to pass his package of tax cuts and increased spending in areas such 
as military and infrastructure projects.  

 
Source: The Associated Press, 29 November 2016 

 
 
Extract 7: Eurozone prepares for quantitative easing 
 
The European Central Bank (ECB) is expected to announce in 2015 that it is going to buy 
substantial volumes of government debt using newly created money – a policy known as 
Quantitative Easing (QE). QE is on their agenda because the traditional ammunition of lowering 
interest rates is ineffective as the ECB’s interest rate is just about zero. 
 
The problem the ECB wants to tackle is inflation that is too low. Indeed last month it turned into 
deflation, or falling prices. Deflation is partly a symptom of the Eurozone's persistent economic 
weakness. But it could also aggravate it. Deflation tends to be bad for debtors. The problem is that 
their incomes may fall, but their debt payments - if their debt involves fixed interest rates - may 
not. With governments, falling prices and incomes will hit revenue from income tax and value-
added taxes.  
 

Source: BBC News, 22 January 2015 
 
 
Extract 8: A good but not perfect jobs report 
 
After a year of solid job growth, the Labour Department reported that the unemployment rate 
dropped to 4.6% - the lowest since before the recession. The US economy added 178,000 jobs in 
November 2016. 
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The numbers are once again indicative of steady economic growth, but there is less positive news. 
While the number of jobs added and the lower unemployment rate bode well for the state of the 
economy, economists have been looking for wage growth. This is because in October, wages rose 
at 2.8% but in November, wage growth was down to 2.5%.  
 
Furthermore, the blue collar workers feel left behind in the economic recovery. President Trump 
promises to bring back manufacturing jobs from other countries and boost job growth overall. But 
one major challenge Trump will face is that many manufacturing workers who lost jobs do not have 
the advanced skills required for the new jobs. Meanwhile, the number of discouraged workers who 
have lost jobs, are not returning to the labour market to look for jobs.   
  

Source: Various 
 
 
Extract 9: Why we need to promote inclusive growth for healthy economies 
 
The development challenges of the 21st century remain vast. Poverty has fallen in recent decades 
as economies have grown but many countries have experienced rising income inequality. 
Economies will need to be transformed if they are to ensure sustained improvements in living 
standards for all the world’s citizens. Many transformations – wider access to healthcare, better 
quality education, basic services such as energy, and infrastructure that promotes industry and 
innovation – are important inputs to economic growth that is inclusive and sustainable. 
 
Recent data analysis strongly suggests that rising income inequality is bad for growth. For instance, 
wealthier households typically spend a smaller percentage of their income, dampening aggregate 
demand while poorer households find it harder to invest in health and educational opportunities, 
which means a nation accumulates less human capital and finds it harder to make gains in 
productivity. At extreme levels, inequalities can threaten social unrest, thoroughly undermining 
economic activity. Spreading the gains makes growth more resilient to shocks and more 
sustainable in the long term.  
 

Source: www.huffingtonpost.com, 20 January 2017 
 
 
Extract 10: The Economic Strategies Committee (ESC) on fostering inclusive growth 
 
Over the past decade, Singapore’s economy grew by an average of 5% per annum. Singapore’s 
productivity growth over the same period averaged about 1% per annum, a rate on par with that 
of other developed countries. The broad majority of Singaporeans also enjoyed real wage growth 
and a rise in living standards. Nonetheless, productivity gains have declined in recent years due 
to heavier reliance on labour inputs to generate economic growth, especially inputs of foreign 
manpower. Globalisation, increased competition and lack of relevant skills have also led to slower 
wage growth for low-wage workers; wages of the bottom 20th percentile worker grew by only 1.2% 
per annum over the period. 
 
Only productivity-driven growth can continue to deliver sustainable and inclusive economic 
development, so as to improve the quality of life for all Singaporeans. Two of the recommendations 
of the ESC are: 
 
Recommendation 1: Setting up a National Productivity Fund 
 
Accelerating enterprise productivity will entail more than just changing work attitudes or raising 
quality – a focus of earlier productivity efforts. It will require significant transformations in the way 
companies manage their businesses, from their supply chain management, production methods 
to service provision. In addition, enterprises are expected to deliver innovative products and 
services that can command higher value and tap into new markets.  
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One way to encourage enterprises to undertake initiatives at a national and sectoral level to 
accelerate large-scale productivity transformation is to set up a National Productivity Fund. This 
fund is to provide grants to support both industry-wide and enterprise-level productivity initiatives, 
in areas such as the adoption of innovative business models, processes or technology, research 
and benchmarking, and other proposals which would be useful for productivity improvements. 
 
Recommendation 2: Review Workfare Income Supplement Scheme 
 
As Singapore transforms its economy, it must make extra efforts to ensure that economic growth 
uplifts and upgrades low-wage workers as well. In 2007, the government introduced the Workfare 
Income Supplement (WIS) Scheme to help older low-wage workers supplement their incomes and 
build up their retirement savings. WIS rewards regular work and individual effort by providing cash 
and CPF payouts to help with expenditure needs and retirement savings of older lower-wage 
workers and persons with disabilities (PWDs) who work. What WIS does is help to boost what 
individuals may be earning, but without imposing that burden on companies that may be worried 
about their bottom line. This is meant to help individuals, to make sure they remain employable.  
 
The government should review the WIS to ensure it is focused, timely and effective. The changes 
to WIS should aim to provide a more direct and timely reward for work effort, and ensure that WIS 
continues to provide a meaningful level of support for eligible workers.  

 
Source: Adapted from Economic Strategies Committee (ESC), ESC Subcommittee on Fostering 

Inclusive Growth and Factsheet on Enhancements to Workfare, Ministry of Manpower 
 

 
Questions  
 
(a)   Using Table 2, compare the economic performance of Japan and the US.                   [4] 

 
(b) With the aid of an AD/AS diagram, explain the possible internal and external factors that 

could have contributed to the projected slow economic growth of 1.5% in the US (Extract 
6) and comment on whether 4% is an achievable economic growth target.           [8] 

            
(c)  With reference to Extract 7:  
 

(i) Explain one reason why lowering interest rate is ineffective in tackling deflation in 
the Eurozone.                  [2] 

 
       (ii) Explain the impact of deflation on debtors and governments.            [4] 

          
(d)  (i)  Explain why wages are expected to rise when there is economic growth.           [2]  
 

(ii) Using Extract 8, discuss whether a drop in unemployment rate is indicative of an 
improvement in a country’s standard of living.              [8] 

 
(e)  Suggest one indicator that can measure income inequity and explain how rising income 

inequity (Extract 9) could hamper an economy’s international competitiveness.              [5] 
 
(f) Using the case study and your own relevant knowledge, discuss the factors that the 

Singapore government needs to consider in deciding whether to take up the 
recommendations by the Economic Strategies Committee to ‘improve the quality of life for 
all Singaporeans’.                [12] 

   

  [Total: 45] 

Commented [WKSJ1]: Decided to remove the first part about 
‘State how unemployment rate is calculated and…..’ cos it is 
disjointed with ‘explain why wages are expected to rise when there 
is EG’ – I think we kept this because we tot it will help in (d)(ii) but 
not much help anymore I think. Shifted the additional 1 mark to 
(d)(ii) 

Commented [SBA2]: Is this about benefits and costs of each 
recommendation? 

Commented [SBA3]: They are to discuss the 2 
recommendations right? I suppose the answer does not expect 
students to talk about other recommendations? But if they know of 
others, they can include. Am I right? 
 
Also the 2 recommendations focused on low wage workers only. You 
have other recommendations not about low-wage workers? 

Commented [SBA4]: Can I ask if they are expected to evaluate 
each recommendation’s benefit and costs? You have two 
recommendations. 



1 
 

© SRJC 8823/01/JC2 Preliminary Examination /2018  

 

H1 CSQ 1 Suggested Answers 
 
(a)   (i) With reference to Table 1, compare the trend of mobile phone subscriptions with 

that of broadband internet subscriptions from 2012 to 2017.            [2] 
 

• Both mobile phone and broadband internet subscriptions increased.  
• Broadband internet subscriptions increased at a faster rate (28%) as compared to mobile 

phone subscriptions (5%).  
 

(ii) Using a supply and demand diagram, explain how Singapore’s “Smart Nation” 
initiative and the entry of new telecommunication operators have accounted for the 
trend of total broadband internet subscriptions as identified in (a)(i).               [6]  

 
• Broadband internet subscriptions have increased sharply in (a)(i) due to a rise in both 

demand and supply factors which accounted for the large increase in equilibrium 
quantity.  

• The Singapore’s “Smart Nation” initiative suggested in Extract 1  drives up demand for 
broadband internet subscriptions where “The Government embraced technology to 
integrate digital technology seamlessly across work,  households and public services”  
and “let people access maps and build up geospatial databases by contributing 
information such as animal sightings, traffic incidents or the best eateries”. The 
government’s initiative to go seamless might have served as a huge impetus for 
Singaporeans who does not have broadband subscriptions to sign up for one in order 
to access government provided services such as “maps and geospatial databases”. 
Hence this led to a rise in demand for broad band internet subscriptions and caused a 
rightward shift of the demand curve,  

• In extract 2, “new candidates such as Australian start-up Zero Mobile and TPG 
Telecom enter the market and get ready for battle” suggests the entry of new 
telecommunication operators into Singapore which led to an increase in the no of 
service providers of broadband internet. This rise in SS will cause a rightward shift of 
the SS curve.  

• Together a simultaneous rise in supply due to the entry of more broadband internet 
operators and rise in demand due to more consumers now utilising broadband internet 
services to access government led to a large increase in the equilibrium quantity for 
broadband internet subscription from Q0 to Q1 as shown in the figure below. 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

Quantity of broadband internet 
subscriptions
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0  

D0 
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 (b) Explain how the competitive strategies adopted by the telecommunication operators would 
impact their revenue and comment on the sustainability of these approaches.           [7] 

       
 
While telco operators have adopted various strategies to increase their TR in light of the rising 
competition, they need to be mindful of the fact that these approaches may not be sustainable as 
they can potentially have a negative impact on the profits of the firm. 
 
Pricing strategy 

• Since the different telcos provide the same service “with little differentiation in network 
coverage”, the services provided by each telco operator is a close substitute of the others. 
Hence, demand for the telco service provided by each operator is highly price elastic (PED>1) 

• To increase TR, telco operators would lower price (“fight for market share by offering lower-
tiered SIM-only price plans”). 

• The fall in price will lead to a more than proportionate increase in quantity demanded of telco 
services. The loss in revenue due to the fall in price is more than offset by the gain in revenue 
due to the huge increase in quantity demanded. Hence, there will be an increase in revenue 
of telco operators. 

 
Comment on pricing strategy 

• The pricing strategy works to increase TR of a firm only under the ceteris paribus assumption, 
that is all other factors remaining constant, including the actions of other firms.  

 
Non-pricing strategy: Partnerships with goods that are in complementary demand or targeting 
niche markets through product differentiation  

• Since telco services such as broadband or mobile data are complements of online-streaming 
services, telco operators can tie up with such firms (e.g. Starhub with Netflix) 

• The growing trend to watch online-streaming services due to more interesting programmes 
will mean that such consumers will also have to purchase broadband or mobile data services, 
hence leading to a rise in demand and TR for telco services. 

 
Comment on non-pricing strategy 

• If the cost of doing so is greater than the increase in TR, overall the strategy may not be 
sustainable as it can lead to a loss of profits to firms. 

 
    
(c)  Extract 3 outlines various effects that an expansion of the information and communication 

technology (ICT) sector can have on the Singapore economy. Explain the effects and 
illustrate your answer with PPC diagram(s).                    [5]         

      
Effect 1: Outward shift of the PPC  
• As shown in Extract 3, “…many industries depend on ICT and it can increase efficiency 

and productivity”, so the expansion of the ICT sector drives firms to leverage on the 
use of technology to develop new and more effective methods of production of goods 
and services which causes a rise in productivity.  

• This increases the combination of the max quantity of two goods that Singapore can 
produce, thus increasing its productive capacity.  

• Diagram with brief explanation: This is illustrated by a rightward shift of PPC towards 

from RS to TU.  
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Effect 2: Movement from a point inside to a point closer to the PPC  

• Assuming that the Singapore’s economy is currently operating near full employment and 
resources are fully and efficiently utilised, it is at point C which close to the boundary of the 
PPC. 

• With the expansion of the ICT sector, there will be a further outward shift of the PPC curve 
as shown in Effect 1 due to the rise in productivity. Extract 3 states that “growth of the 
industry will not only create thousands of jobs”, which refers to more jobs now available in 
the ICT sector, such as in areas of cyber security and/or artificial intelligence. Existing 
labour which was previously not used or under-utilized can now take up the new jobs 
created.  

• The rise in employment rate due to more people taking up jobs in this sector causes point 
C to move to point D, where it is closer to the new full employment of the economy (TU).  

  
       
(d)  Explain why the statement “By 2020, the sector that already employs 194,000 people will 

create another 16,000 jobs” in Extract 3 is considered a positive statement.           [1] 
          

• One of the characteristics of a positive statement is that it can be verified by looking at 
evidences. The above statement is positive because we are able to verify that there 
are 16,000 job vacancies available in the market in 2020 by examining the jobs market  

 
(e)   (i) State the main characteristics of a public good and explain why Wi-Fi is not

 classified as a public good.                                                                                   [4]  
 

• The two main characteristics of public goods are non-rivalry and non-excludability.  
 

Explain non-rivalry characteristic and explain why Wi-Fi is rivalry in consumption 

• The good is non-rivalry in consumption when the consumption of the good by one 
person will not reduce the quantity available to the next user.  

• Wi-Fi is rivalry in consumption because as stated in Extract 4 “… need to have sufficient 
bandwidth to accommodate the anticipated high Wi-Fi usage” which means that when 
one user taps on the Wi-Fi network, it will reduce the available bandwidth and speed 
of the connection available to the next user.  
 

Explain non-excludability characteristic and explain why Wi-Fi is excludable 
• Non-excludability means the government cannot prevent non-payers from consuming 

the good. One the service is provided, any user will be able to enjoy the service even 
if the user does not pay for it.  

• Wi-Fi is excludable because users are required to sign up and login before they can 
use the public Wi-Fi network “The service has seen 700,000 logins daily” in Extract 4. 
It is hence possible to exclude selected users from enjoying the Wi-Fi services.   

 
 

(ii) With the aid of diagram(s), explain two reasons why the Singapore government would 
want to follow in the footsteps of major cities such as New York and Seoul to intervene 
in the provision of Wi-Fi.                       [8] 

  

• Due to the characteristics of rivalry and excludability, Wi-Fi is not a public good but a 
private good. The Singapore government intervenes in the provision of Wi-Fi because 
it is a merit good and there are large positive externalities that arises from the 
consumption as well as imperfect information. If left to the market, there will be under-
consumption and inefficiency in resource allocation.  

 
 
 



 

© SRJC 8823/01/JC2 Preliminary Examination /2018 

4

Explain how positive externalities in Wi-Fi leads to market failure 

• Positive externalities are external benefits to 3rd party who are not directly involved in 
the consumption of the good and does not have to pay for it. 

• The use of Wi-Fi as stated in Extract 4 will enhance productivity as “Transport analysts 
agreed that providing wireless connectivity will enhance the commuting experience” 
and “Commuters will be better connected with traffic related updates when they are on 
the move...” 

• The 3rd parties who benefit are the firms and economy when commuters tap on the 
wireless network to plan their routes more effectively, they reduce travel time and firms 
and the economy enjoys a rise in productivity from more output due to less time spent 
on commuting.    

• The presence of the external benefit causes a divergence between MPB and MSB by 
the amount of MEB. Referring to the diagram below, MSB lies above MPB as a result 
of the MEB. Assuming there are no external costs, MPC=MSC. Individuals will only 
consume Wi-Fi at the point where MPB=MPC where their private self interest are 
maximised at QM. However, socially optimum level of consumption of Wi-Fi by the 
economy is where MSB = MSC and all true costs and benefits have been taken into 
consideration at Qs.  

• From QM to Qs, there is under-consumption of Wi-Fi if left to the individuals. The 
summation of the loss of net benefit not reaped from QM to Qs where every unit that is 
under-consumed adds more to the society’s benefit than cost forms the deadweight 
loss to society (Area ABC).  

• Hence the government needs to intervene in the provision of Wi-Fi to reduce under 
consumption and improve efficiency in resource allocation. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

• Consumption of Wi-Fi may also be under-consumed due to imperfect information. 
Some groups of consumers underestimate the benefits from the use of Wi-Fi services 
due to ignorance or lack of familiarity. Hence the MPB perceived is lower than the MPB 
actual resulting in under-consumption by the market.  
 

 
(f)  Using case evidence and your own knowledge, discuss the effectiveness of alternative 

government policies to ensure allocative efficiency in the market for digital services.     [12]
  

  Public education 

• Silver Infocomm Initiative which “aims to bridge the digital divide with those over 50” and 
includes exhibitions and workshops 

• Helps to enable consumers to experience and understand the benefits of using digital services 
to enhance the convenience in their lives 

• Effectiveness of policy: 
o [Root cause] Addresses the market failure due to imperfect information 

Cost/ 
Benefit 

MPB  

Quantity if Wi-Fi services consumed   

MSB=MPB + MEB  

MPC =MSC  

QM     Qs 

A 

B 

C 
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 Reduces the divergence between MPBperceived and MPBactual such that the 
consumption of digital services is closer to socially desirable level and allocative 
efficiency is achieved 

o [Conditions] Depends on availability of govt budget 
 Organisation of public roadshows and workshop will mean that government incurs 

an opportunity cost due to a limited government budget 
 To reduce the opportunity cost, government in Singapore uses public education to 

specifically target those above 50 and in heartland areas. This demographic profile 
may be less IT savvy because they do not use it in their day-to-day lives or at work. 

o [Conditions] Depends on willingness and ability of the older generation to embrace the 
use of digital services. 
 Older generation may have the perception that digital services are very complex 

and hence less willing to explore usage 
EV: While public education incurs recurring spending over a period of time, this is unlikely 
to have to persist in the long run for Singapore because younger generations are digital 
natives who are more IT savvy due to early exposure in school at work 

 
Subsidies  

• NEU PC Plus Programme that provides new computers with broadband at an affordable prices 
to students  

• SMEs Go Digital Programme has govt funding support for SMEs that want to pilot ICT solutions 

• Amount of subsidy equal to amount of MEB 

• Cost of using digital services is reduced, MPC curve shifts downwards by full amount of 
subsidies. 

• Consumption increases to the socially desirable level and allocative efficiency is attained 

• Effectiveness of policy: 
o [Root cause] Addresses the market failure due to positive externalities 
o [Conditions] Depends on availability of govt budget  
o [Conditions] Depends on accuracy of govt information 
 If govt inaccurately estimates MEB, it may end up oversubsidising the provision of 

digital services, which leads to overconsumption and deadweight loss 
EV: Govt tries to avoid the situation of oversubsidising by only subsidising the lower income 
group of students, or SMEs rather than all individuals or firms. While such targeted 
subsidies may not bring the consumption of digital services to the socially optimal level, it 
is nonetheless still effective in reducing the extent of allocative inefficiency. 

 
Free provision 

• Free wifi provided in public transport network (Wifi considered an example of digital service 

• Govt decides on the socially desirable level of wifi, produces that amount and provides it for 
free 

• Effectiveness of policy: 
o [Conditions] Depends on accuracy of govt information 
 Some may argue that free provision leads to overconsumption when govt does not 

have accurate info about the socially optimal level 
EV: Likely that government has considered the social benefits of the consumption of 
digital services to be so high that it is worth it to provide the service for free.  

Commented [AL1]: 1) This is from ext 4 while the earlier 2 
policies were from ext 5. I wonder if students will be able to 
recognise that this is another policy given that it isn’t in ext 5. 

 
2) Should it be considered direct provision or free provision? 

 
3) is there any concern about how this policy is targeted at wifi 
alone, and not digital services in general? 
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H1 CSQ 2 Suggested Answers 
 
2 (a)   Using Table 2, compare the economic performance of Japan and the US.                       [4] 

 
Real economic growth is slightly higher in the US compared to Japan.  
On the whole, both countries enjoy real economic growth (equals to nominal economic 
growth minus inflation) of 1.5% (US) and 1.4% (Japan) → explain effects of slow growth.  
  
Low inflation in the US is more likely to raise investors’ confidence compared to 
deflation in Japan. US experience low inflation (below target of 2%) while prices in Japan 
are falling i.e. deflation → Explain benefits of low inflation of the US versus risk of prolonged 
period of deflation for Japan.  
 
Overall, US looks like the healthier economy based on economic growth and 
inflation. [Justify + Synthesis]: Though both countries real GDP growth are close, there 
is a greater uncertainty of Japan’s deflation which may result in negative consequences on 
falling prices in future and hence consumers and business may hold back both 
consumption and investment and hence future economic growth may not be sustained. 
 
 

(b) With the aid of an AD/AS diagram, explain the possible internal and external factors 
that could have contributed to the projected slow economic growth of 1.5% in the 
US (Extract 6) and comment on whether 4% is an achievable economic growth target.          

                                                                                                                                                 [8] 
Reasons for the projected 1.5% slow growth: 
 
1. Internal factor of rise in “consumer spending” at 2.8%.  

○ This could be due to the US economy has been growing for the past 2 years and 
hence, households are optimistic and bring forward purchase of goods and services. 

2. The external factor is a “10.1%  rise in Exports” 
o The rise in X could be due greater US efforts in global marketing and hence a 

favourable shift of taste and preferences raising demand of exports and thus rise in 
exports revenue. 
 

Justify why there is only a projected slow economic growth 
 
However there is only a small 1.5% rise in AD because US may also have imported more 
goods and services in production of both consumption goods and goods for export. The 
rise in C+X is still slightly greater than the rise in M, thus AD rises but by a smaller extent. 
 
Draw and explain diagram of a small rise in AD from AD0 to AD2 (instead of rising to AD1) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1: Small rise in aggregate demand 

AD1 

Real GDP 

General price level 

P0 

Y0 

AS 

E0 

0 

AD2 

P2 

Y2 

E2 

AD0 
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At P0, there will be a shortage and firms will increase production. This will lead to a rise in 
incomes for factor owners who in turn will consume more. There will be multiple rounds of 
rise in incomes and induced consumption until real GDP rises from Y0 to Y2. 

 
Evaluative Comments  
Whether 4% is achievable or not depends on which is the stronger factors such as: 

1)  “Tepid labour productivity growth and the mass retirement of baby boomers” will 
result in a fall in AS while Trump’s proposed tax cuts will raise investment spending 
and rise in G spending 

2) If new tax cuts result in US having lower tax rates compared to its rivals, then the 
rise in investment can be substantial.  

3) 4% target could be more difficult for a developed countries as the rise in G on 
infrastructure must be substantial to replace ageing roads, airports, etc (capital 
depreciation/obsolescence). 

 
(c)  With reference to Extract 7:  
 

(i) Explain one reason why lowering interest rate is ineffective in tackling 
deflation in the Eurozone.                [2] 

 
o The fact that ECB interest rate has continuously cut since 2008 US subprime crisis 

till near zero shows that borrowers (households and investors) are pessimistic 
about the economic outlook especially if their incomes may fall and thus are not 
enticed to take up loans despite almost zero borrowing costs.  
 

o Hence demand of loans for Consumption and investment will be interest inelastic. 
So, the demand for C+I will rise less than proportionately, thus causing a very small 
or negligible change in AD and hence a minimal rise in general price level. 

 
 
       (ii) Explain the impact of deflation on debtors and governments.            [4] 
 

For debtors, deflation will result in a rise in real value of debt. Debtors may have borrowed 
on “fixed interest rates” so even when nominal interest rates fall near zero, the debtors are 
still liable to pay fixed interest (e.g.5%) thus, debtors are worse off as real value of debt 
rises significantly (if deflation is -1%, then the real interest rates will be 6%).  
 
For governments, deflation causes prices to fall, if consumers reduce consumption due 
to anticipation of lower prices in the future, the fall in quantities sold multiply by the unit tax 
will yield lower VAT collected (VAT is similar to GST i.e. tax on goods and services).  

 
   
 (d)  (i)  Explain why wages are expected to rise when there is economic growth.        [2]  
 

● When there is economic growth, firms raise production level of goods and services. 
This in turn lead to a rise in demand for labour as labour being a factor input is a 
derived demand. 

● With a higher demand for labour, there is a shortage at original wages and an upward 
pressure on wages, resulting in a likely rise in wages. 
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 (ii) Using Extract 8, discuss whether a drop in unemployment rate is indicative of an 
improvement in a country’s standard of living.                        [8] 
 
● A country’s SOL has two key aspects – material and non-material SOL 
● Whether a fall in unemployment rate will indicate a rise in SOL depends on causes of the fall 

in unemployment rate and profile of workers who still cannot find jobs.  
 
Thesis: A drop in unemployment that are seen among most industries is indicative of an 
improvement in a country’s SOL 
 
• If the fall in unemployment rate is due to more jobs added overall as seen as Extract 8 where 

‘the US economy added 178,000 jobs in November 2016’, then there will be a rise in firms’ 
and households’ optimism and production rises and AD rises.  As DD of workers rises, there 
will be wage growth, thus greater quantity of goods and services consumed leading to a rise 
in material SOL. 

• As above, rise in AD leads to rise in real GDP and so the government collects more tax 
revenue which can be used to improve on education and healthcare and hence non-material 
SOL.  

• When gains from economic growth is also redistributed to the poor and unemployed, the 
country’s SOL rises for all segments of the population. 

 
Evaluation 

 
■ Unemployment rate of 4.6% is the lowest even when comparing to before the 2007/8 

subprime crisis. US was in economic boom in 2006 where it was near full employment level 
so the current 4.6% is remarkable. Hence, SOL is likely to improve for all. 

■ Can also evaluate that when there is rise in incomes for workers, the rise is not significant if 
wage growth is considered which is seen in wage growth having fallen to 2.5% in Extract 8. 
This means that even though economic growth may be responsible for the fall in 
unemployment, it actually results in rising income inequity where the rich is enjoying 
proportionately more gains of economic growth. 

 
 

Antithesis: Fall in unemployment rate may not be indicative of a rise in SOL as there could be 
underlying issues of structural unemployment and discouraged workers that could not be revealed 
by unemployment data as seen in Extract 8 

 
Unemployment numbers may fall due to “discouraged workers …not returning to the labour market 
to look for jobs” so the country’s SOL may not improve. First, workers are discouraged when they 
are out of jobs for a long time. ”blue collar workers feel left behind the economic recovery” means 
these manufacturing workers are now no longer able to land jobs due to changing economic 
structures as they “do not have the advanced skills required for the new jobs”. These workers’ 
material SOL falls as they may have to rely on unemployment benefits to get by.  

 
In addition, loss of jobs can result in stress and fall in non-material SOL. Thirdly, the government 
must spend more on unemployment benefits when these workers require long-term support and 
government may have to raise taxes in the future which will result in a heavier burden on taxpayers. 
Hence, country’s SOL may even fall. 

 
Evaluation 

 
■ Depends on the profile of the jobless (characteristics of economy), if there are many who are 

of low qualifications and low-skilled, then the risk of long-term unemployment (less ability to 
acquire higher skills) and being discouraged is higher. 

■ Leaving the workforce will reduce quantity of labour and fall in LRAS. This will reduce US 
competitiveness and real GDP, all will reduce material SOL of US especially in the long run. 
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Conclusion/synthesis 
 

○ Fall in unemployment rate can be used to measure current material SOL to a certain extent 
assuming there will be corresponding wage growth. But from the data, wage growth can be too 
low even when unemployment rate has fallen. Thus, the author suggests looking at wage 
growth   

○ Moreover, healthy wage growth (but not to be excessive to cause wage push inflation) can 
sustain the country’s consumption spending where maintaining healthy levels and growth of 
consumption can improve investors’ confidence which can help future economic growth and 
raise future SOL. 

 
 
 (e)  Suggest one indicator that can measure income inequity and explain how rising 

income inequity (Extract 9) could hamper an economy’s international 
competitiveness.                                [5] 

 
● Gini coefficient can help to measure income inequity 
● International competitiveness can include export-competitiveness and 

competitiveness in terms of drawing foreign direct investment. 
  

2 well-explained reasons: 
  

1. Rising income inequity, especially at its extreme levels, as seen in Extract 9 will lead 
to social unrest, thoroughly undermining economic activity. This results in rising 
uncertainty among households and business and a fall in expected rate of returns for 
foreign investors. Hence there is a decrease in attractiveness for FDI as revenue falls 
while cost rises. 

2. Rising income inequality also results in a ‘smaller proportion of national income spent 
on accumulating human capital and finds it harder to make gains in productivity’. This 
translates to a rise in unit cost of production if the small rise in productivity is outpaced 
by higher wages. Hence it results in more expensive and less price-competitive 
exports. 

 
 
(f) Using the case study and your own relevant knowledge, discuss the factors that the 

Singapore government needs to consider in deciding whether to take up the 
recommendations by the Economic Strategies Committee to ‘improve the quality of 
life for all Singaporeans’.               [12] 

Intro 
1. The factors that the Singapore government needs to consider in deciding whether to take up 

both recommendations are based on the: 
i. Costs and benefits of the recommendations: based on the core approach of the 

marginalist approach in weighing the costs and benefits 
ii. Understanding the objectives of the Singapore government: whether there are conflicts 

with other goals in adopting the recommendations 
iii. Other possible factors include the constraints that the Singapore government may be 

 
2. Clarifying the endpoint of the question which is to ‘improve the quality of life for all 

Singaporeans’: achieve inclusive growth that can benefit different income segments within the 
Singapore economy and with that lead to a rise in both material (quantitative) and non-material 
(quality) of SOL. 
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Body 
 
P1: The 2 policy recommendations are lead to a rise in economic growth and in turn an 

improvement in the material SOL of Singaporeans. [Analysis of how both policies work] 
 
Recommendation 1: National Productivity Fund (NPF) 
 
With NPF, grants are provided for industries to adopt innovative business models, process or 
technology. This raises productivity of labour, capital as well as allow for technological 
improvement. All these improves quality of factors of production and a rise in AS. In turn, the 
productive capacity and potential economic growth of Singapore increases. 
 
The above leads to higher rates of growth in tax revenue and allows for an improvement in future 
material SOL & non-material SOL. In addition, with higher labour productivity, workers can be 
more efficient and hence spend relatively less time to achieve a given output, and have the ability 
to have a greater work-life balance and improve non-material SOL 
 
Furthermore, the National Productivity Fund as seen in Extract 10, may require enterprises to 
deliver innovative products which are new and/or of better quality in the market. Such high-value 
products can be sold to overseas markets helps to raise exports revenue, ceteris paribus improves 
BOP, AD and real GDP. 
  
Recommendation 2: Review of WIS 
 
Review of Workfare aims at raising social protection to match basic SOL level which can raise 
consumption expenditure of the economy. In particular, low-wage workers have higher MPC 
(MPC = change in C/change in Y) as they have more needs that have not been satisfied, the rise 
in C can be higher with WIS and correspondingly a rise in material SOL 
 
Secondly, WIS as mentioned in Extract 10, can ‘build up retirement savings’ of the low-wage 
workers. This can raise savings which is a source of funds for investments and hence raising 
investments to some extent. The rise in investment can lead to an increase in both AD & AS and 
raise material SOL for especially for the group of low-wage workers. 
 
In addition, since WIS rewards regular work and individual effort, it provides incentive for older 
lower-wage workers and PWDs to be incentivise to continue working (preferred recommendation 
than unemployment benefits) and hence help to reduce the income inequality in a sustainable way 
and government faces less drain on its budget. 
  

Clear explanation of any 2 factors in influencing government policy decisions 
 
P2: [Factor 1 – Constraint] The possibility of funding constraints that could also lead to 

a worsening budget position is one other consideration for Singapore government 
  
● Constraint of a limited government budget and therefore may not be able to carry out both 

at the same time. This is especially so in determining the choice of which economic goal to 
focus on as there could also be other pressing macro/micro economic problems that are 
important for the Singapore government to solve such as rising inflation. 

● With increased spending in adopting these 2 policy recommendations to achieve inclusive 
economic growth for all Singaporeans, there would be opportunity cost incurred on the next 
best alternative given up, such as spending on infrastructure to draw in more foreign direct 
investments to Singapore. Hence, there is a need to do a detailed cost-benefit analysis in 
order to rank the net benefits of the various choices and choose the one that yields the 
highest net benefit for Singapore. 

● Risk of crowding out effect if prolonged use: If government borrows from private equity 
markets, such demand for loans will raise interest rate. As cost of borrowing rises, 
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consumption and investment fall and there will be minimal impact on the economic growth 
and quality of life. 

  
Evaluation 
  

● In view of the prudent fiscal stance of the Singapore government in past few decades as 
well as reinvestment of earlier budget surpluses to grow it further, the funding constraints 
is less of a concern for the Singapore government. Hence it has greater ability to take up 
the policy recommendations by the ESC to improve the quality of life for all Singaporeans. 

● Even so, firms may become over-reliant on government handouts whenever they lose 
competitiveness and need to massively change structure, machines, processes. Such 
frequent applications for funding can be a strain on government funds. 

  
  
P3: [Factor 2 – Accuracy of information] Another factor that will affect the decision of 

the Singapore government to take up the recommendations would be the availability 
of accurate information. 

  
● In order to make sound decisions, the government has to gather information, both 

quantitative and qualitative, on the costs and benefits of every available choice. Moreover, 
as time passes, some information will be out-of-date for instance the CPF payout could be 
insufficient for firms to hire the low-wage workers (likewise the cash payout may not be 
sufficient in the midst of rising inflation and cost of living). Vice versa, due to lack of 
information, the government could also have over-subsidised. 
○ In fact, the government would also need to gather information on the reasons/root 

causes of why firms are reluctant to hire older workers. E.g. it could be the job requires 
manual strength. If so, encouraging firms to apply for funding for job redesign (NPB) to 
address the need for strength could be a more effective method to raise quality of life of 
these workers. Ultimately, firms aim to maximise profits, thus while WIS lowers costs, 
firms want output and revenue growth to justify hiring. 

● A second group of economic agents who need to have accurate access to information 
would be the low-income workers. 
○ It serves the economic agents well to have a fairly accurate understanding of the costs, 

benefits, trade-offs and intended consequences pertaining to each choice, before 
deciding. 
 

● For NPF: firms may lack knowledge on the new markets because of language and cultural 
barriers and thus unwilling to tap into the fund to innovate products for these markets. 
 

● For WIS:  
o WIS only benefits a selected group of low-wage workers. But how about other income 

groups – perhaps middle-income groups (E.g. PMET who lose their jobs) may also need 
help to reskill and need assistance in supplementing their incomes. 

o As seen from Extract 10, there is a need for WIS to provide a timely and meaningful 
level of support for eligible workers: However due to possible time lag in 
information/data collection -> decision-making -> implementation -> these low-wage 
workers may not be able to receive help when they need it most. 

o In addition, there could also be imperfect information among the low-wage workers to 
understand all the qualifying criteria and amount that they are eligible for. This could be 
due to their low literacy level to fill up forms and comply with the administrative 
requirement of WIS. 

 
Evaluation 
  

● As a small country and active involvement of different social and community agencies, the 
Singapore is more likely able to overcome the factor of information availability to low-
income workers compared to other larger economies. In particular, the government has 
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put in institutionalised assistance to low-wage workers and vulnerable families and in 
recent years, also shifted the focus towards more upstream interventions for low-income 
families such as helping the children of these famility so that the next generation has 
improved access to education (childcare, kindergarten and student care) and employment 
opportunities. 

● Similarly, the government can set up business information hub and trade visits to 
familiarise small-medium enterprises (SMEs) with overseas markets, business regulations, 
etc so that these firms are more able to make better use of the NPB scheme. 

 
Synthesis/Conclusion 
 
All in all, there are a number of factors that the Singapore government needs to consider in its 
decision-making process. Consideration of the net benefits that the recommendations can yield 
vis-à-vis other economic goals, collecting accurate information such as potential root causes as 
to why quality of life for Singaporeans may be falling or stagnating are various as well as 
considering intended and unintended consequences from perspectives of different economic 
stakeholders are important. 
  
 

Knowledge, Application, Understanding and Analysis 

L3 
 

2 measures and 2 factors for high L3. 

• Clear explanation of both policy recommendations from case study, 
anchored clearly with AD-AS analysis  

• Clear explanation of 2 factors that Singapore government needs to 
consider  
2 measure and one well-explained factor for low L3.

L2 
 

• Some explanation of both policy recommendations or sufficient 
explanation of one policy recommendation (analysis not fully developed) 

• Adequate explanation of 2 factors that Singapore government needs to 
consider or 1 factor clearly explained. 

• Low L2 for a largely theoretical answer that only applies to a context 
incidentally. 

L1 
 

 Smattering of points. 
 A vague, descriptive or list-like answer on either measures or factors. 
• Points raised are not relevant to addressing the question. 

 

Evaluation/Personal Opinion 

E2  Synthesises stated arguments to arrive at well-reasoned judgements and 
decisions focusing on ‘improve the quality of life for all Singaporeans’: 
Further developing stating ‘C.C.C.’ framework or ‘CBA’ framework that 
Singapore government can use to base its decisions on with clear 
justification. 

E1  For an unsupported judgement of relevant factors. For example some 
awareness  ‘C.C.C.’ criteria or ‘CBA’ framework 
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