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Answer all questions. 

 
Question 1: Tiny Plastic, Big Problem? 
 

Figure 1: Global plastic production from 2006 to 2015 (in million metric tons)

 
Source: Statistica and Power Plant CCS 

 
 

Figure 2: Share of global plastic production 

 
Source: PlasticsEurope Market Research Group (PEMRG) 

 
Extract 1: Global plastic production  
 
The growth of the plastics industry goes hand-in-hand with economic development. The more 
an economy grows, the more plastic is used in construction, infrastructural development, 
electrical and electronic industries, and transport. Single-use plastic packaging – the nemesis 
of environmental activists – is also in strong demand in developing countries. Even in Europe, 
where anti-plastics campaigning has been especially vigorous, packaging accounts for 40 per 
cent of consumption. But the world's leading producer of plastic is China. Today it holds a 
whopping 29 per cent of the market share, up from 15 per cent just a decade ago. European, 
US and Japanese plastic manufacturers have meanwhile seen their market share shrink.  

 
Source: Business Times, 9 July 2018  
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Extract 2: Global plastic crisis 
 
The impacts of global plastic use have reached an alarming level. Based on the latest data, 9 
billion metric tons of plastics have been produced since the 1950s, creating 7 billion tons of 
waste. Plastic waste not only damages the environment and threatens animal life but also 
harms human populations. One of the most dangerous elements of plastic waste is tiny pieces 
of debris known as microplastics, which are damaging the environment. These tiny particles 
can end up in people’s stomachs via drinking water or eating seafood, which could 
present health risks. 
 
Various attempts to minimise plastic use have been introduced. One involves developing 
plastic materials, known as biodegradable plastics or bioplastics, that decompose naturally in 
the environment. The materials commonly used to produce bioplastics are corn, sugarcane, 
vegetable oil and starch. However, using these ingredients for plastics has raised some 
concerns. First, the production of bioplastics requires a huge investment in the land, fertilisers 
and chemicals. Second, the use of these plants for plastics will trigger a competition between 
plants for food versus plants for plastics, which will likely lead to food price hikes. 

Source: The Jakarta Post, 6 May 2018 
 
Extract 3: Banning single-use plastics 
 
A Senate report recommended a ban on single-use plastics such as takeaway food containers 
and plastic-lined coffee cups by 2023. This will see Australians take a significant step towards 
a plastic-free future, with this initiative following an outright ban on free plastic bags at shops 
in Queensland and Western Australia. 

Single-use plastics are often used to package food and water. While this is unnecessary in 
most settings, certain situations do require single-use packaging to ensure food and water 
safety. Domestic food aid, emergency responses, and international aid efforts all require food 
and water that can be stored without refrigeration and distributed when and where it’s needed. 
Often this means packaging it in lightweight, single-use plastics.  

Source: The Conversation, 28 June 2018 
 

Extract 4: Tax on plastic bags? 

Singapore used about three billion plastic bags in 2011, according to the Singapore 
Environment Council (SEC). A plastic bag tax could be one way to reduce this number. 
Singapore's four main supermarket chains – FairPrice, Dairy Farm Group, Prime Supermarket 
and Sheng Siong – are discussing plans to impose a surcharge for plastic bags of 5 to 10 
cents per bag. A surcharge is a tried-and-tested way of curbing excessive use of plastic bags. 
In October 2015, shoppers in Britain had to pay five pence (about nine Singapore cents) for 
each single-use plastic bag received. It resulted in the number of bags used by shoppers 
dropping by more than 85 per cent, reported The Guardian. 

Source: The Straits Times, 5 Oct 2017  
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Extract 5: Plastic Industry in India 

The Indian plastics industry made a promising beginning in 1957 with the production of 
polystyrene. Thereafter, significant progress has been made, and the industry has grown and 
diversified rapidly. The industry is dominated by conventional plastics production and hosts 
more than 2,000 exporters. It employs about 4 million people and comprises more than 30,000 
processing units, 85-90 per cent of which are small and medium-sized enterprises. The Indian 
plastics industry is supported by a large number of polymer producers, and plastic process 
machinery and mould manufacturers in the country. Among the industry’s major strengths is 
the availability of raw materials in the country. These raw materials, including polypropylene, 
high-density polyethylene, and PVC, are manufactured domestically. 

 
Source: India Brand Equity Foundation, July 2018  

Extract 6: Bio-plastic industry in UK 

Presently in the UK, supportive regulation and legislation has encouraged more 
environmentally sustainable business practices and consumer behaviour. For example, the 
government’s drive towards achieving a ‘zero waste’ economy, through reducing waste and 
increasing recycling, has fostered an increased consciousness of resource efficiency. This 
awareness has indirectly promoted the use of bio-plastic products.  
 
Due to their biodegradability in the right applications, bio-plastics can help divert organic waste 
from disposal so avoiding the additional costs of Landfill Tax. This can act as an incentive to 
businesses and municipalities to use bio-plastics, instead of conventional plastics. In addition, 
initiatives to reduce food and packaging waste have fostered research and innovation into 
more carbon neutral forms of plastics. Already, advances in the technical properties and 
functionality of bio-plastics have increased their attractiveness and the extent to which they 
can substitute for conventional plastics.  
 
Based on the current annual domestic demand for bio-plastic products of 4,000 tonnes, it is 
estimated that in 2014 the gross output impact of the bio-plastics sector amounted to £103.4 
million. This supports roughly 1,000 jobs and contributed £43.4 million of direct output to the 
UK economy.  

Source: Bio-based and Biodegradable Industries Association (BBIA), October 2015  
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Questions 
 
(a) (i) Describe the trend in global plastic production in Figures 1 and 2.  [2] 
 
 (ii)  Explain whether the change in Europe’s share of global plastic production meant that 

Europe’s plastic production fell from 2006 to 2015. [2] 
 
 (iii) Account for the trend in global plastic production and the extent of change in price of 

plastics. [5] 
 
(b) Analyse how the use of agricultural commodities, such as corn, to produce bioplastics 

could lead to “food price hikes” (Extract 2) and comment on why this might not happen. 
   [7] 
 
(c) Using an example from Extract 2, explain the concepts of scarcity and opportunity cost to 
 farmers. [3] 
 
(d) (i) Explain how the use of single-use plastics can lead to an inefficient allocation of 

resources. [6] 
  
 (ii) Discuss whether imposing a ban or levying a tax on single-use plastics is more 

appropriate in addressing such inefficient allocation of resources. [8] 
 
(e) Using the information provided and/or your own knowledge, evaluate the view that the 

Indian government should develop the biodegradable plastic industry like the UK. [12] 
 

[Total: 45] 
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Question 2:  Donald Trump and the US economy 
 

Table 1: US Macroeconomic Indicators 
 

 2013 2014 2015 2016 2017 

GDP  
(USD per capita) 

52 726 54 651 56 420 57 591 59 535 

Change in 
Consumer Price 
Index (%) 

1.46 1.62 0.12 1.26 2.13 

Unemployment 
(%) 

7.38 6.17 5.29 4.87 4.35 

GINI Coefficient 0.396 0.394 0.390 0.391 - 

Net Exports  
(million USD) 

- 459 602 - 485 036 - 609 603 - 652 823 - 

Source: OECD 
 
Extract 7: Donald Trump proposes law to cut immigration numbers by half in 10 years 
 
Donald Trump announced plans for new immigration laws on Wednesday that would cut the 
total number of immigrants admitted to the US by half over a decade and prioritise those who 
can speak English or are well-educated. 
 
The proposed legislation, unveiled at the White House, would also cap the number of refugees 
admitted to the US every year at 50,000, and eliminate the diversity visa lottery, which 
currently allocates 50,000 visas a year to residents of countries that do not currently send 
significant numbers of migrants to the US. 
 
An estimate provided by the office of one of the bill’s sponsors, the Republican senator Tom 
Cotton, stated that if passed, the Reforming American Immigration for Strong Employment 
(Raise) Act would reduce the number of immigrants admitted to the US by 41% in its first year 
and by 50% over a 10-year-period. 

 
Source: The Guardian, 02 Aug 2017 

 
Extract 8: Why US GDP shrank 
 
The US economy faltered in the first quarter of 2015, according to Commerce Department 
data released on Friday. Here’s a quick look at the report. 
 
US Gross Domestic Product (GDP) contracted at a 0.7% seasonally adjusted annual rate in 
the opening months of the year, a significant downward revision from an initial estimate of 
0.2% growth. This marks the third time since the recession ended that the official measure of 
GDP fell into negative territory. The latest numbers highlight the fragility of the expansion but 
also raise questions about potential statistical quirks in government data that may be 
depressing first-quarter figures. 
 
Trade was the biggest drag on top-line GDP figures in the opening months of the year. US 
exports of goods fell by the most since the first quarter of 2009 – the midst of the recession –
while overall imports climbed. The widening deficit subtracted 1.9 percentage points from 
economic growth. A stronger dollar has tamped down overseas demand for US-made goods 
while making foreign products cheaper to import. Meanwhile, congestion at West Coast ports 
constrained trade earlier in the year. 

Source: The Wall Street Journal, 29 May 2015 
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Extract 9: Donald Trump’s speech on jobs and the economy 
 
Today, I’m going to outline a plan for American economic revival – it is a bold, ambitious, 
forward-looking plan to massively increase jobs, wages, incomes and opportunities for the 
people of our country. 
 
My plan will embrace the truth that people flourish under a minimum government burden, and 
it will tap into the incredible unrealised potential of our workers and their dreams. Right now, 
92 million Americans are on the sidelines, outside the workforce, and not part of our economy. 
It’s a silent nation of jobless Americans. 
 
We are going to turn this around. By lowering tax rates, streamlining deductions, and 
simplifying the process, we will add millions of new jobs. In addition, because we have strongly 
capped deductions for the wealthy and closed special interest loopholes, the tax relief will be 
concentrated on the working and middle class taxpayer. They will receive the biggest benefit 
– it won’t even be close. 
 
One of our greatest job creation measures is going to be our 15% business tax rate – down 
from the current 35% rate, a reduction of more than 40 percent. An explosion of new business 
and new jobs will be created. It will be amazing to watch. 
 

Source: TIME, 15 September 2016 
 
Extract 10: President Obama is handing over a strong economy to his successor  
 
According to the government’s report on Friday, Donald J. Trump can expect to inherit an 
economy that has added private sector jobs for 80 months, put another 178,000 people on 
payrolls last month and pushed the unemployment rate down to 4.6 per cent today from 4.9 
percent the previous month. Wage growth, though slower, is still running ahead of inflation, 
and consumers are expressing the highest levels of confidence in nearly a decade. 
 
For all the improvements, tens of millions of Americans understandably feel that the recovery 
has passed them by. Those without skills are relegated to low-paying positions without steady 
schedules, security and benefits. Breadwinners who once held well-compensated 
manufacturing jobs are angry about being forced to settle for lower-wage service jobs – or no 
jobs at all. 
 
Betsey Stevenson, an economist at the University of Michigan and a former economic adviser 
to Mr. Obama, said that manufacturing, while still a driving force in the economy, employed 
fewer and fewer people. More than 80 percent of jobs are now in the service industry, Ms. 
Stevenson said, and Mr. Trump should be thinking more about how to match workers with 
those jobs.  

 
Source: The New York Times, 02 December 2016 
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Extract 11: Energy surge sends US consumer prices up 0.5% in September 
 
US consumer prices rose 0.5% in September, the largest increase in eight months. The result 
reflects another big jump in energy prices in the aftermath of Hurricane Harvey, which shut 
Gulf Coast refineries and caused gasoline prices to spike around the country. 
 
The September increase in the closely watched consumer price index was the biggest one-
month gain since a 0.6% rise in January, the Labour Department reported Friday. 
 
Energy prices shot up 6.1%, led by a 13.1% surge in gasoline. Analysts believe the impact of 
the hurricane will be temporary. 

 
Source: USA Today, 13 October 2017 

 
Questions 
 
(a) (i)  Summarise the trend in the net exports in Table 1. [2] 
  
 (ii) Using a diagram, explain how the overall trend in net exports affects the external 

value of the USD. [4] 
 
(b) Using a Production Possibilities Curve, explain how the proposed immigration law will 

impact the US economy. [3] 
 
(c) (i) Using Extracts 8 and 10, identify and explain two sources of unemployment in the 

US economy. [4] 
 
 (ii) Discuss whether low unemployment can be achieved through the lowering of direct 

and indirect taxes. [8] 
 
(d) Using Extracts 10 and 11 and with the aid of a diagram, account for the change in general 

price level in US between 2016 and 2017. [5] 
 
(e) Comment on whether the data provided is sufficient to conclude that there has been 

inclusive and sustainable growth in the US economy. [8] 
 
(f) “Low unemployment is the main factor contributing to a higher standard of living in an 

economy.” Discuss this view. [11] 
 

[Total: 45] 
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H1 CSQ1 Suggested Answers  

Question 1: Tiny Plastic, Big Problem? 

 

(a) (i) Describe the trend in global plastic production in Figures 1 and 2. [2] 

 

• Using Figure 1: Global plastic production generally increased from 2006 to 2015. [1] 

• Using Figure 2: 

o Some countries/regions experienced an increase in the share of plastic 

production (e.g. China, the Rest of Asia, CIS and Africa) while the share of 

plastic production fell for other countries/regions (e.g. NAFTA, Europe, Japan 

and Latin America). [1] 

OR 

o The top share of plastic production shifted from NAFTA in 2006 to China in 

2015. [1] 

Marker’s Comments: 

• This question was generally well done with most students being able to describe the 

trend in Figure 1 and 2. 

• Students appeared to have greater difficulty describing the trend in Figure 2. A handful 

of scripts failed to describe the trend in Figure 2 at all.  

o Some students considered the share in 2006 or 2015, failing to describe the 

trend from 2006 to 2015. 

o Some students claimed that the share remained relatively constant instead of 

recognising that the data showed significant changes in the share of plastic 

production, particularly a shift in the top share of plastic production. 

o Some students selectively focused their description on one of the 8 

countries/regions shown in Figure 2, and failed to show good interpretation of 

the data presented. 

 

(a) (ii) Explain whether the change in Europe’s share of global plastic production meant 

that Europe’s plastic production fell from 2006 to 2015. [2]  

 

• Even though Europe’s share of global plastic production fell [1], Europe produced more 

plastic in 2006 than in 2015 as the global production increased in the same period. [1] 

 

• Mathematically, the amount of plastic produced by Europe can be calculated using the 
data in Figure 1 and Figure 2: 

o 2006: 22% of 245 million metric tons = 53.9 million metric tons 
o 2015: 18% of 322 million metric tons = 57.96 million metric tons 

 

Marker’s Comments: 

• Many students recognised Europe’s share is determined by: 

o Absolute amount of plastic produced in Europe 

o Total global plastic production 

• Some students failed to recognise that the data presented in Figures 1 and 2 could be 

used to determine the absolute amount of plastic produced in Europe. 
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o Some students presented all possible scenarios (i.e. it could have remained 

constant, it could have increased).  

o A few students erroneously presented a demand and supply analysis of the 

situation in Europe to determine the possible change in Europe’s production 

during this period.  

 

(a) (iii) Account for the trend in global plastic production and the extent of change in 

price of plastics. [5] 

 

• Accounting for the trend in global plastic production [3] 

o Economic growth  rise in income and purchasing power  increase demand 

for normal goods and services in industries such as ‘construction…’ (Extract 1)  

o Increase derived demand for plastics which is used to produce bottles, plastic 

bags etc.  increase equilibrium quantity of plastics i.e. increase in global 

plastic production 

• Accounting for the extent of change in price of plastics [2] 

o Supply of plastic is likely to be price elastic given the “availability of raw 

materials” to produce plastics (Extract 8) 

o Given an increase in demand and a price elastic supply, the price of plastic 

would increase by a small extent 

Marker’s Comments: 

• The first part of the question was better attempted than the second. In fact, a handful 

of students ignored the second part of the question and did not attempt to account for 

the extent of change in price of plastics. 

• Most students attempted to use the information given in the case material to support 

their analysis. However, this was done to varying degrees of success. 

o Some students recognised that the question was on the global trend instead of 

plastic production in one specific country/region, and were able to identify the 

appropriate case material to support the global trend. 

o Some students focused their analysis on one specific country, e.g. China or 

Europe, and failed to accurately account for the global trend. 

• Many students failed to recognise that supply, quantity demanded/supplied and 

equilibrium quantity are different concepts, and were inaccurate in accounting for the 

increase in global plastic production.  

o In this context, given that the case material and the analysis pointed to an 

increase in demand, producers will respond by increasing quantity supplied 

(shown by a movement along the supply curve) instead of an increase in supply 

(shown by a rightward shift of the supply curve).  

o Some students failed to relate the increase in global plastic production to the 

increase in equilibrium quantity, which is a market outcome resulting from the 

increase in demand for plastics. 

• A large majority of students failed to recognise that price elasticity of supply would be 

relevant in accounting for the extent of change in the price of plastics. 

o Some students resorted to explaining, at length, the extent of increase in 

demand and hence used this to conclude the extent of increase in price. These 
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students failed to recognise that the price elasticity of supply plays a part in 

determining the eventual extent of increase in price. 

o Many students inaccurately applied price elasticity of demand (PED) to explain 

the extent of change in price, failing to recognise that PED is irrelevant when 

there is an increase in demand (i.e. shift of the demand curve). 

 
(b) Analyse how the use of agricultural commodities, such as corn, to produce 

bioplastics could lead to “food price hikes” (Extract 2) and comment on why this might 

not happen. [7] 

 

• Up to 5 marks for explanation of price hike 

o Rise in demand for agricultural commodities to produce bioplastics would lead to 

an increase in price of those commodities  

o Increase price of the commodities, which could be used to produce food products 

could increase the cost of production of food which leads to a fall in supply of food. 

Hence there is a shortage of Q3Q1 units of food at the initial price level, which 

exerts an upward pressure on price of food. 

 

 
o As food has a high degree of necessity, demand for food is price inelastic. Hence 

the fall in supply of food with a steep demand curve results in sharp increase in 

price of food, as shown in figure 1. 

 

o Alternatively students could explain the following 
 Given an increase in demand for agricultural commodities, the increase in price 

would be significant. 

 This is due to the long gestation period and the perishable nature of the 

agricultural commodities which imply that their supply would be price inelastic. 

 This could lead to a huge increase in cost of production of food and hence a 

large fall in supply of food, leading to a food price hike. 

Q3 

Figure 1: Market for food 

Price 

Quantity 
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P1 
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• Up to 2 marks for comment on why there may not be food price hikes (any one of the 
following reasons well-explained would suffice) 

o There could be increase in supply of food over time due to technological 

advancements in food production, which could help to lower food prices 

o There could be new innovations to produce bioplastic such that agricultural 

commodities are not needed as inputs and there would be reduction in competition 

for agricultural commodities between food and bioplastics, thus less likely for food 

price hike. 

o Extract 2 mentions that production of bioplastic requires “huge investment” and this 

could discourage producers from producing bioplastics hence the increase in 

demand for agricultural commodities may not be that significant and the 

competition for agricultural commodities may not be that significant as well, and 

less likely for food price hike to happen 

Marker’s comments: 

• Many students did not realise that the market for agricultural commodities and the market 

for food were different markets, and wrongly focused on the market for agricultural market 

only. In the context of this case study, the agricultural commodities are used as an input 

for the production of food. 

• Many students were confused between the concepts of competitive demand and 

competitive supply. When two goods are in competitive demand, they are substitutes. 

Bioplastics and food production are in competitive supply as they use the same factor 

inputs (land, chemicals, fertilisers, plants). 

• Some students were confused with the cause and effect relationships between price and 

quantity. Students should learn that change in price of food leads to a change in quantity 

supplied or quantity demanded, not the other way around. 

 

(c) Using an example from Extract 2, explain the concepts of scarcity and opportunity 

cost to farmers. [3] 

 

[1m for precise definition of scarcity] 

• Scarcity is defined as the situation where there is limited resources and unlimited wants. 

 

[1m for explaining the choice to be made given the limited resource and competing uses of 

the resource] 

• As farmers have limited “land” space, they have to make a choice between the use of 

land to produce crops for food or to produce crops for making bioplastics.  

OR  

• The plants grown by famers such as corn and sugarcane are limited and farmers have 

to make a choice between using the plants to produce food or for the production of 

bioplastics.  

 

[1m for the correct application of opportunity cost to farmers] 

• When farmers chose to produce more crops to make bioplastics, they have to incur an 

opportunity cost and forgo the value of the next best option, which is the potential 

revenue/profit earned from producing more crops for food. 
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Marker’s comments: 

• Quite a number of scripts had a misconception between the concepts of scarcity and 

shortage. The following table shows the differences between the two concepts: 

Scarcity Shortage 

• Arises because of limited resources 

(factors of production) relative to 

unlimited human wants 

• Arises because quantity demanded is 

greater than quantity supplied at the 

equilibrium price 

• Cannot be resolved by the price 

mechanism, may be alleviated by 

technology advancement and/or an 

increase in the quality and/or quality of 

resources 

• Can be eliminated through the price 

mechanism  

• Necessitates choice and incurs an 

opportunity cost when a choice is 

made. 

• In the free market, a shortage will lead 

to a higher price which will reduce 

quantity demanded and increase 

quantity supplied until a new equilibrium 

is reached 

 

• Definitions of scarcity and opportunity costs were imprecise. The importance of precise 

definitions has been emphasised thoroughly and yet there are many students who lost 

marks due to imprecise definitions. 

• The application of the concept of opportunity cost to farmers were relatively weak. The 

majority of students either did not identify the “value” of the next best alternative forgone, 

or did not explain the opportunity cost to “farmers”, choosing to talk about food prices hikes 

and a food crisis or other consequences for consumers instead.  

 

(d) (i) Explain how the use of single-use plastics can lead to an inefficient allocation of 

resources. [6]   

Figure 2: Market Failure for Single-use Plastics 
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• Up to 3m for explanation of external cost, including divergence 

o Use of single-use plastics generate negative externalities in consumption 

and impose external costs of third parties who are not involved in the production 

or consumption of plastics. [1] 

o Inappropriate disposal of plastics has resulted in external costs due to marine 

pollution and the microplastics particles that could be consumed by third 

parties. These third parties include residents not involved in the production or 

consumption of the plastic wastes but who drink the water or eat seafood near 

the waste sites, thus falling sick and incurring medial costs [1] 

o The presence of the external cost results in a divergence between the 

marginal private cost (MPC) and the marginal social cost (MSC), where MSC 

> MPC [1] 

• Up to 3m for explanation of overconsumption and deadweight loss 

o Consumers only consider their private costs (e.g. price of plastic bottles/bags) 

and benefit when consuming plastics (e.g. the convenience derived from the 

use of plastic bottles/bags) and do not take the external cost into account. 

Hence they consume at Qp where MPB = MPC. However, the socially optimal 

level of plastic consumption is at Qs where MSC = MPC. [1] 

o There is an over-consumption of plastics as Qp > Qs, [1] 

o From Qs to Qp, each additional unit of plastic consumed adds more to society’s 

cost than benefit, hence there is a deadweight loss as indicated by shaded 

area in Figure 2. Too much resources are allocated to plastic consumption and 

there is an inefficient allocation of resources [1] 

 

Marker’s Comments: 

• This question was generally well done with most students being able to support their 

analysis with well-drawn diagrams 

• There were a handful of scripts that identified the market failure to be a demerit good 

issue. This is incorrect as there is little imperfect information in the use of the plastic to 

the consumer himself/herself. 

o These students often have a misconception on what exactly imperfect 

information is – imperfect information is ignorance of the cost/benefits of 

consumption to the consumer himself/herself. Those who made this effort 

often (incorrectly) associate the microplastic consumption with the consumer’s 

ignorance to his/her personal health, rather than a neglect of the external costs 

due to waste disposal. 

• There were several scripts who identified animals as third parties who suffer from the 

use of single-use plastic. Third parties are supposed to be humans – focus on the 

costs to humans (sorry if you feel strongly for the animals, but they do not feature for 

this particular purpose of economic analysis, unless you are able to make a link to 

costs to humans!) 

• In such market failure questions, there are two key opportunities for students to 

contextualise. While many students do 1, few did 2 well, which is a shame, as it is 

really not that difficult! 

1. In the description of the external cost  

2. In the description of the private costs and benefits  
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(d) (ii) Discuss whether imposing a ban or levying tax on single-use plastics is more 

appropriate in addressing such inefficient allocation of resources. [8] 

 

Question interpretation 

 

 
This answer requires students to analyse how a tax and ban work to address the market failure 
of negative externalities in consumption presented in part (d)(i) and present some limitations 
of both policies as well. Students should actively use the case/context of plastic to argue for 
whether a tax or ban is more appropriate. It is likely easier to argue for the former.  
 

Introduction 

• Both a ban and a tax on single-use plastics can be used to curb the over-consumption 

of plastics (as illustrated in (d)(i)) so as to achieve allocative efficiency 

Key argument 1: Explain how ban on single-use plastics can achieve allocative 
efficiency and its limitations 

Figure 3: Ban for Single-use Plastic 

 
 

Command 

word/phrase 

Discuss whether … 
most appropriate 
 

This question requires students to present 

analysis for two policies before comparing 

them. 

 

Content ban … tax … inefficient 
allocation of resources 
 

The focus of the question should be on 

efficiency and how the two policies can be 

used to attain this goal. Other non-efficiency 

arguments can be used to judge 

‘appropriate-ness’ as well. 

 

Context single-use plastics 
 

There are several good examples the 

benefits and costs of this good in the case 

and should to be used in the discussion. 
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• Ban on single-use plastics would eliminate the use of plastics completely. Such a ban 

would be optimal if the marginal external cost of using single-use plastics is very large 

such that the socially optimal level of plastic usage is zero, as shown in the intersection 

of MSB1 and MSC in Figure 3 above. The imposition of the ban will eradicate the DWL 

of area abc completely.  

• However, the imposition of a ban is a very extreme measure and may not be 

appropriate in this case.  

o As indicated in the case, while there exists an external cost to the consumption 

of plastic, there also exists a high MSB of consumption as single-use plastics 

are often used “to ensure food and water safety. Domestic food aid, emergency 

responses, and international aid efforts all require food and water that can be 

stored without refrigeration and distributed when and where it’s needed.”   

o If MPB and MSB is high (as shown by MPB2 = MSB2 in Figure 3), then the use 

of a ban might lead to a DWL of area ade which is larger than the initial DWL 

of area efg, which worsens allocative efficiency.  

• The ban is relatively quick to implement and understand. However, there might be 

some enforcement issues if black markets appear due to the strong benefits and a lack 

of substitutes for some plastic products. 
 

Key argument 2: Explain how tax on single-use plastics can achieve AE and 
limitations 

Figure 4: Taxes for Single-use Plastic 

 

• Tax = MEC at Qs could be imposed on single-use plastics would increase private cost 

of consuming plastics and shift MPC upwards to MPC’. As a result, the new equilibrium 

output where MPB = MPC’ would coincide with the socially optimal level of output at 

Qs. This would eliminate the deadweight loss and result in allocative efficiency. 

• The imposition of tax would force consumers to internalise the negative externalities 

and reduce their usage of plastics to the socially optimally level at Qs. 

• However, given imperfect information, the government may not be able to estimate the 

MEC accurately and the amount of tax imposed may be insufficient to reduce plastic 

consumption to the socially optimal level, which could still lead to DWL due to over- or 

under-consumption. However, as the amount of tax could be adjusted to achieve 
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allocative efficiency, it is likely to be a more appropriate measure as compared to a 

ban. 

• Similar to the ban, extra resources will be spent on enforcing the tax. However, 

revenue can be collected from the tax which can be used for R&D purposes for more 

effective waste disposal methods. 

Evaluative conclusion 

• [Stand] In conclusion, a tax on single-use plastics is likely to be more appropriate as 

it is less extreme, unlike a ban. A ban is a blanket measure that restricts all forms of 

single-use plastic usage, even when it could be necessary “to ensure food and water 

safety” as mentioned in extract 3, and this could bring about unintended consequences 

with hygiene problems, which is likely to be worse than the imposition of taxes 

• [Magnitude] A tax is more appropriate than a ban as unlike a ban, revenue can be 

collected from the tax, which can be used for further R&D purposes to find cleaner 

waste disposal methods that can eradicate the negative externalities in consumption 

over time.  

• [Alternatives/Magnitude] In cases where single-use plastics are excessively used 

and unnecessary, government could implement a partial ban where the use of plastics 

is less of a necessity such as partial ban of plastic related products such as plastics 

bags. Such a ban would be more appropriate than a tax as it is more targeted to 

problem areas. In other areas where health and safety is maintained through the use 

of plastic products, a ban would be less appropriate and a tax may be more 

appropriate. 

 

Level Knowledge, Application/Understanding, and Analysis Marks

L2 For a well-developed answer that discusses and compares the 

appropriateness and limitations of both a ban and a tax on single-use 

plastics in addressing inefficient allocation of resources.  

 

4 – 6 

L1 An answer that only discusses the effectiveness and limitations of 

imposing a ban or a tax. 

OR 

An answer that explains both the imposition of a ban or tax but did not 

explain the limitations of both policies. 

 

1 – 3 

E Up to 2 marks for valid evaluative comment(s) on the relative 

appropriateness of a ban and a tax, well-substantiated with case materials 

and economic analyses. 

 

1 –  2 

 

Marker’s Comments: 

• Many students gave good two-sided analyses for each policy, with the better answers 

paying closer attention to the use of each policy to tackle the efficiency issue.  

o Weaker arguments centred on political and social arguments, instead of 

economic arguments. 

• Several scripts argued that the ban is useful because it eradicates negative 

externalities totally by reducing consumption to zero. However, what these scripts fail 
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to see is that the goal of the government is not really to eradicate negative externalities 

totally, but to reduce it to a socially optimal level, such that social benefits can still 

be gleaned from the consumption of the good. 

• Stronger answers used the case actively and noted the high levels of MPB (and hence 

MSB) in the consumption of plastics to justify why the ban does not work very well. 

o Weaker arguments gave generic explanations of both policies without close 

consideration to the case.  

• The diagrams drawn in this answer scheme are recommended to improve the rigour 

of analyses, but are not compulsory, as there were some script that were able to make 

their arguments clearly without the diagrams. Majority of good scripts included 

diagrams though. 

• There were several good evaluative conclusions written where there was a clear 

comparison between both policies using different criteria (e.g. ability to improve 

allocative efficiency, strain on the govt budget) or which considered how they can be 

used together (tax in the short run and ban in the long run).  

• Weaker evaluations tended to just reiterate the pros and cons of both policies without 

any active comparison to argue which policy is more appropriate. 

 

(e) Using the information provided and/or your own knowledge, evaluate the view that 

the Indian government should develop the biodegradable plastic industry like the UK. 

                                                                                                                                             [12] 

Question Interpretation 

 

Command 

word/phrase 

Evaluate To analyse the costs and benefits on India’s 

economy should the Indian government develop 

the biodegradable plastic industry like the UK and 

make a judgement on whether the development 

should be made 

Content View that…should 
develop the 
biodegradable 
industry like the UK

To consider the factors (e.g. benefits, costs, 

unintended consequences, constraints) that will 

influence the Indian government’s decision 

  

Context Indian government 
 

Specific to India’s economy.  

 

Students are required to consider the factors (e.g. benefits, costs, unintended consequences) 
that will influence the desirability of the Indian government’s decision to develop the 
biodegradable plastic industry like the UK, before forming a well-substantiated judgement on 
whether the development should go ahead. 
 
Introduction 
• At present, the Indian economy has a developed conventional plastics industry but the 

negative externalities generated poses health problems for its citizens.  

• Should the Indian government develop the biodegradable plastic industry like the UK, it 

may enjoy increased output and sustainable growth, but could incur costs like structural 

unemployment as well. 
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Body 
Thesis - explain how the development of biodegradable plastic industry could bring 
benefits to India’s economy. 

• The Indian government may want to develop the biodegradable plastic industry to achieve 

sustainable growth, a rate of growth that can be maintained without causing excessive 

environmental damage. 

• Since conventional and biodegradable plastics are in competitive demand (substitutes), 

developing biodegradable plastics could result in a reduction in the consumption of 

conventional plastics. This will reduce the amount of “plastic waste” and the negative 

externalities such as health problems from drinking water or eating seafood contaminated 

with “microplastics.” When consumption of conventional plastics can be reduced to the 

socially optimal level, the deadweight loss is eliminated and there will be greater allocative 

“resource efficiency.”  

• The development of biodegradable plastic would foster research and development (R&D), 

which has the potential to increase the quality of capital. Furthermore, firms who use bio-

plastics in their production can avoid “the additional costs of Landfill tax” and enjoy lower 

cost of production. The increase in quality of capital and lower unit cost of production will 

increase the aggregate supply, shifting the AS curve from AS1 to AS2. Real output 

increases from Y1 to Y2, and there is sustained growth. Hence, India could potentially enjoy 

the increased output and employment opportunities – the “1,000 jobs and £43.4 million of 

direct output” (Extract 6) that the UK economy has enjoyed. 

Figure 1: Sustained growth 

 

• In addition, the development of biodegradable plastic would encourage more 

environmentally sustainable practices and reduce the extent of damage to the 

environment, helping India to achieve sustainable growth. The increase in material and 

non-material living standards of Indian residents from sustainable growth could hence be 

reasons why the Indian government should develop the biodegradable plastic industry. 

 

Real Output 
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0 
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Antithesis - explain how the development of biodegradable plastic industry could also 
incur costs to the India economy. 

• However, Indian government may not want to develop the biodegradable plastic industry 

because of the negative consequences to the India economy. 

• Conventional plastics production currently dominates the plastic industry in India, “employs 

about 4 million people” and “host more than 2,000 exporters.” This means that the 

conventional plastic industry is a large driver of growth because it generates export 

revenue and employment.  

• Should the government develop the biodegradable plastic industry, this could result in a 

decline of the conventional plastic industry. When the derived demand for labour in the 

production of conventional plastics fall due to reduced production, there could be 

significant structural unemployment. Workers working in the conventional plastic industry 

tend to be occupationally immobile and are likely to lack the relevant skills to transit to the 

biodegradable plastic industry.  

• Moreover, given that the plastic industry contributes greatly to the country’s export 

revenue, a declining conventional plastic industry could lead to a fall in net exports, a 

decrease in aggregate demand and negative growth in India. 

• More importantly, since bio-plastics and food production are in competitive supply, the 

production of biodegradable plastics will “trigger a competition between plants for good 

versus plants for plastics, which will likely lead to food price hikes” as explained in part (b) 

earlier. Given the poverty situation in India, a sharp increase in the price of food, a 

necessity, would affect the lower income to a larger extent and aggravate inequity.  

 

Evaluative conclusion 
 
• Whether the Indian government should develop the biodegradable plastic industry like the 

UK depends on the magnitude of the benefits relative to the costs on the economy. 

• [Time frame + Magnitude] In the short run, it seems undesirable to develop the 

biodegradable plastic industry given that the employment opportunities of an increase in 

“roughly 1,000 jobs” is much lesser than the “4 million people” currently employed in the 

conventional plastic industry. However, in the long run, should India continue to focus on 

producing conventional plastics, the “availability of raw materials” could deplete over time 

and the accumulated plastic waste could cause growth to be unsustainable. When that 

occurs, the standard of living of residents would be adversely affected in general. 

• [Stand] Hence, the Indian government should still develop the biodegradable plastic 

industry like the UK, but put in place policies to mitigate the negative consequences.   

o [Alternatives] For example, initiatives such as providing training and education to 

help workers transit to the bio-plastic industry to alleviate structural unemployment 

and subsidies for firms’ R&D plans to seek for alternative inputs for the production 

of bio-plastics to prevent food price hikes could be implemented.  
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Mark Scheme 

Level Knowledge, Application/Understanding, and Analysis Marks

L3 For a rigorous and balanced answer that: 

• Discusses the benefits and costs of the India government in developing 

the biodegradable plastic industry, 

• Has sufficient scope by including the microeconomic and 

macroeconomic impacts on the India economy, and 

• Is well applied to the India economy 

6 – 9 

L2 For an answer that provides a one-sided explanation of only the benefits 

or costs of the India government in developing the biodegradable plastic 

industry. 

OR 

An answer that explains the benefits and costs of the India government 

developing the biodegradable plastic industry without  

o rigorous use of economics concepts and/or 

o reference to case context 

3 – 5 

L1 For an answer that shows some understanding of why the India 

government should and/or should not develop the biodegradable plastic 

industry. 

1 –  2 

E Up to 3 marks for valid evaluative comment(s) on whether the India 

government should follow the UK to develop the biodegradable plastic 

industry, well-substantiated with case materials and economic analyses. 

1 –  3 

 

Marker’s comments: 

• Time management was an issue. At least 15% in the cohort did not manage to complete 

this 12m question sufficiently, with some even leaving blanks. Students should allocate at 

least 20min to complete this question and practice under timed conditions to train their 

thinking and writing speed. 

• The majority of candidates are lacking skills in answering techniques. The following table 

shows a comparison between the different answering techniques: 
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Poor answer techniques exhibited by 

weaker candidates 

Good answer techniques demonstrated 

by stronger candidates 

Introduction 

• Only described the UK context even 

though the question was on India. 

Introduction 

• Stated the approach by briefly listing the 

benefits and costs that would affect  the 

Indian government’s decision to develop 

the biodegradable plastic industry. 

Body 

• Topic sentences did not address the 

question. Examples include stating how 

the UK industry benefitted from 

producing biodegradable plastics, or 

the measures that the Indian 

government can implement to develop 

biodegradable plastics. 

 

• Quoted chunks of case materials 

excessively in place of economic 

analysis. 

Body 

• Clear topic sentences that addressed 

the question by using the question 

keywords. For e.g. “The Indian 

government should develop the 

biodegradable plastic industry like the 

UK because of the benefits that it could 

gain in terms of increased output.” 

 

• Explained economic concepts in detail, 

showing rigour in analysis through 

thorough step-by-step linkages between 

case and effect relationships. Case 

materials are used merely to support 

analyses. 

 

• A general weakness of the cohort is in the development of arguments due to a lack of 

elaboration. Often, claims and assertions are made without adequate support, resulting in 

descriptive answers. As a general guide, try to address all the “how” and “why” behind 

statements made. To demonstrate rigour, students should use tools of analysis like the 

AD/AS framework, and include diagrammatic analysis to improve the quality of their 

answers.  

• Some candidates misinterpreted the case, thinking that “the availability of raw materials” 

in India could help lower the cost of production of biodegradable plastics when these raw 

materials like “PVC” are for the production of conventional plastics. 

• Students should aim to be explicitly clear in their answers. For example, when explaining 

the unemployment or growth would be affected, they should analyse the type of 

unemployment (demand-deficient, structural) that would result. For growth, they should 

indicate the type of growth (actual, potential, sustained, sustainable) as well. 

• For evaluation, while the criteria such as the budget position of the government and level 

of development of a country were stated as factors that would influence the desirability of 

the Indian government’s decision to develop the biodegradable plastic industry, not many 

went on to justify why these factors were important. For instance, students stated that India 

is a developing country and should hence focus on sustained growth instead of sustainable 

growth without justifying this claim. 

• On a positive note, the majority of candidates were able to structure their answers to 

demonstrate a balanced discussion, and allocated time to attempt evaluation, hence 

addressing the requirements of the command word “evaluate”.  
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Question 2 Donald Trump and the US economy 
Suggested Answers 
 

(a) (i) Summarise the trend in the net exports in Table 1. [2] 

• There was an overall worsening of net exports deficit by 42.2% [1] 

• The greatest worsening of the deficit was from 2014 to 2015 by 25.7% [1] 

Marker’s comments: 

• Most students did not indicate a significant refinement from the trend. 

• Students are expected to calculate % changes instead of absolute changes. 

(a) (ii) Using a diagram, explain how the overall trend in net exports affects 
the external value of the USD. 

[4] 

• The worsening of net exports deficit would indicate that export revenue decreased while 

import expenditure increased. There was more outflow of USD than inflow of USD. Since 

there was less demand for US exports by foreigners, foreigners’ demand for USD 

decreased. The demand curve shifted from DD to DD1 in Figure 1 [1].  

• As US residents demanded for more imports, there was the need for them to exchange 

USD for foreign currency. This led to an increase in supply of USD. The supply curve 

shifted from SS to SS1 [1]. 

• From Figure 1, the external value of USD fell (or USD has depreciated) as a result of a 

decrease in demand for USD and an increase in supply of USD [1]. 

• Correctly labelled diagram that matches analysis [1] 

 

Figure 1: Demand & Supply of the USD 

 
Marker’s comments: 

• Some students failed to determine the focus of this question.  

• Most students did not consider how demand for USD and supply of USD change as a 

result of a worsening net export deficit. 

• Axes were labelled incorrectly or incompletely. Acceptable Y axis are: 

1. SGD/USD 

2. Price of USD in terms of SGD 

3. Value of USD to SGD 

SS 

SS1 

DD 

DD1 

SGD/USD 

Quantity 
of USD O 

P 

P1 

Q1 Q
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4. Value of SGD per USD. 

(b)  Using a Production Possibilities Curve, explain how the proposed 
immigration law will impact the US economy. 

[3] 

• The proposed immigration law will slow down the rate of increase of immigrants into the 

US. Assuming these immigrants take on jobs in the US, this translates to an increase in 

quantity of labour into the US, increasing her productive capacity, albeit at a slower rate 

than before. [1] 

• As seen in Figure 2, the Production Possibilities Curve thus shifts outwards, from PPC1 

to PPC2. [1] 

• National output and income of the US economy increases as a result.  

• Correctly labelled diagram that matches analysis [1] 

Figure 2: PPC of US economy 

 
Alternative answer 
• Assuming that the rate of inflow and outflow of labour into and out of the US workforce 

were constant before the law was enacted, the proposed immigration law will decrease 

the inflow of labour into the US workforce, ceteris paribus. This results in the reduction 

of the quantity of labour in the workforce, thus reducing her productive capacity. 

• As seen in Figure 3, the Production Possibilities Curve thus shifts inwards, from PPC1 to 

PPC2. [1] 

• National output and income of the US economy decreases as a result. 

• Correctly labelled diagram that matches analysis [1] 
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Figure 3: PPC of US economy 

 
Note: both answers were accepted and were given full credit if the economic reasoning that 
accompanied the shift of the PPC was accurate.  
 

Marker’s comments 

 

• This question was poorly attempted as some students seemed to have forgotten their 

PPC concepts, especially when positioned within a mainly Macroeconomics case study 

question. 

• Students mainly left the reasoning for the increase or decrease in productive capacity 

due to the immigration law unexplained, and therefore many students only scored a 

maximum of 2 marks for this question.  

• Some students drew a pivotal shift of the PPC curve but failed to explain the reason why 

they drew it this way.  

• These are a few key areas that students can improve on the drawing of their diagrams: 

1. Label the PPC curves 

2. Label the point of origin 

3. Label the axes correctly – consumer and capital goods would reflect the macro 

economy better than simply good X and good Y  

(c) (i) Using Extracts 8 and 10, identify and explain two sources of 
unemployment in the US economy. 

[4] 

Identifying and explaining demand-deficient unemployment [2] 

• Extract 8 stated that the US GDP “contracted at a 0.7% seasonally adjusted annual rate”, 

“the official measure of GDP fell into negative territory” and “exports of goods fell by the 

most since the first quarter of 2009”.  

• These evidence show that the US economy is experiencing a period of recession, where 

GDP fell due to a fall in Aggregate Demand. Therefore, there would be lower production, 

and lower derived demand for labour. This means that US is currently experiencing 

demand-deficient unemployment.  

Identifying and explaining structural unemployment [2] 
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• Extract 10 mentioned that “manufacturing, while still a driving force in the economy, 

employed fewer and fewer people”, and “more than 80 percent of jobs are now in the 

service industry”.  

• This means that there are now more jobs created in the service industry while the 

manufacturing industry is seeing a decline in the number of jobs created. Workers who 

were laid off from the manufacturing industry and are unable to transit into the service 

industry are therefore structurally unemployed. This is due to the mismatch of skills 

between the workers and job vacancies. 

Marker’s comments: 

• Students generally did well for this question as they mainly were able to identify and 

explain the two types of unemployment found in the extracts.  

• Students who did poorly for this question had two main issues: 

 
1. Could not identify the correct type of unemployment  

o Some students pointed out that there was frictional unemployment in the 

economy, when their explanation was about demand-deficient unemployment 

for example.  

2. Identified an inaccurate evidence to support the explanation 

o Students’ evidence to show structural unemployment: “Breadwinners who once 

held well-compensated manufacturing jobs are angry about being forced to 

settle for lower-wage service jobs” 

 This implied that these workers were still employed, just that they were 

made to work in jobs that paid lesser.  

o Correct evidence: “Breadwinners who once held well-compensated 

manufacturing jobs are angry about being forced to settle for lower-wage service 

jobs – or no jobs at all” 

 The evidence “or no jobs at all” would therefore suggest that these workers 

are unemployed, and more specifically, structurally unemployed.   

(c) (ii) Discuss whether low unemployment can be achieved through the 
lowering of direct and indirect taxes. 

[8] 

 
Question interpretation 
 

Command 
word/phrase 

Discuss whether To present different alternatives, before 
coming to a reasoned conclusion 

Content Lowering of direct and 
indirect taxes;  
Low unemployment 

Direct taxes – personal and corporate 
income tax (part of fiscal policy)  
 
Indirect taxes – goods and services tax 
(supply side policy) 
 
Unemployment – different types of 
unemployment 

Context Nil Students are to set their own context 
while writing the answer and its 
evaluation 
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This answer requires students to first explain how the lowering of direct taxes and indirect 
taxes can individually achieve a low level of demand-deficient unemployment before 
discussing the limitations of these two taxes in achieving low unemployment. The evaluation 
requires a judgement on whether the lowering of these two forms of taxes is able to achieve 
the intended outcome.  
 
Introduction 
• Direct taxes like personal and corporate income tax are part of the government’s fiscal 

policy, while indirect taxes like goods and service tax is a supply side policy.  

• Low unemployment refers to the situation where demand-deficient unemployment is 

near zero, with minimal structural and frictional unemployment. 

• This response aims to discuss whether low unemployment can be achieved through the 

lowering of direct and indirect taxes.  

Explain how lowering of direct taxes can lower demand-deficient unemployment 
• The lowering of direct taxes can help to increase the derived demand for labour, hence 

reducing demand deficient unemployment.  

• When personal income taxes are lowered, households’ disposable income increases, 

thus increasing their purchasing power. Hence, they will be incentivised to spend more 

on goods and services, thus increasing consumption expenditure (C). 

• When corporate income taxes are lowered, firms’ post-tax profits increases. This 

therefore incentivises them to purchase more capital goods, thus increasing investment 

expenditure (I). 

• As C and I are components of Aggregate Demand (AD), when both increase, AD 

increases. Assuming that there is spare capacity in the economy, the multiplier effect 

would lead to a larger increase in AD via subsequent increases in induced consumption.

 

Figure 4: Increase in AD 

 
 

• From Figure 4, the increase in AD is represented by a rightward shift of the AD curve 

from AD1 to AD2. 
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• As a result, the real GDP increases from Y1 to Y2. As more output is produced, the 

derived demand for factors of production like labour increases.  

• This reduces demand-deficient unemployment, as unemployment levels fall from Yf – Y1 

to Yf – Y2. 

Explain the limitations of direct taxes in achieving low unemployment 
• However, in periods of recession, where the consumer and business confidence is low, 

consumers and households may be pessimistic about their future income and profits and 

there might not be a significant increase in the AD. Production would therefore not 

increase by much, and there may not be a significant reduction in demand-deficient 

unemployment. 

• Moreover, even if the lowering of direct taxes result in the successful lowering of 

demand-deficient unemployment, it may result in other forms of unemployment like 

structural unemployment. As direct taxes are lowered and AD increases, it may raise 

demand in the sunrise industries more than the sunset industries. This increases the 

labour shortage in the sunrise industries and results in higher structural unemployment 

due to the mismatch of skills as workers are unable to transit from the sunset to sunrise 

industries.  

Explain how lowering of indirect taxes can lower demand-deficient unemployment 
• The lowering of indirect taxes can help to increase the derived demand for labour, hence 

reducing demand-deficient unemployment.  

• When indirect tax like goods and services tax is lowered, the economy-wide cost of 

production lowers. 

• This causes an increase in the Aggregate Supply (AS), as seen from the downward shift 

of the horizontal section of the AS curve from AS1 to AS2 in Figure 5 below. 

Figure 5: Increase in AS 

 
 

• As a result, the real GDP increases from Y1 to Y2. As more output is produced, the 

derived demand for factors of production like labour increases.  

• This reduces demand-deficient unemployment, as unemployment levels fall from Yf – Y1 

to Yf – Y2. 
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Explain the limitations of indirect taxes in achieving low unemployment 
• The effectiveness of lowering indirect tax to achieve increase in real GDP and lowering 

of demand-deficient unemployment is dependent on the state of the economy. If the 

economy is already at full employment, the lowering of indirect tax will not have any 

impact on output and employment.  

Evaluative Conclusion 
• [Stand] The lowering of direct and indirect taxes can achieve low unemployment in an 

economy if the main source of unemployment in the economy is demand-deficient 

unemployment. 

• [Situation] This is because, the use of these two taxes can only achieve a lowering of 

demand-deficient unemployment but not other types of unemployment like structural and 

frictional unemployment. If the economy’s main type of unemployment is structural 

unemployment, the lowering of direct and indirect taxes may not be able to achieve low 

unemployment, and instead may worsen the structural unemployment in the economy. 

If that is the case, the use of supply-side policies like skills retraining can help to 

complement the lowering of direct and indirect taxes in achieving low unemployment.  

• [Magnitude] Between direct and indirect taxes, the lowering of personal income tax is 

likely to be less effective in achieving low demand-deficient unemployment, while the 

lowering of indirect tax is more effective. This is because the impact of the lowering of 

personal income tax is largely dependent on households’ marginal propensity to 

consume. If the MPC is low, a decrease in personal income tax does not lead to a large 

increase in consumption and hence AD, as households save up the additional income. 

As a result, it may not lead to a significant decrease in demand-deficient unemployment. 

On the other hand, a reduction in indirect tax directly reduces cost of production and 

increases the AS, lowering demand-deficient unemployment. Thus, indirect tax is likely 

to be the more effective policy.     

Mark Scheme 
 

Level Knowledge, Application/Understanding, and Analysis Marks 

L2 For a well-developed and balanced answer that discusses the 
workings of direct and indirect taxes in lowering unemployment 
together with the accompanying limitations of both taxes in 
achieving low unemployment. 

4 – 6 

L1 For an incomplete answer that only discusses the workings of 
direct and indirect taxes in lowering unemployment without the 
limitations of the taxes, 
 
OR 
 
For an incomplete answer that only discusses the workings and 
limitations of direct or indirect taxes in lowering unemployment 
 
OR 
 
For an answer that discusses the workings of direct and indirect 
taxes in lowering unemployment and their limitations briefly. 
 
*Cap at 2m if answer does not distinguish between the two types 
of taxes.  

1 – 3 
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E Up to 2 marks for valid evaluative comment (s) on whether the 
lowering of direct and indirect taxes can help to achieve low 
unemployment in an economy.  

1 – 2 

 
Marker’s comments 

• Many students did pretty well for this question, with their answers generally scoring in 

the L2 range.  

• Students who did not do well had been affected by their scope of analysis and their 

economic rigour in explaining the concepts.  

• These students were generally confused between direct and indirect taxes and failed to 

realise that they were essentially different types of policies. Explaining both together as 

one impacted their scope of analysis negatively. Direct taxes are mainly demand-

management policies while indirect tax is a supply side policy. Students are reminded to 

make a mental distinction between the two types of taxes.  

• Some students were also confused with the impact of indirect taxes. They mentioned 

that the indirect tax raises consumption expenditure and hence AD because the prices 

of goods is now lower. This is a source of misconception because if the GPL is lowered 

due to the lowering of indirect tax, it is reflected by a movement along the AD curve 

instead of a shift of AD curve. It should be a downward shift of the AS curve.  

• There were some good evaluative responses and most students were able to score at 

least a 1 mark for evaluation. Students who scored 0 marks for evaluation however, were 

mainly not answering the question directly. They are reminded to try using phrases 

embedded within the question to help them answer the question directly for their 

evaluation. 

(d)  Using Extracts 10 and 11 and with the aid of a diagram, account for 
the change in general price level in US between 2016 and 2017. 

[5] 

Explain AD increase [2] 

• From extract 10, it was mentioned that “consumers are expressing the highest levels of 

confidence in nearly a decade”. This therefore suggests that, with the positive consumer 

confidence, consumers are likely to spend, thus increasing the Consumption expenditure 

(C) component in the Aggregate Demand (AD). AD thus increases.  

• In addition, there was “another 178000 people on payrolls” and “pushed unemployment 

rate down to 4.6 per cent today from 4.9 per cent”. The increase in employment rate 

leads to an increase in household incomes and purchasing power, thus leading to an 

increase in C. AD increases as well.  

Explain AS decrease & combined impact on GPL [2] 

• Extract 11 states that there was a “big jump in energy prices in the aftermath of Hurricane 

Harvey”, and “caused gasoline prices to spike around the country”.  

• As gasoline is an important factor input for many industries, and is commonly used in 

the production of goods and services, an increase in energy prices will cause a rise in 

economy wide cost of production, thus decreasing Aggregate Supply (AS). 

• In Figure 6, an increase in AD is represented by a rightward shift of AD curve from AD0 

to AD1. A decrease in AS is represented by an upward shift of the horizontal section of 
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the AS curve from AS0 to AS1. This results in a rise in the General Price Level from P1 to 

P2.  

Figure 6: AD AS diagram of the US economy [1] 

 
 
Marker’s Comments: 

• A number of students did not correctly recognise that general price level in US increased 

between 2016 and 2017 (Table 1 & Extract 11), and explained a fall in general price level 

instead.  

• For a better scope in the answer, students should look out for both demand and supply-

side factors as far as possible when explaining the change in GPL. Answers must also 

make use of both Extract 10 and 11! 

• Students are reminded that it is important to read each case extract as a whole to derive 

an accurate understanding of the context presented in the extract, instead of focusing 

selectively on particular points in it.  

o Extract 10: Several students explained how structural unemployment present in the 

US economy will cause C and AD to fall, thus decreasing GPL. However, from the 

extract, the economic situation in US improved overall and there was in fact a fall 

in the unemployment rate.  

o Extract 11: A number of students explained how the hurricane had destroyed the 

factories, which decreases the productive capacity of the economy, and hence 

results in a fall in AS (leftward shift) and an increase in GPL. Though this analysis 

is not wrong by itself, it is not what the extract suggests. The key point presented 

in the extract is how the hurricane caused energy prices to rise, which in turn led 

to a surge in consumer prices.  
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(e)  Comment on whether the data provided is sufficient to conclude that 
there has been inclusive and sustainable growth in the US economy. 

[8] 

 
Question interpretation 
 

Command 
word/phrase 

Comment on Provide a balanced analysis and make 
a judgement on whether data provided 
is sufficient to conclude that there has 
been inclusive and sustainable growth 
in US economy 

Content Data provided 
 
 
Inclusive and 
sustainable growth 
 

Use data to link to inclusive and 
sustainable growth 
 
Two different types of economic growth 

Context US economy Economy of USA 
 

 
This answer requires students to utilise the data to explain the parts where the data is able 
and unable to show that there has been inclusive and sustainable growth in the US economy. 
The evaluation involves an appropriate and reasoned comment on whether the data is 
sufficient or insufficient to conclude that there has been inclusive and sustainable growth in 
the US economy.  
 
Introduction 

• Inclusive growth indicates a rate of growth that is sustained over a period of time, is 

broad-based across economic sectors, and creates productive employment 

opportunities for the majority of the country’s population. 

• Sustainable economic growth indicates a rate of growth that can be maintained without 

creating other significant economic problems. 

• This response aims to analyse whether the data provided is sufficient to conclude that 

there has been inclusive and sustainable growth in the US economy.  

Thesis: Explain how the data concludes that there is inclusive growth in US economy

• The data in Table 1 may be sufficient to conclude that there has been inclusive growth 

in the US economy. 

• The GDP per capita has increased from $52,726 in 2013 to $59,535 in 2017. Inflation 

rates as measured by the change in consumer price index has been increasing but 

relatively low, from 1.46% in 2013 to 2.13% in 2017. The unemployment rate has fallen 

from 7.38% in 2013 to 4.35% in 2017. These three indicators show that there has been 

sustained economic growth in US. 

• Furthermore the GINI coefficient, which measures the wealth distribution of a country’s 

residents, fell from 0.396 in 2013 to 0.391 in 2017. This reflects that there has been a 

more even distribution of income in the US economy, thus suggesting that there has 

been inclusive growth.  
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Anti-thesis: Explain how the data may not conclude that there is inclusive and 
sustainable growth in US economy 

• While there was a fall in unemployment rate, it is not clear from the data if this was due 

to a rise in productive employment opportunities across a broad range of economic 

sectors. Also, it cannot be concluded if the employment opportunities were for a majority 

of the country's population or mainly for the higher-skilled workers. Hence, the data may 

not be entirely sufficient in showing that there has been inclusive growth in US. 

• Despite a fall in the Gini coefficient, the fall is slight and the Gini coefficient remains 

relatively high. For a more accurate conclusion on inclusive growth, it would be beneficial 

to know if the Gini coefficient has taken into account taxes and transfers. If the Gini 

coefficient is significantly lower after taking into account the effects of the redistributive 

policies, there is clearer evidence of inclusive growth.  

• The data provides information on the economic growth situation of the US. However, it 

does not provide information of how the growth is achieved, which could have been at 

the expense of the environment. There is no data or indicators on the environmental 

situation in US, or information on the policies taken by the government to mitigate 

adverse impacts to the environment, which could have allowed us to determine whether 

there was sustainable growth.  

Evaluative Conclusion 

• [Stand] The data provided is insufficient to conclude that there has been inclusive and 

sustainable growth in the US economy. 

• [Alternatives] In order to determine if there was sustainable growth, we would require 

more data on the impact of economic growth on the environment. Some examples 

include, the level of carbon taxes, air quality index and the environmental sustainability 

index. For us to determine accurately if there was inclusive growth, we would require 

data on the type of employment opportunities created in the economy. Also, we would 

need to have information on whether the GINI coefficient has taken into account the level 

of taxes and transfers.  
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Mark Scheme 
 

Level Knowledge, Application/Understanding, and Analysis Marks 

L2 For a well-developed and balanced answer that  

• discusses both the sufficiency and insufficiency of the 

data in concluding inclusive and sustainable growth in 

the US economy. 

*A well-explained one sided response for how the data might be 
sufficient in concluding inclusive and sustainable growth can 
score a max of 4 marks.

4 – 6 

L1 For an underdeveloped answer that  

• is one-sided and only discusses how the data might be 

sufficient or insufficient in concluding inclusive and 

sustainable growth in the US economy, OR 

• briefly discusses how the data might be sufficient and 

insufficient in concluding inclusive and sustainable 

growth in the US economy. 

 

1 – 3 

E Up to 2 marks for valid evaluative comment (s) on whether the 
data provided is sufficient in concluding that there is inclusive 
and sustainable growth in the US economy. 

1 – 2  

 
Marker’s Comments: 

• Many students were confused with the requirements of the question and misinterpreted 

the question as one of the following: 

o Comment on whether the data shows that there is inclusive and sustainable growth 

in the US economy.  

o Comment on whether the policies implemented have achieved inclusive and 

sustainable growth in the US economy. 

• It is important to be clear what the issue of contention is in the question -  whether there 

is enough data provided in the case to show that inclusive and sustainable growth exist 

in the US economy. If it is argued that there is insufficient data, students should clearly 

point out the limitations of the data present and the data that is lacking in the case.  

• Students are reminded to be discerning in their selection of case material as data or 

evidence to be used to support their arguments.  

o A number of students did not use the data provided in Table 1 at all, though the 

economic indicators provide the most objective evidence of the growth situation in 

the US economy.  

 Instead, these responses made often tenuous inferences of the existence 

of inclusive and sustainable growth from other data present in the case, 

such as Trump’s economic revival plan (Extract 9) or the increase in 

gasoline prices (Extract 11).  

 Such responses usually ended up explaining the possible impact of such 

policy measures or events on inclusive and sustainable growth in US 

instead.  

• A handful of students were still confused between sustained growth and sustainable 

growth.  
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(f)  “Low unemployment is the main factor contributing to a higher 
standard of living in an economy.” Discuss this view. [11]

 
Question interpretation 
 

Command 
word/phrase 

main factor … 
Discuss this 
view 
 

This question requires at least 2 factors to be 
discussed with one of the factor being low 
unemployment. 
 

Content Low 
unemployment 
… 
higher standard 
of living 

The ‘main factor’ presented is a macro goal, 
hence other factors that are chosen should 
be macro goals as well, and they should link 
to both material and non-material SOL. 
 

Context an economy 
 

The context is flexible and students can bring 
in different economies for their analysis and 
in particular, for their evaluation. 
 

Students should start by discussing pros and cons of low unemployment to both material 
and non-material standard of living. Students should then identify at least one other factor 
(preferably another macro goal), to compare with low unemployment as a contributor to both 
material and non-material standard of living. To score well for evaluation, students should 
present a valid and well justified comparison of the different factors discussed in the body 
paragraphs.  
 
Introduction 

• Standard of living (SOL) can be defined as the average well-being of economic 
agents in the country and comprises both material and non-material aspects.  

o Material SOL is influenced by the variety, quantity and quality of goods and 
services that can be consumed in the country and  

o non-material SOL refers to more intangible aspects such as stress and health 
levels in the country. 
 

Thesis: Explain how low unemployment can lead to a rise in both material and non-
material SOL in an economy. 

• Low rate of unemployment can contribute to a higher material SOL in an economy. 
o When there is low unemployment in an economy, more citizens are employed 

with an income. This income allows for a higher amount of consumption on 
goods and services and hence higher material SOL 

 With a higher level of income, households are not only able to 
consume more goods and services, but they are also able to save 
more. This would increase their future material SOL, as the savings 
can translate into future consumption of goods and services. 

• When there is low unemployment, there can be a higher non-material SOL in an 
economy as well. 

o With stable jobs, economic agents can gain job stability and satisfaction 
which can lead to greater happiness levels and a higher level of non-material 
SOL. 

o Also, with more people being employed, the government will need to pay out 
less unemployment benefits and is also able to collect more tax revenues 
from the working population. This leads to a healthier budget balance for the 
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government, which it can spend on important aspects of the economy such 
as education and healthcare. In the long run, these expenditures will lead to 
higher life expectancy and literacy rates, increasing important non-material 
SOL indicators that are captured within the Human Development Index. 

o Finally, when unemployment is low, fewer people turn to crime, since they 
are able to hold down a job. This will lead to an overall increase in public 
safety and a higher non-material SOL. 

 
Anti-thesis 1: Explain how low unemployment may not contribute to higher SOL  

• Low unemployment may not contribute to a higher SOL as there could be some 
unintended consequences. 

o When unemployment is low, it could mean that the economy is operating at 
close to full capacity, i.e. there are few job openings. As such, this could lead 
to higher stress and longer working hours as people try to hold down their 
current jobs, leading to lower non-material SOL. 

o Also, if the economy is close to full capacity, there might be demand-pull 
inflationary pressures, which could lead to inflation if there are repeated 
increases in aggregate demand without an increase in productive capacity. 
As prices go up, there could be a fall in purchasing power of consumers, 
leading a fall in material SOL. 

• Also, low unemployment may not contribute to higher SOL, as it may be achieved 
with a large number of discouraged workers in the workforce, which results in a small 
labour force to start with. This would lead to a low level of unemployment but with 
few people working, which means that material SOL may not be higher. 

 
Anti-thesis 2: Explain how another factor may contribute to higher SOL 

• Other factors such as inclusive and sustainable growth can lead to higher SOL as 
well.  

o To achieve sustainable and inclusive growth, sustained growth needs to first 
be achieved. This would mean that there is a consistent increase in real 
income without any significant inflationary pressures. When sustained growth 
is achieved, this would mean that the purchasing power of households will 
increase consistently over time, allowing for material SOL to increase over 
time. 

o With the achievement of inclusive growth, the sustained growth is broad-
based across economic sectors, and creates productive employment 
opportunities for the majority of the country’s population. As such, the 
improvement in material SOL is well distributed among different segments of 
the economy,  

o With the achievement of sustainable growth, there is sustained growth 
without creating other significant economic problems (such as depleted 
resources and environmental problems), particularly for future generations. 
This could mean that there is a cleaner environment for households to enjoy, 
which results in higher non-material SOL. 
 

Notes:  

• Students can choose to consider another alternative factor such as price stability or 
another type of economic growth (e.g. actual or potential growth). The scope of 
discussion would be less than inclusive and sustainable growth, but credit will be 
given.  
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• Also, students are credited if they presented two alternative factors as their anti-
theses instead of the above format where one anti-thesis focuses on the limitations 
of low unemployment and one anti-thesis focuses on an alternative factor.  

 
Evaluative Conclusion 

• [Stand + Magnitude] Low unemployment is not the main factor contributing to a 
higher SOL as many people can be employed but the productive capacity is at a low 
level and hence people are earning a low income.  

o Also, the economy may have an uneven distribution of income and be 
polluted from industrial growth.  

o To circumvent these problems, inclusive and sustainable growth should be 
the main factor contributing to a higher SOL. 

• [Situation] Whether low unemployment is the main factor contributing to a higher 
SOL depends on the state of the economy.  

o In a developed economy where basic needs are being met for the majority, 
there can be a greater focus on non-material SOL and factors such as 
sustainable growth can be more important.  

o However, in developing economies where material SOL is still a major 
concern, low unemployment can be argued to be the main factor contributing 
to a higher SOL. 

 
Note: any 2 valid points of comparison between low unemployment and another factor would 
gain the 3 evaluation marks 
 
Mark Scheme 
 

Level Knowledge, Application/Understanding, and Analysis Marks 

L3 For a well-developed and balanced answer that  

• rigourously discusses how low unemployment may 
and/or may not contribute to higher material and non-
material SOL,  

• rigourously discusses how at least one other factor may 

contribute to higher material and non-material SOL.  

6 – 8 

L2 For an underdeveloped answer that  

• lacks sufficient scope of discussion (e.g. only focuses on 

low unemployment in the discussion), OR 

• has sufficient scope but lacks rigour in analysing the 

effect of different factors on SOL. 

3 – 5 

L1 For an answer that shows some understanding of how low 
unemployment may or may not contribute to higher standard of 
living in an economy. 

1 – 2 

E Up to 3 marks for valid evaluative comment(s) on whether low 
unemployment is the main factor contributing to a higher 
standard of living in an economy.  

2 – 3 
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Marker’s comments 

• Students who did well for this question scoped it well, with a consideration of how low 

unemployment may and may not increase both material and non-material SOL, and 

also considered at least 1 other factor. 

o Conversely, those who didn’t fare as well may have only focused on low 

unemployment or only material or non-material SOL. 

• The most common scoping mis-step came in the form of the selection of alternative 

factors that made it hard to compare with low unemployment, e.g. macro policies, HDI. 

Low unemployment is a macro goal, and therefore, its suitability as the main factor 

should be assessed vis-à-vis another macro goal. By selecting a policy or an indicator 

as the alternative factor, it made for difficult comparison with low unemployment as a 

goal. 

• Many students chose ‘economic growth’ as the alternative goal, which surfaced a couple 

of problems 

o First, many students only focused on actual growth but termed it as ‘economic 

growth’. It is important to be clear about your terminology. When you are doing 

an analysis on growth, be clear what you are referring to. There are five 

adjectives to help you describe growth – actual, potential, sustained, 

sustainable or inclusive – use them! 

o Next, students who did an analysis on actual growth ended up giving 

explanations that were very similar to how low unemployment can lead to higher 

SOL, which limited the variability of analysis in their answer. Once again, 

remember that the choice of arguments is crucial and planning is very 

important in your HOT questions! 

• There were a couple of students who noted that low unemployment can lead to a rise in 

productive capacity for the economy. This is a misconception. A rise in the productive 

capacity will only occur when the labour force expands. This is different from having a 

low unemployment. What a low unemployment says is that those who are willing and 

able to work (i.e. in the labour force) can find a job. Only when the labour force expands, 

would the productive capacity increase (which ironically, ceteris paribus, could result in 

higher unemployment)! 
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