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Question 1: Prosperous Phosphorous 
 
 
Table 1: World and regional growth in fertiliser demand, 2014 to 2018 
 

Region Nitrogen Phosphate 
World 1.4% 2.2% 
Africa 3.2% 2.7% 
Americas 1.6% 2.4% 
Asia 1.3% 2.2% 
Europe 1.1% 1.1% 
Oceania 1.2% 1.2% 

 
Source: Food and Agriculture Organisation of the United Nations, accessed 14.08.18 

 
 
Extract 1: The essential element 
 
The term phosphate rock is used to denote any rock with high phosphorus content. Some phosphate 
rock is used to make calcium phosphate nutritional supplements for animals. Pure phosphorus is used 
to make chemicals for use in industry. The most important use of phosphate rock, though, is in the 
production of phosphate fertilisers for agriculture. Virtually all common fertilisers comprise nitrogen, 
phosphorus and potassium, NPK for short. 
 
Without phosphorus, we cannot produce food. As an essential nutrient in fertilisers for food production, 
phosphorus has no substitute. Phosphorus ensures soil fertility and high crop yields, supports farmer 
livelihoods and ultimately food security of the global population. Yet the world’s farmers depend on 
phosphorus sourced from finite phosphate rock, which is becoming more scarce, expensive and is 
concentrated in only a few countries: Morocco alone controls three-quarters of the world’s remaining 
high-quality phosphate reserves. 
 
At the same time, inefficient use of phosphorus throughout the food systems is polluting our rivers and 
oceans causing toxic algal blooms. 
 

Adapted from Minerals Education Coalition & Phosphorus Futures, accessed 20.06.18 
 
 
Extract 2: What’s shaping the future of phosphorus? 
 
Numerous global trends have caused the demand for phosphorus to increase at an unsustainable rate. 
Especially in developing regions, rapid population growth has led to increased phosphorus demand, 
with the rate of NPK fertiliser increasing by over 600 percent from 1950 to 2000. In developed regions, 
on the other hand, the shift towards a diet of meat and cheese has also increased phosphorus demand, 
since meat and dairy contain a significant proportion of phosphorus.  As a result, countries everywhere 
face rising demands for phosphorus, which has led to precarious markets. 
 
In 2008, the price of phosphate fertiliser almost doubled because of increased demand for fertiliser 
(due to more meat consumption) and biofuels, and a short-term lack of availability of phosphate rock.  
 
The U.S., which has 25 years of phosphate rock reserves left, imports a substantial amount of 
phosphate rock from Morocco, which controls up to 85 percent of the remaining phosphate rock 
reserves. Despite the prevalence of phosphorus on earth, only a small percentage of it can be mined 
because of physical, economic, energy or legal constraints.  
 
Fellow associate at McGill School of Environment, Dr Elena Bennett is concerned that major 
phosphorus-producing countries could drive up its price if they wanted to. 
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"One thing that worries me is the concentration of phosphorus in just a handful of countries,” says 
Bennett. "OPEC has many more countries than those that currently produce the majority of phosphorus, 
and yet effectively controls the price of oil worldwide.” 
 
"If these suppliers decided to form an “OPEC for phosphorus”, they could significantly and suddenly 
increase the price of food." 

 
Adapted from Mining Technology 2016 and Earth Institute 2016, accessed 24.06.18 

 
 
Extract 3: Morocco’s Office Cherifien des Phosphates (OCP) to build $230 million fertiliser plant 
in India 
 
Morocco’s national phosphate company and the Indian firm Kribhco announced the construction of a 
new $230 million fertiliser plant in Andhra Pradesh. 
 
The 50/50 venture will be located in the city of Krishnapatnam and have the capacity to process up to 
1.2 million tons of NPK fertiliser. 
 
Indian Prime Minister Narendra Modi has been encouraging the “Made in India” movement, pushing 
for new employment opportunities in the manufacturing sector, since he came to power in 2014. The 
fertiliser sector is one of 25 identified by the Modi administration as exhibiting high potential for 
profitable growth in India. 
 
“OCP has always been, and remains fully committed to contribute to India’s agricultural development,” 
Chairman Mostafa Terrab said in a statement announcing the venture. “As one of the major 
cooperatives in India, Kribhco is an excellent partner to develop a farmer-oriented agricultural input 
joint-venture. This partnership is designed to be truly a win-win project for all the stakeholders involved 
but foremost for India’s agriculture and particularly for Indian farmers.” 
 

Adapted from Morocco World News, accessed 24.06.18  
 
 
Extract 4: The shortage of phosphorous resource  
 
One area that should be prioritised in reducing phosphorus is the smarter use of fertiliser. In most cases, 
farmers are unaware of how much fertiliser they need. For good reason - the amount of fertiliser a farmer 
may need is highly dependent on environmental conditions such as soil, temperature, and weather 
patterns. As a result, many farmers in developing countries are not able to accurately gauge their 
fertiliser requirements, leading to much waste. Thus, a valuable resource is wasted and becomes an 
environmental risk to water supplies, just because some people were never educated. 
 
To combat this lack of information, the United Nations Food and Agricultural Organisation is putting 
together a task force to work together with local and state governments. It hopes to provide accessible 
information to farmers, emphasising ideals of conservation and long-term sustainability of phosphorus. 
This task force is not unprecedented and draws inspiration from past successful initiatives. The 
University of Wisconsin, in concert with the Wisconsin government, put together a program called the 
Wisconsin Phosphorus Index, which helps farmers accurately predict how much phosphorus that they 
will need. By promoting past sustainable practices that have a track record of success, organisations 
like the United Nations will hopefully be able to increase awareness amongst local communities. 
 
Another area that can be examined to increase phosphorus supply is recycling waste. In the past, 
farmers were able to sustain the quality of their soil largely through household waste. Even though 
animal manure is still widely used, human waste is also a valuable source of phosphorus. Instead of 
disposing of it as sewage, human waste has potential as an alternative fertiliser. Moreover, many 
countries across the world are undergoing intensive research to find innovative ways to efficiently 
recycle waste. It is important that the international scientific community communicates their findings to 
one another to promote the best long-term phosphorus recycling methods. Additionally, areas that 
might not be able to afford such advanced levels of technology need to receive assistance from          
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non-governmental organisations (NGOs) and the United Nations. Since some of these recycling 
procedures are difficult to keep up without high development levels, countries must have access to at 
least rudimentary recycling processes. In this way, countries will be able to extend their current supplies 
of phosphorus. 
 
While there are numerous measures that can be implemented in order to promote more long-term 
phosphorus supply sustainability, they cannot be effective without cultural changes as well. Meat and 
dairy, for example, take up immense supplies of phosphorus, and yet people are consuming these 
products at unprecedented levels. Therefore, it is increasingly necessary to promote a plant-based diet 
to reduce the amount of phosphorus consumption.  
 

Adapted from Harvard International Review 2016, accessed 16.06.18  
 
 
Questions  
 

(a) Compare the fertiliser demand growth rates for nitrogen and phosphate between 
Africa and the Americas. 

 
  [2] 

   
(b) State how the following goods are related 

 
(i)   phosphorous and meat 
 

 
  [1] 

 (ii)  meat and biofuels   [1] 
   

(c) Explain two possible conditions that will encourage the successful formation of       
“an OPEC for phosphorous”.  

 
  [4] 

   
(d) Using a diagram, explain how a price floor on agricultural crops could theoretically 

improve the living standards of Indian farmers, if implemented as part of the      
farmer-oriented initiative.  

 
 
  [3] 

   
(e) Identify a normative statement in Extract 4.   [1] 

   
(f) Discuss whether the Indian government had sufficient information to make a rational 

decision to develop its phosphorous industry.  
 
  [8] 

   
(g) Assess the relative effectiveness of different policy approaches in response to the 

phosphorous shortage issue.  
 

 
[10] 

[Total: 30]
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Question 2: Weathering the Wind and Rain of Trade 
 
 
Figure 1: UK trade balance with trading partners, 2016 

 

Source: Office of National Statistics, accessed 22.06.18 

 

 
 

Extract 5: Will the wave of protectionism make international trade great again? 

 

Unquestionably, international trade flows have exploded throughout the century. The main objective 

for countries is to maintain a favourable trade balance. Most countries take the position to export as 

much as possible and import as least as possible; unless the lower priced imports are directly 

consumed for the exported products. Despite the arguments in favour of free trade, some of the world’s 
wealthiest and most influential economies are moving away from the long-term trend of trade openness. 

Protectionism is in.  

An example is Brexit, where UK voted to leave the European Union (EU), a "single market" allowing 
goods, finance and people to move around freely within. It is not only Britain that is showing signs of 

isolationism. US president Donald Trump has been very vocal with his protectionist promises, against 

the background of US total trade deficit that is projected to grow to about $566 billion in 2017, with the 

goods deficit with China alone contributing nearly half of US total trade deficit. He argues that China is 
stealing American jobs and commercial secrets, while breaking the rules of international trade by 

manipulating its currency and subsidizing their local manufacturers and exporters.  

A vote against free trade is a problem for Asia – and especially for Singapore. For much of Asia, trade 
has been a key driver of economic growth. For example, in 2014, trade totalled 351% of Singapore's 

total economic output, much more than compare US trade totalling 30% of its GDP. If there are higher 

trade tariffs on Asia, it would result in higher prices for goods produced in Asia and hurt export revenue.  

At the World Economic Forum this year, Chinese President Xi Jinping was applauded when he said, 
“We must remain committed to free trade. No one will emerge as a winner in a trade war. Pursuing 

protectionism is just like locking oneself in a dark room. Wind and rain might be kept outside but so are 

light and air.” The value of free trade is obvious: things being produced by those most cost efficient at 

production makes us all aggregate better off with higher consumption, lower cost of living and more 
jobs.  

Asia needs to find new opportunities for global trade. British government ministers are developing plans 
for securing preferential trade arrangements with former colonies (including Australia, New Zealand, 

Singapore, Malaysia and Africa) to cushion the blow of Brexit – a Commonwealth Trading Bloc. This 

idea has been endorsed by former Australian Prime Minister Tony Abbott saying “Brexit is not a vote 

against free trade because the EU has acted as a protectionist bloc for its members against imports 

from outsiders”.  
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Members of the business community in Singapore are keen on the Commonwealth Trading Bloc with 
the UK after its exit from EU. While the impending trade war between the US and China may have 
“limited" direct negative impact on Singapore's economy, it can have negative spill-over effects on 
global supply chains and weaken Singapore export-led growth. Hence the potential gains from free 
trade with Commonwealth members can cushion these negative spill-over effects for Singapore. 

 
Adapted from Thomson Reuters, 31 Mar 2017, and ASEAN Today, 27 April 2017  

 
 
Extract 6: Why leaving the EU could eventually be to UK economic advantage 
 
The economic case for Brexit is not that there would be large economic gains; at least not in the short 
term. In fact, it could hurt UK economic growth and employment. Outside EU, UK would bear additional 
costs of dealing with the EU. Trade with EU countries might be worth about 10 per cent of GDP by 
2030. If we faced average tariffs and non-tariff barriers of around 15 per cent, the loss could be 1.5 per 
cent of GDP.  
 

While Brexit negotiations are still on the way, firms already seem more reluctant to take on new staff. 

Data from Adzuna, a popular job-search website, suggests that in the week after Brexit, there were 
one-quarter fewer new jobs. While some Britons struggle to find new jobs, others may be losing theirs. 

The search for “applying jobseeker allowance’’, an unemployment benefit, has increased about 50% 

in the first fortnight in July alone compared to the entire month of May. Businesses are cutting 

investment, too. An example is Deutsche Bank. The relocation of jobs from UK to Germany as early 
as next year, ahead of the March 2019 deadline for Brexit. It is a real concern as the bank won’t be 

able to conduct business throughout Europe once the UK leaves the union.  

 

Nonetheless, we should not assume away all the economic benefits of Brexit just by stories of large 
negative impacts. Benefits could outweigh the losses. There could be around 2 per cent of GDP gains 

made from the new free trade agreements with non-EU countries.  UK would struggle less than when 

in EU because there are different interests in play in getting 28 countries plus the trade partner to agree. 

Overall, these effects could eventually add up to about a 0.5 per cent gain to GDP by 2030, though 
that’s not guaranteed.  

 

Adapted from The Telegraph, 26 May 2016 and The Verdict, 2 August 2017   
 
 
Extract 7: Dairy products “may become occasional luxuries” after UK leaves EU 
 

 
Everyday dairy staples such as butter, yoghurt and cheese could become “occasional luxuries” in UK 

after Brexit, with price rises being caused by the slightest delay in the journey from farm to table, a 

report by the London School of Economics finds. There are increasing concerns who will bear the cost 

of the rise in prices of imported dairy products. 
 

If the UK crashes out of the EU with no deal and defaults to World Trading Organisation rules, prices 

will almost certainly rise as dairy products, along with meat, attract high tariffs. A milk product with a 

fat content of 3% to 6% will likely attract a tariff of 74%, while fresh mozzarella is rated at 41% and 
unripened cheese at 68%. Any import tariff, has an effect akin to an indirect tax on UK dairy retailers, 

such as Tesco, which raises the price of dairy products in the UK. Hence, there are rising concerns if 

UK dairy retailers or consumers will bear more of the impact of this indirect tax. 

UK’s dairy production deficit has been put in the spotlight after repeated warnings that the country 
needs to rely less on imports to feed the population. UK does not produce enough milk to keep up with 
demand, creating an over-dependency on the EU, including on dairy-surplus countries such as Ireland, 
Germany, France, Belgium and Denmark for everyday dairy staples.  
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Arla is the largest dairy company in UK with a turnover of £2.6bn and supplies the big supermarket 
chains including Sainsbury’s, Morrisons and Asda with branded and own-label products. It is a             
pan-European cooperative with production facilities in 11 countries supplied by its 11,200 dairy farmers, 
2,400 of which are British. Commenting on the LSE report, Arla believed that Brexit might bring 
opportunities to expand the dairy industry in the UK, boosting the country’s declining food security 
levels. However, increasing the UK’s milk pool and building the infrastructure for us to be self-sufficient 
in dairy will take years. 
 

Adapted from The Guardian, 18 July 2018 
 
 
Questions  

 
(a) (i) Using the concept of opportunity cost, account for UK’s trade balance with 

Singapore. 
 
  [2] 

   
     (ii) Explain a possible effect on Singapore’s pattern of trade with UK if the plan for the 

Commonwealth Trading Bloc is realised.  
 
  [2] 

    
(b) Explain how “EU has acted as a protectionist bloc for its members against imports 

from outsiders” (Extract 5).  

 

    
[3] 

(c) Using an AD/AS diagram, explain the combined effects of “some of the firms moving 
out of the UK because of Brexit’’ and “applying jobseeker allowance’’ on UK 
economic growth and employment in the short-term. 

 
   
  [5] 

   
(d) Assess whether UK dairy retailers or consumers are more likely to bear the impact 

of the indirect taxes as mentioned in Extract 7.  
 
    [8] 

   
(e) President Xi’s belief is that “pursuing protectionism is just like locking oneself in a 

dark room. Wind and rain might be kept outside but so are light and air.” (Extract 5) 
 
Discuss why China differs from US in their perspective towards protectionism.  
 

   
 
 
 
[10] 

 
[Total: 30] 
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2018 JC2 H2 Preliminary Examination Economics Paper 1 
Suggested Answers, Mark Schemes  

 
Case Study 1 
 
(a) Compare the fertiliser demand growth rates for nitrogen and 

phosphate between Africa and the Americas. 
 
Similarity: 
The growth rate for both commodities was positive for both regions. [1] 
 
Difference: 
However, the growth rate for nitrogen exceeded phosphate for Africa while 
the growth rate for nitrogen was less than phosphate for the Americas [1] 
 
Or  
 
Americas had a larger demand growth in phosphate while Africa had a 
lager demand growth nitrogen.  
  

[2] 

(b) State how the following goods are related: 
(i) phosphorous and meat 
 
The demand for phosphorous is a derived demand of meat. [1] 
[no mark for mere stating of derived demand as the cause and effect will 
be vague] 
 
or  
 
Phosphorous is a factor input for meat. [1] 
 

[1] 

 (ii) meat and biofuels 
 
Both meat and biofuels are in competitive supply [1m]  
 
or 
 
Both meat and biofuels require the same factor input. [1m] 
 
Evidence: 
“In developed regions, on the other hand, the shift towards a diet of meat 
and cheese has also increased phosphorus demand, since meat and dairy 
contain a significant proportion of phosphorus.  As a result, countries 
everywhere face rising demands for phosphorus, which has led to 
precarious markets.”  
 
In 2008, the price of phosphate fertiliser almost doubled because of 
increased demand for fertiliser (due to more meat consumption) and 
biofuels, and a short-term lack of availability of phosphate rock.  
 

[1] 
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(c) Explain two possible conditions that will encourage the successful 
formation of “an OPEC for phosphorous”. 
 
Any 2 reasons with justification 
 
1.  They must sell homogenous good  
For the countries in cartel to not deviate from the agreed price, they must 
be selling the same good. If the good is question is different, retaliation by 
other countries in the cartel such as aggressively lowering the price would 
have no impact on the countries.   
 
2. All the countries must abide by the quota  
Countries in the cartel need to abide by the quota. If any of the country 
decides to increase the quantity, it would lead to a higher Q and lower P 
compared to profit-maximisation outcome, hence rendering the cartel 
ineffective. 
 
3. There must be a country that has a large market share 
In the event where the country deviates, the country that controls most of 
the market share can punish the deviator.  
 
4. The good that is under the cartel must not have close substitutes 
If there are substitutes, consumers can turn to the substitutes. In doing so, 
the cartel would not be able to set a high price because the consumers will 
switch to other substitutes and disrupt the pricing and output decision by 
the cartel.  
 
5.  The countries must have similar cost structure.  
If the countries do not have similar cost structure, the country with the 
lowest cost of production will have a higher tendency to cheat, hence 
breaking down the cartel.  
 

[4] 

(d) Using a diagram, explain how a price floor on agricultural crops could 
theoretically improve the living standards of Indian farmers, if 
implemented as part of the farmer-oriented initiative. 
 
1m [correct diagram] – Price floor diagram  
 

[3] 



    

3 

 

 
 
1m [Explain the diagram] – Price floor would raise the price of agricultural 
crops from P0 to PF. This will increase the revenue received (P0Qo to PfQf) 
by the farmers and assuming cost remains constant and the government 
buys up the surplus, this would cause an increase in profits.   
 
Or  
 
1m [Using PED] – The demand for agricultural crops is price inelastic 
because of the lack of substitutes. With the rise in price as a result of the 
price floor, this would lead to a less than proportionate fall in quantity 
demanded. This results in an increase in total revenue, even without the 
government buying up the surplus. 
 
 
1m [link to SOL] - Hence, leading to a rise in purchasing power that will 
allow them to consume more goods and services.  
 

(e)  Identify a normative statement in Extract 4. 
 
Note: A normative statement must be a statement of opinion that cannot 
be objectively tested or proven.  
 
“One area that should be prioritised in reducing phosphorus is the smarter 
use of fertiliser.” 
 
“Therefore, it is increasingly necessary to promote a plant-based diet to 
reduce the amount of phosphorus consumption.” 
 

[1] 
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(f) Discuss whether the Indian government had sufficient information to 
make a rational decision to develop its phosphorous industry. 
 

Content Decision-making determinants 
Context  Indian government in its decision to develop the 

phosphorous industry 
Command Discuss + Evaluation 

 
Rational decision making by the government is premised on its aim to   
maximise social welfare. In this case, to make a rational decision, we will 
analyse whether the India government had sufficient information pertaining 
to the benefits, costs, constraints faced and unintended consequences of 
developing its phosphorous industry.  
 
The information is sufficient for the India government to ascertain the 
benefits resulting from the development of the phosphorus industry.  
 
According to Extract 3 para 2, the fertiliser sector is one of 25 sectors 
identified as exhibiting high potential for profitable growth in India. One 
significant reason could be due to the huge demand for phosphorus, given 
that it is an essential nutrients in fertilizers for food production. Additionally, 
its demand is extremely price inelastic since phosphorus has no 
substitutes (Extract 1, para 2). An increase in price of phosphorus can lead 
to a less than proportionate decrease in its quantity demanded, hence 
increasing total revenue.  Assuming total revenue is greater than total cost, 
there is huge potential for supernormal profits to be reaped from the 
development of this industry.  
 
Also, “Indian Prime Minister Narendra Modi has been encouraging the 
“Made in India” movement, pushing for new employment opportunities in 
the manufacturing sector, since he came to power in 2014”. By developing 
the phosphorus industry, it will be able to create domestic employment 
through foreign direct investment.  

 
 
The increase in I will lead to an increase in AD, represented by a rightward 
shift of AD1 to AD2, hence resulting in RNY from Y0 to Y1. The rise in RNY 

[8] 
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will lead to an increase in employment, since demand for labour is a 
derived demand for the increase in production of phosphorus. With the rise 
in employment, this would improve the standard of living of India’s citizens.  
 
Furthermore, with the rise in FDI coming into India, this will lead to an 
improvement in her balance of payment position. By developing the 
phosphorus industry, this will attract more FDI into the country and 
ensuring the country will attain a healthy balance of payment position.  
 
The information is insufficient for the India government to ascertain the 
costs resulting from development of the phosphorus industry. 
  
While there is sufficient information on the benefits of developing the 
phosphorus industry, there is insufficient information on the total cost to 
the India government. In part, it is important to consider the unintended 
consequences of negative externalities that could arise from the production 
of phosphorus.  Ext 1ract para 3 highlighted that inefficient use of 
phosphorus could pollute rivers and cause toxic algal blooms. This could 
possibly result in a loss of income for fishermen who are not directly 
involved in the production and consumption of phosphorus. Such negative 
externalities could lead to an overproduction of phosphorus and allocative 
inefficiency in the use of resources.  As the government may not be able 
to accurately estimate the marginal external cost that arises given that the 
damage from pollution is extremely difficult to assess, the cost of 
developing the phosphorus industry may be higher than anticipated. Hence 
there may not be sufficient information for the government to ascertain 
whether the benefits would necessarily be greater than the cost of 
developing the phosphorous industry. Furthermore, the government ought 
to consider the finance of developing this sector as there might be budget 
constraints. 
 
Other possible considerations: 
 The government does not have sufficient information on whether the 

development of the phosphorous industry will worsen income 
inequality in India. In the event that the India government would want 
to develop this sector, those workers working in the phosphorous 
industry would earn higher wages as compared to those in sunset 
industries. Hence, a worsening of income inequality would affect her 
economy as it might not attract investments into the country. 

 The government does not have sufficient information on how the 
investments by Morocco would affect India’s future balance of payment 
position. This is because the profits by Morocco firms would be 
repatriated away and could thus worsen its BOP position.   

 
EV: Despite being uncertain about the cost in terms of the negative 
externality in production of phosphorus, the India government’s decision to 
go ahead to develop the phosphorus industry suggests that there is 
sufficient information to the government that the benefits would outweigh 
the costs of her decision.  
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Levels Descriptors 

Level 2 
(4 – 6 
marks) 

 Thorough and balanced analysis with reference 
from case study 

 Anchored on relevant economic analysis such as 
AD-AS. 

Level 1 
(1 -3 
marks) 

 Answers are lacking in depth of analysis or scope. 
 1-sided answer  

For 
Evaluative 
Comment 
(1 – 2 
marks) 

 Judgement/conclusion on whether the Indian 
government had sufficient information to develop 
the phosphorous industry. 

 

(g) Assess the relative effectiveness of different policy approaches in 
response to the phosphorous shortage issue.  
 

Content Shortage; demand and supply determinants, micro 
policies 

Context  Policies to address the phosphorous shortage issue  
Command Assess + Evaluation 

 
Analysis [7m] + Evaluation [3m]  
 
Phosphorous shortage refers to the issue of Qd being more than Qs at the 
existing market price, P1. This arises due to rising demand and/or falling 
supply, and where the price is not able to reach Pe in the short run due to 
the transitional time needed i.e. inefficient workings of the price 
mechanism. 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
To address the shortage, a combination of demand- and supply-related 
policies need to be used i.e. to reduce the demand and to increase the 
supply. 

[10] 

Price 

Quantity of 
phosphorous 

Qs               Qd 

SS1 

DD1 

0 

P1 

Pe 
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Policy 1: Provide accessible information from the Wisconsin Index to 
farmers, emphasising ideals of conservation and long-term sustainability 
of phosphorus (DD-related) 
Making available more information on how much phosphorous is needed 
for farming to prevent wastage in consideration of various factors like soil, 
temperature and weather patterns.  
 
With imperfect information, demand for fertiliser and hence phosphorous 
will be higher. This policy, if successful, will reduce the demand for 
phosphorous, hence reducing the equilibrium price so as to eliminate the 
shortage – reaching market equilibrium of P1 and Q1 where there is no 
further tendency for change. 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
Assessment: 
It will be effective since the farmers will want to reduce expenditure on 
phosphorous (their costs of production), in line with profit-maximising 
objective. However, it depends on how well they can internalise and apply 
the information made available to them via the Wisconsin Index. The 
effective use of the Index will require farmers to adapt it when there is a 
change of environmental conditions across the years. In considering the 
aptitudes of farmers who may not be as adept in processing such 
knowledge, the challenge of applying the Index effectively will limit its full 
potential. Farmers may likely still over- or even under-utilise phosphorous 
i.e. DD will not be exactly at DD2 to correct the shortage. 
 
Policy 2: Enhancing the supply through recycling human waste (SS-
related) 
Naturally-extracted phosphorous is finite and not easily extracted from 
phosphate rock, especially so when only a few countries produce it, in 
particular Morocco. 
 
Recycling will provide a boost to the supply, relieving the price pressure 
and hence reducing the shortage which will now clear at equilibrium of P1 
and Q1.  

Price 

Quantity of 
phosphorous 

Q1               Qd 

SS1 

DD1 

0 

P1 

Pe 

DD2 
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Assessment: 
Depends on whether it is cheaper to extract phosphorous out of waste or 
out of naturally-occurring phosphate rock. Intensive research is still 
ongoing to make recycling feasible and economical. A breakthrough will 
likely depend on the ability for the global community to harness the 
collective research findings. Moreover, the success will also depend on 
whether farmers have access to such technology (need for some sunk 
costs to be incurred first which may be too costly) and knowledge, 
translating it into their farming practice.  
 
Policy 3: Promote plant-based diet (DD-related) 
Plant-based diet (compared to meat and dairy diet) requires less 
phosphorous and hence will reduce the demand for phosphorous. This will 
reduce the equilibrium quantity, thus reduce the pressure of the ‘multiple 
wants’. 
 
 
 
Assessment: 
Requires a fundamental change of tastes and preferences which will take 
a long time. Meat and vegetables are perceived by many to be poor 
substitutes terms of tastes, protein, iron content, etc. Dietary habits are 
also influenced by culture, religion and individual special needs. Self-
interested consumers will thus likely only regard their immediate benefits 
so as to maximise their utility, rather than consider the wider impact of their 
actions on society or consider the long-term impact on self. 
 
Evaluation 

 Stand: whether demand- or supply-related policy is more effective 
in solving the phosphorous shortage issue, supported by a clear 
criterion, for example, which is more sustainable, feasible, etc. 

 Maximum of 1 mark if candidate only discusses 2 demand-related 
policies and ranks them. 

 

Price 

Quantity of 
phosphorous 

Qs               Q1 

SS1 

DD1 

0 

P1 

Pe 

SS2 
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Levels Descriptors 

Level 2 
(5 – 7 
marks) 

 Thorough and balanced analysis on how 1 demand- 
and 1-supply-related policy works, with assessment 
of limitations. 

 Anchored on suitable demand-supply analysis with 
link back to the issue of phosphorous shortage.  

Level 1 
(1 – 4 
marks) 

 Answers are lacking in depth of analysis or scope. 
 Limited reference made to case materials to 

substantiate argument. 
 For an imbalanced answer that addressed 2 

demand-related policies without inclusion of a 
supply-related policy. 

 
For 
Evaluative 
Comment 
(1 – 3 
marks) 

 Judgement/conclusion on whether demand- or 
supply-related policy is more effective in solving the 
phosphorous shortage issue, supported by a clear 
criterion, for example, which is more sustainable. 

 

 
 
Case Study 2 
 

Suggested Answers and Mark Scheme 

ai) Using the concept of opportunity cost, account for UK’s trade balance 
with Singapore. 

 

[1m] State the difference 

UK has a trade surplus with Singapore. 

 

[1m] Explain UK trade surplus with Singapore using lower opportunity cost 

UK has a trade surplus with Singapore because it has a CA in the production 
of more goods and services and/or higher valued goods and services compared 
to Singapore. This means UK is able to produce these goods and services at 
lower opportunity costs, so exports them to Singapore and importing fewer of 
them from Singapore. 

 

Evidence – Extract 5 ‘‘The value of free trade is obvious: things being produced 
by those most cost efficient at production…’’ 

 
 

[2] 

aii) Explain a possible effect on Singapore’s pattern of trade with UK if the 
plan for the Commonwealth Trading Bloc is realised. 

 

[1m] State a possible effect 

Singapore can export more to UK after Commonwealth Trading Bloc is realised. 

[2] 
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[1m] Explain the possible effect 

UK will lower tariffs on imports from Commonwealth members, including 
Singapore. So price of Singapore exports to UK will fall, quantity demanded for 
SG exports will rise more than proportionately, and export revenue of Singapore 
to UK will rise. This is because UK demand for SG exports is likely to be price 
elastic, given close substitutes of high valued-added goods and services from 
advanced EU countries.  

 

Evidence – Extract 5 ‘‘For much of Asia, trade has been a key driver of 

economic growth. For example, in 2014, trade totalled 351% of Singapore's 

total economic output…If there are higher trade tariffs on Asia, it would result 

in higher prices for goods produced in Asia and hurt export revenue. Asia needs 

to find new opportunities for global trade…a Commonwealth Trading 

Bloc…“Brexit is not a vote against free trade because the EU has acted as a 

protectionist bloc for its members against imports from outsiders”… Members 

of the business community in Singapore are keen on the Commonwealth 

Trading Bloc with the UK... the impending trade war between the US and 

China…weaken Singapore export-led growth. Hence the potential gains from 

free trade with Commonwealth members can cushion these negative spill-over 

effects for Singapore.’’ 

 

  

b)   Explain how “EU has acted as a protectionist bloc for its members against 
imports from outsiders” (Extract 5).  

 

[1m] State how EU acts as a protectionistic bloc against trade with outsiders 

EU removes import tariffs on EU members and imposes high import tariffs on 
non-EU members. 

 

[1m] Explain how import expenditure on non-EU members fall 

With higher import tariffs on non-EU members, price of imports from non-EU 
members rises. Since there are close substitutes from EU members, demand 
for imports from non-EU members is price elastic. So quantity demanded for 
imports from non-EU countries falls more than proportionate. So import 
expenditure on non-EU countries falls.  

 

[1m] Explain how import expenditure on EU members rise 

As price of imports from non-EU members rise, imports from EU members are 
relatively cheaper as substitutes. So demand for imports from EU member 
rises, hence higher import expenditure on EU members.  

 

Evidence – Extract 5 ‘’If there are higher trade tariffs on Asia, it would result in 
higher prices for goods produced in Asia and hurt export revenue. Asia needs 
to find new opportunities for global trade…a Commonwealth Trading 

[3]     
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Bloc…“Brexit is not a vote against free trade because the EU has acted as a 
protectionist bloc for its members against imports from outsiders.’’ 

 

c)    Using an AD/AS diagram, explain the combined effects of “some of the 
firms moving out of the UK because of Brexit’’ and “applying jobseeker 
allowance’’ on UK economic growth and employment in the short-term. 

 

[1m] An AD/AS diagram 

 

Figure 1: Combined effects of firms moving out and applying jobseeker 
allowance (short-term) 

 

 

 

 

 

 

 

 

 

 

 

 

[2m] Explain effect of ‘’some of the firms moving out of the UK because of 
Brexit’’ on I and AD/AS, and then on UK economic growth and employment 

As firms move out, there will be a fall in investments. Since investment is a 
component of AD, there will be a fall in AD and a multiplied fall in RNY. This is 
because the fall in AD will lead to an unplanned increase in inventory, hence 
firms will cut back on production, leading to a fall in national output. Firms will 
also hire less factors of production, including labour, hence demand-deficient 
unemployment.  

 

Hence overall, the moving out of firms from UK will lead to negative economic 
growth from Yf to Y1 and demand-deficient unemployment (Y1Yf gap). 

  

[2m] Explain effect of ‘applying jobseeker allowance’ on C and AD/AS and then 
combined effects on UK economic growth and employment 

Jobseeker allowance is an unemployment benefit that serves as an automatic 
stabiliser for the UK economy. As the unemployed apply for jobseeker 
allowance, the decrease in household income of these unemployed workers 
may be partially offset by amount of unemployment benefit they receive from 
the government. While household income and induced consumption will still 

[5]   
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decrease, it decreases by a smaller extent. This means a smaller reverse 
multiplied fall in RNY.  

 

With a smaller reverse multiplied fall in RNY, UK negative economic growth will 
be less severe from Yf to Y2. As national output falls less, firms hire less factor 
of production by a smaller extent, so a smaller demand-deficient unemployment 
(Y2Yf gap). 

 

Evidence – Extract 6 ‘‘The economic case for Brexit is not that there would be 
large economic gains; at least not in the short term. In fact, it could hurt UK 
economic growth and employment. While some Britons struggle to find new 
jobs, others may be losing theirs. The search for “applying jobseeker 
allowance’’, an unemployment benefit, has increased about 50% in the first 
fortnight in July alone compared to the entire month of May. Businesses are 
cutting investment, too. An example is Deutsche Bank. The relocation of jobs 
from UK to Germany as early as next year, ahead of the March 2019 deadline 
for Brexit.’’ 

 

d)        Assess whether UK dairy retailers or consumers are more likely to bear 
the impact of the indirect taxes as mentioned in Extract 7. 
 
Marks Allocation 
Analysis [6m] + Evaluation [2m] 
 
Question Analysis – Key Words 

Content ‘‘bear the impact of the indirect taxes’’  
 explain the distribution of the tax burden/tax incidence 
between consumers and producers 
 depends on relative price elasticity of UK dairy retailers 
and consumers 
 
Perspective 1 
UK consumers is more likely to bear the impact of the 
indirect taxes if demand is more price inelastic than 
supply. 
 
Perspective 2 
UK consumers is less likely to bear the impact of the 
indirect taxes if demand is more price elastic than supply. 
 

Context  ‘‘UK dairy retailers and consumers’’ 
 

Command ‘‘Assess whether UK dairy retailers or consumers are 
more likely to bear the impact’’ 
 
 Make a judgment on which economic player is more 
likely to bear the impact based on the relative price 
elasticity of UK dairy retailers and consumers 

 [8]   
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 Depends on nature of product, time period etc. 
 

 
Introduction 
Whether UK dairy retailers or consumers is more likely to bear the impact of the 
indirect taxes depends on the relative price elasticity of demand and supply. 
 
Perspective 1: UK consumers is more likely to bear the impact of the indirect 
taxes if demand is more price inelastic than supply. 
 
Figure 2: Distribution of tax burdern/incidence if demand is more price inelastic 
than supply 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

● For dairy products such as butter, yoghurt and cheese, they can be 
considered staples in the diet of UK consumers. The high degree of 
necessity means consumers will be less responsive and continue 
consumption of dairy products despite higher prices. So demand for 
imported dairy products is more price inelastic than supply.  

 
● Moreover, demand for dairy products is price inelastic than supply due 

to the over-reliance on EU dairy products. There is a lack of domestic 
substitutes or lack of substitutes from non-EU dairy exporters.  

 
● So the rise in prices of dairy products will lead to a less than 

proportionate fall in Qd, resulting in a rise in total revenue for UK 
retailers. Hence UK retailers can pass on the indirect taxes to UK 
consumers in terms of higher prices, so UK consumers bear more of the 
impact of the indirect taxes from Pe to Pc. UK retailers bear less of the 
impact of the indirect taxes from Pe to Pp. 

 
Evidence – Extract 7 ‘‘UK’s dairy production deficit has been put in the spotlight 
after repeated warnings that the country needs to rely less on imports to feed 
the population. UK does not produce enough milk to keep up with demand, 
creating an over-dependency on the EU, including on dairy-surplus countries 
such as Ireland, Germany, France, Belgium and Denmark for everyday dairy 
staples.’’ 
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Perspective 2: UK consumers is less likely to bear the impact of the indirect 
taxes if demand is more price elastic than supply. 
 
Figure 3: Distribution of tax burden/incidence if demand is more price elastic 
than supply 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

● When dairy products become ‘’occasional luxuries’’, its demand is more 
price elastic than supply. So dairy products become less of a necessity, 
and consumers will be more responsive to the higher prices and 
consuming less. 

 
● Demand for dairy products can become more price elastic than supply. 

This is because as UK domestic production expands, so there will be 
domestic substitutes. There could also be other substitutes from dairy 
exporters like Australia and New Zealand if more free trade agreements 
such as the Commonwealth Trading Bloc is formed.  

 
● So the rise in prices of dairy products will lead to a more than 

proportionate fall in Qd, resulting in a fall in total revenue for UK retailers. 
Hence UK retailers are less able to pass on the indirect taxes to UK 
consumers in terms of higher prices, so UK retailers bear more of the 
impact of the indirect taxes from Pe to Pp. UK consumers bear less of 
the impact of the indirect taxes from Pe to Pc. 

 
Evidence – Extract 7 ‘‘Everyday dairy staples such as butter, yoghurt and 

cheese could become “occasional luxuries” in UK after Brexit. Arla believed that 

Brexit might bring opportunities to expand the dairy industry in the UK, boosting 

the country’s declining food security levels. However, increasing the UK’s milk 

pool and building the infrastructure for us to be self-sufficient in dairy will take 

years.’’ 

 

Evidence – Extract 5 ‘‘British government ministers are developing plans for 

securing preferential trade arrangements with former colonies (including 

Australia, New Zealand, Singapore, Malaysia and Africa) to cushion the blow 

of Brexit – a Commonwealth Trading Bloc.’’  
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EV (1-2m) 
In the short-run, UK consumers are more likely to bear the cost of the rise in 
price of dairy products as demand is likely to be more price inelastic than supply 

● Dairy products are likely to remain as staples than ‘‘occasional luxuries’’ 
for UK consumers as it takes time to adjust consumers’ taste and 
preferences.  

● Dairy products are likely to be over-reliant on imports as EU govt priority 
will be more on the outflow of FDI across industries given Brexit, rather 
than just on the dairy product markets to expand domestic production 
and reduce dairy-deficit. It takes time to establish the Commonwealth 
Trading Bloc to get import substitutes for non-EU countries too. 

 

Levels Descriptors 

Level 2 
(4 – 6 

marks) 

● Balanced and well-developed analysis on how UK 
consumers may bear more of the impact of indirect taxes 
AND may bear less of the impact of indirect taxes based 
on relative price elasticities of demand and supply 

 
● Clear, relevant, accurate and precise economic 

theories/diagrams, and supported with evidence from 
case study 

 
Level 1 
(1 – 3 

marks) 

● One-side analysis on how UK consumers may bear more 
of the impact of indirect taxes OR may bear less of the 
impact of indirect taxes based on relative price 
elasticities of demand and supply OR 

 
● Under-developed analysis on how UK consumers may 

bear more of the impact of indirect taxes AND may bear 
less of the impact of indirect taxes based on relative price 
elasticities of demand and supply, BUT lacking clear, 
relevant, accurate and precise economic 
theories/diagrams, and lacking evidence from case study 

 
For 

Evaluative 
Comment 

(1 – 2 
marks) 

● Evaluative judgements on whether UK retailers or UK 
consumers are more likely to bear the impact of the 
indirect taxes 

● Supported by a clear criterion, for example, in the short-
run, why demand for dairy products by UK consumers 
is likely to be more price inelastic than supply of UK 
retailers. 
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e)   President Xi’s belief is that “pursuing protectionism is just like locking 
oneself in a dark room. Wind and rain might be kept outside but so are 
light and air.” (Extract 5) 
 
Discuss why China differs from US in their perspective towards 
protectionism. 
 

[10]   

 Mark Allocation 
Analysis [7m] + Evaluation [3m] 
 
Question Analysis – Key Words 

Content ‘‘why China differs from US in their perspective towards 
protectionism’’ 
 
Perspective 1 
China against protectionism  pro free-trade  
 benefits of free trade  China comparative advantage 
 export more price competitive  export-led economic 
growth  ‘‘higher consumption, lower prices, more jobs’’ 
 
Perspective 2 
US pro protectionism  address costs of free trade  
benefits of protectionism  import tariffs  reduce 
‘‘trade deficits’’, retaliate against unfair trade practices 
such as ‘‘China stealing American jobs, manipulating its 
currency and subsidizing their local manufacturers and 
exporters’’. 

Context  China and US; Free trade (exports and imports) 
 

Command ‘‘Discuss why’’ 
 
 Make a judgment on which China or US perspective 
is justified, or whose perspective is more justified. 
 Depends on nature of economy, state of economy, 
government priorities, time period etc.  
 

 
Introduction 

While both countries are large and less open (compared to Singapore), their 
perspectives towards protectionism differ. 

China - Pro Free Trade Perspective 

China believes in free trade because ‘light and air’ of free trade > ‘wind and rain’ 
of free trade  

i.e. positive net benefit as benefits of free trade > costs for China 
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China has benefitted much from free trade due to its ability to possess many 
areas of comparative advantage. It is well-endowment of large pool of low wage 
labour force and hence enjoy comparative advantage in labour-intensive goods 
and services. This means it can produce labour-intensive goods and services 
at relatively lower opportunity cost compared to US. As Chinese economy 
develops, it has gained technological advancement and develops highly skilled 
labour, hence increasingly dispossess other advanced countries, including 
USA of their CA in higher value-added goods and services.  

This translates to lower price of Chinese exports. Given that there are close 
substitutes available e.g. USA exports, quantity demanded of Chinese exports 
rises more than proportionately, China export revenue rises.  

The above led to a prolonged period of China enjoying large and persistent 
trade surplus at the expense of US that is suffering from large trade deficit. 
Moreover, the changing CA patterns has impact on employment and incomes. 
Chinese workers are enjoying job gains and rises in incomes while US workers 
are bearing job losses and fall in incomes. 

With, AD-AS analysis, the rise in export revenue and hence net exports results 
in China enjoying rising real NY and employment. 

Figure 4: Export-led Economic Growth in China 

 
 
 
 
 
 
 
 
 

 

 

 

Given a rise in (X-M), a component of AD, AD rises and shifts right. There will 
be a multiplied rise in real national income. This translates to higher national 
output. Firms will need to produce more goods and services to meet the higher 
demand. In so doing, firms will hire more workers (a derived demand), leading 
to a rise in incomes (since one man’s spending is another’s income). These 
workers will then consume more (also save more, get taxed more and spend 
more on imports, depending on size of MPS, MPT and MPM), leading to a 
further rise in incomes and hence creation of more jobs. Real national income 
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will rise through multiple rounds until AD = AS again, where there is no tendency 
for any change to happen. 

USA - Pro-Protectionism Perspective  

USA believes in protectionism because ‘light and air’ of free trade < ‘wind and 
rain’ of free trade 

i.e. costs of free trade > benefits of free trade, so need to protect to address 
costs of free trade 

USA loss of comparative advantage to China, hence China exports are cheaper 
than USA. In addition, Trump’s assertion is that cheaper China exports resulted 
from unfair trade practices e.g. Chinese subsidies and manipulation of Chinese 
Yuan (weaker currency through depreciation/devaluation). So with cheaper 
Chinese exports, demand for USA exports falls, and hence export revenue falls. 
Similarly, domestic consumption falls also with cheaper imports from China. 
Since both X revenue and C domestic falls, AD falls, resulting in a multiplied fall 
in real NY and rise in demand-deficient unemployment. [Basically a reverse AD-
AS analysis of the earlier diagram.] With export revenue falling and import 
expenditure rising, USA also suffers from rising trade deficit. 

In response, US imposed protectionistic measures such as a tariff on Chinese 
imports in order to protect jobs, incomes and reduce trade deficit. Figure 5 
below shows the diagrammatic analysis for a US tariff on Chinese imports and 
the benefits of protectionism for USA. 

Figure 5: Import Tariffs by USA 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Due to the imposition of a tariff, the quantity of imports falls from Q1Q4 to Q2Q3. 
This enables US firms to then produce more steel at the higher price of Pw + t 
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at the quantity of Q2, instead of Q1 previously. Thus, this has positive impacts 
of  

● Reducing import expenditure [from (Q4 – Q1) X Pw to (Q3 – Q2) X Pw]. 
The rise in import price leads to a more than proportionate fall in quantity 
demanded of imports, since PEDm>1 given domestic substitutes. With 
lower import expenditure, it will reduce trade deficit for USA. 

● Rise in domestic production from Q1 to Q2, hence rise in employment 
(more workers needed to produce Q2). As consumers switch from 
imports to domestically produced goods, C domestic rises, AD rises, 
leading to a multiplied increase in real national income and rise in 
employment.  

● Area C becomes tariff revenue for the US government. This could be 
used to finance long-run supply side policies to improve resource 
quantity and quality, hence strengthen comparative advantage for USA. 
With rising export revenue, it will reduce trade deficit. 

Evaluation 

● Both China pro free trade and USA pro protectionism are justified given 
their respective government priorities in the short-run. For China, it has 
strong CA and has benefited from export-led economic growth and 
employment. While China could be over-reliant on external demand for 
its economic growth and employment, the negative impact of 
protectionism is currently limited to its trade with USA. Hence benefits 
of free trade still outweighs costs of free trade.  

● As for USA, given the loss of CA to China and use of unfair trade 
practices by China, USA benefits from protectionism in the short-run so 
as to reduce its trade deficit and unemployment. While there could be 
costs of protectionism, such as higher prices and lower consumer 
surplus and productive inefficiency of domestic firms, the macro benefits 
of protectionism in terms of reducing trade deficit and unemployment 
could be US government priorities. Hence benefits of protectionism still 
outweighs costs of protectionism. 

● USA protectionism is not justified in the long-run given that nature of 
economy. If USA has indeed loss its CA to China and lack information 
to prove that China adopted unfair trade practices e.g. subsidising 
Chinese exports and currency manipulation, then USA protectionistic 
stance is not justified. In the long-run, US should instead implement SS-
side policies like productivity and innovation schemes so as to regain its 
lost or to create new areas of CA, so that exports become price 
competitive. Once its SS-side policies mature, US should revert to a pro 
free trade position, rather than protectionism. With strong CA, USA will 
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benefit from free trade with rising export revenue, reduced trade deficit, 
multiplied rise in real national income and increase in employment. 

Levels Descriptors 

Level 2 
(5 – 7 

marks) 

● Balanced and well-developed analysis on why US AND 
China differ in their positions on protectionism 

 
● Clear, relevant, accurate and precise economic 

theories/diagrams, and supported with evidence from 
case study 

 
Level 1 
(1 – 4 

marks) 

● One-side analysis on why US OR China differ in their 
positions on protectionism OR 

 
● Under-developed analysis on why US AND China differ 

in their positions on protectionism, BUT lacking clear, 
relevant, accurate and precise economic 
theories/diagrams, and lacking evidence from case 
study 

 
For 

Evaluative 
Comment 

(1 – 3 
marks) 

● Evaluative judgements on whose perspective is more 
justified 

● Supported by a clear criterion, for example, US is less 
justified as it goes against the grounds of specialisation 
and trade (CA argument)  
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Answer three questions in total. 
 
 

Section A 
 

One or two of your three chosen questions must be from this section. 
 

1 Toy building brick companies like Lego have increasingly switched away from using cheaper 
oil-based plastics to sustainable plant-based ones. Such a move will enhance their image, 
hence mitigating the effects of a pessimistic economic outlook. Additionally, parents are opting 
for mobile interactive games as an avenue for imaginative play for their children.  
 

 Discuss how the above might affect expenditure by consumers on toy building bricks and its 
related goods.             [25] 

   
   
2 Many firms have been aggressively expanding overseas. This expansion not only involves 

selling products in new markets, but also includes offshoring their production. Such expansion 
has not been welcomed by domestic firms in these overseas markets. 
 

 (a) Explain why domestic firms might fear such expansion by foreign firms.                     [10] 
   
 (b) Discuss the view that the best strategy for domestic firms to respond to increased 

competition from foreign firms is to cultivate brand loyalty.                   [15] 
   
   
3 Medical drugs have been marketed at such extraordinarily high prices that many people will 

simply not be able to afford them. 
   
 (a) Explain the possible sources of market failure present in the medical drugs market. [10] 
   
 (b) Discuss how policies to address these sources of market failure may result in unintended 

consequences.                                                              [15] 
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Section B 
 

One or two of your three chosen questions must be from this section. 
 
4 Many economists argue that managing rising price pressures is the single most important 

macroeconomic objective for governments. 
   
 (a) Explain possible causes of rising price pressures of goods and services in an open 

economy.                           [10] 
   
 (b)  Discuss the extent to which a government’s policy decisions to manage rising price 

pressures are affected by the degree to which its economy is open.                      [15] 
  
  
5 (a) Explain how a country’s circular flow of income could be affected by its trading partners’ 

pro-trade policy.                                      [10] 
   
 (b) Discuss whether an increasing balance of payments surplus is necessarily desirable for a 

country.                            [15] 
   
   
6 The Singapore economy is likely to see modest growth over the coming quarters, with GDP 

projected to expand by 1% to 3% for 2016. This is coupled with growing income inequality. With 
US adopting protectionism and its growth slipping further, global trade activities will continue to 
dampen.  

  

 Discuss the relative effectiveness of an exchange rate policy and supply-side policies in 
addressing the above challenges for Singapore.                                                                 [25] 
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EQ1 
Toy building brick companies like Lego have increasingly switched away from using 
cheaper oil-based plastics to sustainable plant-based ones. Such a move will enhance 
their image, hence mitigating the effects of a pessimistic economic outlook. Additionally, 
parents are opting for mobile interactive games as an avenue for imaginative play for 
their children.  
 
Discuss how the above might affect expenditure by consumers on toy building bricks 
and its related goods.                                 [25] 

 
Introduction 
Consumer expenditure on goods and services can be derived by multiplying price by quantity 
consumed. Equilibrium price and quantity is determined by the demand and supply of the good 
or service. Changes in demand and supply can be caused by factors such as economic outlook 
and changes in taste and preferences. Such factors will lead to changes in consumer expenditure 
on toy building bricks as well as its related goods such as mobile interactive games and toy 
building bricks related guide books. 
 
Body 
P1: Switching from cheaper oil-based plastics to sustainable plant-based ones could lead 
to a fall in supply of toy building bricks thus affecting consumer expenditure. 
 
Sustainable plant-based plastic costs more than the traditional oil-based ones. This switch will 
lead to a rise in cost of production for toy companies such as Lego. This means that the producer 
will need to receive a higher minimum amount of price for each corresponding unit in order to 
produce it. Producers such as Lego will reduce their supply thus causing a rise in equilibrium price 
and a fall in quantity. The change in expenditure will depend on the price elasticity of demand for 
toy building bricks. 
 
Price elasticity of demand (PED) measures the responsiveness of a change in quantity demand 
due to the change of the price of the good itself ceteris paribus. Due to the availability of many 
close substitutes such as other types of toys and games which helps develop imagination and 
creativity such as Playdoh and K’Nex, consumers are very responsive to the changes in price of 
toy building bricks. A rise in price will lead to a more than proportionate fall in its quantity 
demanded. 

 

The fall in supply is 
represented by a leftward 
shift of the supply curve from 
So to S1. Consumer 
expenditure changes from 
area B+C to A+B. As the fall 
in expenditure (area C) due to 
the fall in quantity is greater 
than the rise in expenditure 
(area A) due to rise in price, 
consumer expenditure for toy 
building bricks will fall. 
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P2: The new environmental image of toy building bricks and the pessimistic economic 
outlook will affect its demand thus affecting consumer expenditure. 
As consumers become more environmentally conscious, they tend to prefer to purchase more 
environmental friendly products such as toy building bricks made of sustainable plant-based 
plastics resulting in a rise in demand. This rise in demand however can be either mitigated or 
offset by a fall in demand due to the pessimistic economic outlook. The overall impact depends 
on the income elasticity of demand (YED) of toy building bricks. 
 
YED measures the responsiveness of consumer demand due to the change in income. Toy 
building bricks are considered normal goods. Therefore the sign of YED is positive. The 
pessimistic economic outlook will result in consumers reducing their demand for normal goods in 
favour of inferior goods as they expect a fall in their purchasing power. 
 

 

EV: Toy building bricks are also luxury 
goods as they are not essential and crucial 
for survival. Their YED value will be more 
than 1 meaning that there will be a more 
than proportionate fall in demand. This fall 
in demand will be able to offset the rise in 
demand due to the change in taste and 
preferences. 
 
Demand will fall causing a leftward shift in 
the demand curve from Do to D1. The fall in 
price (Po to P1) and quantity (Qo to Q1) will 
result in a fall in consumer expenditure. 
 

 
P3: The combined fall in demand and supply of toy building bricks will result in a change 
in its consumer expenditure. 
  
The fall in demand and supply will result in a fall in quantity for toy building bricks. The change in 
price depends on the extent of the fall in demand and supply. 
 
Ev: The extent of the fall in supply is greater than the fall in demand. This is because plastic is 
the main raw material in the production of toy building bricks. Therefore there will be a substantial 
increase in its production costs causing a large fall in its supply. 
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The initial price is at Po where the initial 
demand Do and supply So curves intersects 
one another. With a leftward shifts in both 
demand and supply curves, a shortage of 
QdQs arises as quantity demanded (Qd) is 
greater than quantity supplied (Qs) at the 
initial price Po. This shortage will result in an 
upwards pressure on price. This upwards 
pressure on price will lead to a rise in quantity 
supplied and a fall in quantity demanded. 
Price will continue to rise until it reaches P1 
where Qd = Qs at Q1. There will be an overall 
rise in price and fall in quantity. As PED>1, 
consumer expenditure will fall. 

 
 
P4: The rise in price of toy building bricks and change in taste and preferences will result 
in a rise in demand and consumer expenditure on mobile games. 
With children getting more tech savvy and the development of games that cultivate imagination 
and creativity, consumer demand for mobile interactive games will increase. 
 
The rise in price of toy building bricks will also affect the demand for these games depending on 
the cross elasticity for demand (XED) to the good. XED measures the responsiveness of the 
demand of a good due to a change in price of its substitute or complement. The sign of XED can 
be positive or negative depending on whether the other good is a substitute or a complement. 
Toy building bricks and mobile games are substitutes as they both competitively satisfy similar 
wants resulting in a positive XED for the goods. Both goods help cultivate imagination and 
creativity of children. A rise in the price of toy building bricks will increase the demand for mobile 
games as consumers switched to the cheaper alternative. Their XED value is also high meaning 
that they are close substitutes as children are getting more tech savvy allowing them utilise these 
games with ease. 
 
Therefore, the rise in price of toy building bricks will result in a more than proportionate rise in 
demand for these games. Coupled with the change in taste and preferences for these games, 
demand will increase by a large extent causing consumer expenditure to rise exponentially due 
to the rise in price and quantity. This could offset the effects of the pessimistic economic outlook 
despite the YED of these games being more than 1 as they are not a form of necessity. Consumer 
expenditure will therefore increase. 
 
P5: Rise in price of toy building bricks will lead to a fall in demand for its guide books thus 
reducing consumer expenditure on them. 

The rise in price of toy building bricks will also affect the demand for its complements. Their XED 
sign is negative. These guide books (such as Avengers, Star Wars, etc) are considered a 
complementary good to toy building bricks as it allows the users to explore other methods of using 
them. The rise in price in toy building bricks will lead to a fall in its consumption leading to a fall in 
demand for these books. However their XED will be less than 1 meaning that these guide books 
are not essential in the usage of toy building bricks. Consumer can still create toy models based 
on their own imagination and creativity without the use of these guide books. Therefore the fall in 
demand for these books will be small causing consumer expenditure to fall by a smaller extent. 
However, the effects of the pessimistic economic outlook will cause consumer expenditure to fall 
further given that the YED of these guide books is more than 1 as they are not a form of necessity. 
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Conclusion 
In conclusion, the above development has led to a fall in consumer expenditure on toy building 
bricks. 
 

Stand with criteria 
The most important factor will have to be the switch to the more costly sustainable plant-based 
plastics. The decision by toy building bricks companies to make the switch is to improve their 
image hoping that the rise in demand could offset the rising costs so that profit could rise. 
 
 
Question underlying assumptions 
However due to other factors such as the pessimistic economic outlook which could dampen the 
demand, these companies will not be able to enjoy as much of a rise in demand in the short run. 
However, if the economic conditions were to improve in the long run, demand might increase thus 
resulting in a rise in consumer expenditure. Furthermore, time is needed to change consumers’ 
mindset and preferences towards more sustainable resources. We can therefore see a greater 
rise in demand and thus consumer expenditure on toy building bricks in the long run. 
Marking Scheme 

Level Knowledge, Understanding, Application and Analysis Marks 

L3  For a detailed analysis of the impact of the mentioned factors on 

the expenditure on toy building bricks and its related goods (must 

cover 2 other related goods) 

 Good application of both PED and XED to determine the impact 

on expenditure on the different markets.  

 Well-drawn demand and supply diagrams (including 

simultaneous shift) to support clear analysis and made reference 

in the write-up.  

15-20 

L2  Some analysis of the impact of the mentioned factors on sales 

revenues on the expenditure on toy building bricks and at 

least 1 other related good but analysis may not be rigorous  

 Demand and supply diagrams drawn to support analysis but 

reference may not be consistent. 

 Good application of at least 1 elasticity concept OR Some 

application of elasticity concepts to discuss the direction and 

extent in the change in expenditure.  

9-14 

L1  For a descriptive response with some relevant points. 

 Limited economic analysis. 

1-8 

Level Allow up to 5 additional marks for Evaluation Marks 

E3  Able to provide a reasoned judgement on the change or extent of 
change in consumer expenditure and/or considers SR vs LR 
perspective and/or challenges relevant assumptions. 

 Evaluative judgement supported by appropriate analysis for the 
combined effect of the factors for the different markets. 

 Assess the extent of impact on consumer expenditure using 
relevant elasticity concepts.  

4-5 

E2  Some attempt at evaluation, but are mostly summative conclusion. 2-3 



 

5 

 

 Evaluation is relevant to the question but does not fully explain the 
judgment or does not base it on relevant analysis. 

E1  Unexplained judgement OR limited or weak evaluative comments.  1 
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2 Many firms have been aggressively expanding overseas. This expansion not only 
involves selling products in new markets, but also includes offshoring their 
production. Such expansion has not been welcomed by domestic firms in these 
overseas markets. 
 

 (a) Explain why domestic firms might fear such expansion by foreign firms.  [10]     
   
 (b) Discuss the view that the best strategy for domestic firms to respond to 

increased competition from foreign firms is to cultivate brand loyalty.        [15] 
 
 

  

Suggested Answer for Part a 
 
Question analysis 

Approach 

Command 
Word 

Explain why – Provide reasons 

Question Type Consequences 

End Point 
Problems of expansion firms by foreign firms on 
domestic firms 

Content and 
Context 

Content 
 Impact on revenue of domestic firms 

 Impact on costs of domestic firms 
 

Context Not provided – to provide own examples 

 
Introduction 
 

As mentioned in the preamble, many firms have been expanding overseas and this has 
caused tremendous issues for domestic firms. These either involve a fall in revenue or an 
increase in costs of production, which has negatively affected the profits of domestic firms. 

Fall in profits due to fall in total revenue 

1. With the expansion of foreign firms into domestic markets, this has resulted in a fall in 
demand for the goods and services produced by domestic firms. For example, the 
entry of Taobao (via both Lazada as well as the Taobao platform) into the Singapore 
market for electronics has resulted in many consumers who previously purchased from 
domestic firms such as Courts, to switch towards purchasing from these foreign 
substitutes. The fall in demand has led to a fall in total revenue for domestic firms, 
resulting in a fall in profits. 
 

2. Many of these foreign competitors are also producing at a much larger scale as they 
cater a bigger market in their own countries. Thus, many of the foreign competitors are 
able to enjoy economics of scale which cannot be enjoyed by relatively domestic firms 
in countries such as Singapore.  The ability to produce at a lower average cost than 
their domestic rivals has allowed these foreign firms to better engage in price 
competition due to their cost advantage to chase out these domestic rivals from the 
market. This can be done by setting a price below the average cost of the domestic 
firm but yet higher than the average cost of the foreign firm, allowing the foreign firm 
to continue making supernormal profits. For example, the initial entry of Chinese bike 
sharing companies, such as Ofo and Mobike, has driven domestic firms such as Obike 
to such down, as they are unable to compete with the prices offered by Ofo and 
Mobike.  
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3. The entry of foreign firms also increases the number of substitutes available to 
domestic consumers. Thus, the demand for a domestic firm’s goods/services will 
become more price elastic. This means that should that be an increase in cost, for 
example due to increase in rent or labour costs, the domestic firm will be less able to 
pass on the cost increase by raising prices as this will result in a more than 
proportionate fall in quantity demanded, and a fall in total revenue.  

Fall in profits due to increase in costs of production 

1. As stated in the preamble, foreign firms have also been offshoring their production 
overseas. For example, Apple has offshore production of some components of 
iPhones to countries such as China and Taiwan. Such actions by foreign firms will 
drive up the demand for factors of production, such as land and labour, in these 
countries, and results in an increase in costs of production in the form of higher 
wages and rent. This has reduced the profits that can be earned by domestic firms, 
who may not even be selling the same goods and services as these foreign firms, but 
uses the same factors of production. 
 

2. For domestic firms who are in direct competition with these foreign firms, the fall in 
demand as explained earlier, will result in a fall in the scale of production. This will 
reduce the ability of domestic firms to exploit internal economies of scale and 
results in an increase in average cost of production. Thus, profits will fall. 

In conclusion, domestic firms fear expansion by foreign firms as they are likely to bring about 
a fall in revenue as well as increased costs.  

Level descriptors 
 

Level Out of 10 
marks 

Descriptors 

Level 3 8-10 Displays full slew of skills across AO1, AO2 and AO3:  

 Thorough knowledge displayed by explaining how expansion 
by foreign firms affects a domestic firm’s revenue and costs 

 Clear and coherent analysis, grounded by economic concepts, 
frameworks and principles 

 Good use of relevant examples 

 Considers at least 3 ways in which revenue and costs are 
affected. 

 

Level 2 5-7 Displays AO1 and AO2 skills: 

 Answers are relevant to question but undeveloped explanation 
of impact on costs and revenue 

 Answers that only consider either revenue or cost  

 Must consider at least 2 ways in which revenue and cost are 
affects 

 Limited use of examples; pure theoretical answer  

Level 1 1-4 Uneven display of AO1 and AO2 skills:  

 Smattering of points 

 Many conceptual errors 

 Fails to address question requirement (For example considers 
increase in revenue or fall in costs) 
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 (b) Discuss the view that the best strategy for domestic firms to respond to 
increased competition from foreign firms is to cultivate brand loyalty.      [15]
                

Question analysis 

Approach 

Command 
Word 

Discuss the view: balanced answer + EV 

Question 
Type 

Strategies 

End Point 
Whether cultivating brand loyalty is the best way to 
respond to increased competition 

Content and 
Context 

Content 

Thesis 

 How cultivating brand loyalty reduces the problem 
of increased competition from foreign firms 

Anti-thesis 

 Limitations of cultivating brand loyalty 

 How other strategies can also be used to respond 
to increased competition from foreign firms 

 

Context Not provided – to provide own examples 

 
Suggested Answer for Part b 
 
In view of the expansion by foreign firms as explained above, domestic firms can respond by 
building brand loyalty or by other means.  
 
Thesis: Building brand loyalty can help domestic firms respond to increased 
competition from foreign firms  
 
How building brand loyalty works: 
 
Domestic firms can build brand loyalty through generating actual or perceived differences. For 
example, domestic firms can engage in advertising campaigns to market the superior quality 
of its products to those produced by foreign firms. For example, domestic Singapore banks 
such as DBS, OCBC and UOB still maintain a strong brand loyalty among local consumers as 
their historical performance have been more stable, as compared to foreign banks which have 
generally taken a greater blow during the 2008 Global Financial Crisis. Developing a strong 
brand loyalty will reduce the degree of substitutability and cross price-elasticity of 
demand (XED) the domestic firms’ products with respective to the foreign substitutes.  
 
First, this will mean a smaller fall in demand due to the entry of foreign firms, as consumers 
are less likely to switch their consumption patterns due to the strong brand loyalty. 
 
Second, reducing the XED value will also make the domestic firm less susceptible to the 
foreign firm’s pricing strategy, since a fall in price of the foreign firm’s products will only result 
in a less than proportionate fall in demand.  Thus, profits will only be reduced to a smaller 
extent. 
 
 
Anti-Thesis (1): Building brand loyalty has its limitation in helping domestic firms 
respond to increased competition from foreign firms  
 

1. Building brand loyalty takes time. In today’s globalised world, the entry of foreign 
firms into different markets is happening rapidly. It is almost impossible for any 
domestic firms to have sufficient time to build brand loyalty, especially for newer 



 

4 

 

domestic firms. Even though building brand loyalty can help to address the issue, it 
often takes too long to be effective.  
 

2. Building brand loyalty involves costs. Marketing and advertising involves large 
costs, especially when competing against the marketing and appeal of global giant 
firms. Thus, engaging in efforts to build brand loyalty may result in a greater fall in 
profits. 

 
3. Building brand loyalty does not address the increase in costs of production that 

comes about from increased foreign competition. As explained in part (a), the entry 
of new firms can bring about an increase in costs of production as they are competing 
for the same FOPs.  

 
 
Anti-Thesis (2): Other strategies may be better in helping domestic firms respond to 
increased competition from foreign firms  
 

1. Mergers with other domestic firms. For domestic firms operating in smaller 
consumer markets such as Singapore, they are unlikely to be able to enjoy the same 
level of EOS as larger foreign competitors. Thus, one possible strategy to address this 
issue is for the smaller domestic firms to merge so that they are able to enjoy cost 
savings from the ability to enjoy economies of scale. This will enable these 
domestic firms to better engage in price competition with these foreign firms. 
 

2. Expansion overseas.  Another way to respond to the entry of foreign firms is for 
domestic firms to expand overseas instead. This is especially so if the domestic firms 
see that prolonged competition (both price and non-price) with foreign firms will result 
in large costs being incurred and profits being negatively affected. Thus, expansion 
overseas will allow domestic firms to generate revenue that could mitigate the loss 
of revenue from the entry of foreign firms. For example, as the financial sector gets 
more saturated in Singapore, domestic banks have started to expand overseas, 
especially in fast developing countries such as China and Vietnam.  
 

3. Limit Pricing.  For domestic firms in bigger countries, such as US and China, with a 
large consumer market, they are likely to be able to enjoy EOS to a greater extent. For 
these firms, they are able to set limit pricing (pricing below the profit maximizing 
price) in order to deter foreign firms from entering the domestic market. Such 
actions might send the signal to foreign firms that domestic firms are willing to reduce 
price and endure subnormal profits in the short run if these foreign firms enter the 
market. 

 
 
Evaluation 
 

- Which strategy is the best will depend on the market in question. For example, in 
markets where the domestic firms is already well established, building on its brand to 
develop consumer brand loyalty is a viable strategy since the marginal costs of doing 
so is relatively low. 

- However, in markets where the domestic firms are either relatively small and not well 
established, it is unlikely that developing brand loyalty will help a firm to deal with 
increasing foreign competition in the short run. In these cases, mergers of these 
domestic firms will likely be a more effective strategy. Such mergers will also allow the 
domestic firms to possibly expand overseas. 
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Level descriptors 
 

Level Out of  
10 marks 

Descriptors 

Level 3 8-10 Displays full slew of skills across AO1, AO2 and AO3:  

 Balanced answer on whether developing brand loyalty is the 
best strategy 

 Considers at least one other strategy  

 Clear and coherent analysis, grounded by economic 
concepts, frameworks and principles 

 Good use of examples  
 

Level 2 5-7 Displays AO1 and AO2 skills: 

 Balanced but under developed answer 

 There is clarification of question and application of 
economic concepts, frameworks and principles to relevant 
contexts 

 Limited use of examples 
Answers that don’t consider other strategies  

Level 1 1-4 Uneven display of AO1 and AO2 skills:  

 Does not address the question (one sided answer) 

 Smattering of points or conceptual errors 

 

Levels Out of 5 
marks 

Descriptors 

E3 4-5 Well-reasoned judgements/decisions 

 Critically evaluates policy choices 

 Synthesises economic arguments to arrive at well-reasoned 
judgements and decisions  

 

E2 2-3 Largely unexplained judgements 

 Some attempt at evaluation or a summative conclusion  

 Relevant to the question but does not substantiate the 
judgement  

 Evaluation may not be a logical progression from the prior 
analysis 

E1 1 An unsupported judgement 

 Mere evaluative statements or judgements that are neither 
supported nor relevant to the specific context of the question 
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3 Medical drugs have been marketed at such extraordinarily high prices that many 

people will simply not be able to afford them. 
   
 (a) Explain the possible sources of market failure present in the medical drugs 

market.                                                                                                               [10] 
   
 (b) Discuss how policies to address these sources of market failure may result 

in unintended consequences.                             [15]      
 
Suggested Answer for Part a 
 
Question analysis 

Approach 

Command 
Word 

Explain 

Question Type Causes of Market Failure 

End Point 
Sources of Market Failure present in medical drugs 
market 

Content and 
Context 

Content 

 Market Dominance 

 Imperfect information 

 Inequity 
 

Context Medical Drugs Market 

 
The sources of market failure in the medical drugs market are market dominance, imperfect 
information and inequity. 
 
Source 1: Market Dominance 
 
The market for medical drugs are dominated by a few major pharmaceutical firms such as 

GlaxoSmithKline, Amgen, and Novartis. This results in a situation where monopoly power 

exists in the market, and each firm in the market faces a downward sloping demand curve. 

With reference to Figure 1, the firm chooses to produce at output Qe, where MC =MR so as 

to maximize profits. However, at Qe, the equilibrium price is higher than its marginal cost i.e. 

P > MC In other words, society values medical drugs more than what it costs the monopolist 

(society) to produce it in terms of the opportunity costs of the resources required. The 

allocative efficient output is achieved at Qs where P=MC. Hence, there is underproduction by 

the amount Qs - Qe. Too few resources are being allocated to the production of medical 

drugs, resulting in deadweight loss (area ABC). This leads to market failure. 
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Source 2: Inequity  
 
Since the market is only dominated by a few large firms, the demand curve facing each 
pharmaceutical firm is relatively price inelastic. Thus, the profit maximising price will occur at 
a relatively high level, and as stated in the preamble, this will result in high prices for medical 
drugs, some of which may be essential medication. Due to the high prices, such essential 
medication are not made available to low income families, resulting in market failure.   
 
Source 3: Imperfect information  
Consumers who consume medical drugs may underestimate the benefit of the medical drugs, 
as they may not have complete knowledge. Consumers may not be aware of how 
consumption of certain medical drugs (such as vaccinations) can increase chances of 
survival significantly. In many places around the world, some consumers (known as Anti-
vaxxers) have questioned the effectiveness of vaccinations due to dubious research (which 
has been discredited), and go as far as to refuse being vaccinated. In these situations, 
consumers’ perceived private benefit of consuming vaccinations is lower than the 
actual private benefit of consuming vaccinations (MPBPerceived < MPBActual). 
 
Source 4: Positive Externalities in Consumption 
 
There are positive externalities accrued to those who are not involved in the consumption of 
medical drugs. An example of this is the benefit that family members and colleagues (who 
don’t consume the medical drugs) are also less likely to suffer from illnesses.  Due to the 
presence of the positive externality, the Marginal Social Benefit (MSB) is greater than the 
Marginal Private Benefit (MPBActual). 
 

Figure 1: Market Failure due to market dominance 
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(Combining Sources 3 and 4) 
 
In the free market, the market equilibrium is QP1, determined by the fact that consumers and 
firms consider only its private benefits and private costs respectively (MPB=MPC). However, 
the socially-optimal amount is QS where MSB=MSC. Since QP1< QS, there will be an under-
consumption of vaccines in the free market. At quantity QP, marginal benefit to society is 
greater than marginal cost to society. This means that societal welfare could have be gained 
by increasing quantity up to the socially optimal output of vaccines QS. This forgone societal 
welfare is the deadweight loss (shaded area). Hence, the free market causes under-
consumption of vaccines, leading to allocative inefficiency and hence market failure. 
 
Level descriptors 
 

Level Out of 10 
marks 

Descriptors 

Level 3 8-10 Displays full slew of skills across AO1, AO2 and AO3:  

 Thorough knowledge displayed by explaining the sources of 
market failure 

 Clear and coherent analysis, grounded by economic concepts, 
frameworks and principles 

 Good use of relevant examples 

 Considers at least 2 sources of market failure 

Level 2 5-7 Displays AO1 and AO2 skills: 

 Answers are relevant to question but undeveloped explanation 
of sources of market failure 

 Limited use of examples (Pure theoretical answer will be 
capped at 5m) 

 1 source of market failure (Capped at 5m) 

 No diagrams (capped at 7m) 

Figure 2: Imperfect information and Positive externality in consumption in 

vaccines 
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Level 1 1-4 Uneven display of AO1 and AO2 skills:  

 Smattering of points 

 Many conceptual errors 

 Fails to address question requirement  
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(b) Discuss how policies to address these sources of market failure may result in 
unintended consequences.                                                                   [15] 

 

Approach 

Command 
Word 

Discuss how: Balanced answer + EV 

Question 
Type 

Consequences 

End Point 
Unintended consequence of policies to address market 
failure 

Content and 
Context 

Content 

 Policy to address market dominance and its 
unintended consequences (limitations) 

 Policy to address inequity and its unintended 
consequences (limitations) 

 Policy to address imperfect information and its 
unintended consequences (limitations) 

Context Medical Drugs Market 

 
 
Introduction 
 
With reference to part (a), government intervention can help to address market failure due to 
various sources but these policies often bring about unintended consequences. 
 
Body 
 
Policy to address market dominance and inequity: Price controls (Marginal cost pricing) 
 
How it works: With reference to figure 1, governments can impose a price ceiling = Ps. 
Producers will no longer be able to charge their original profit maximizing price (Pe), but 
instead the price ceiling will induce pharmaceutical companies to increase production to Qs. 
This addresses the allocative inefficiency in the production of medical drugs. At the same 
time, setting a price ceiling also reduces the price from Pe  Ps and this will increase the 
affordability of essential medical drugs to low income families, thereby reducing the inequity 
present in the market for medical drugs. 
 
Unintended consequence 1: The imposition of a price ceiling will lower the supernormal 
profits made by these pharmaceutical companies to become sub-normal profits. Medical drugs 
are developed through a rigorous and long drawn process of research and development. 
These R&D processes are often costly, with no certain of success. The reduction in 
supernormal profits will reduce both the ability and willingness of pharmaceutical companies 
to undertake such R&D. In the long run, the quality of medical drugs may not improve to as 
large as an extent as it could have been, worsening consumer welfare.  
 
Unintended consequence 2: In the extreme case, the imposition of such price ceilings will 
cause pharmaceutical firms to shut down if the price ceiling is set below the average cost of 
the firms in the long run (also if P < AVC in the short run). This will create even greater 
deadweight loss to society, since production levels will now fall to zero. In order to cut costs 
so as to maintain supernormal profits, pharmaceutical firms may also engage in fewer safety 
tests for their medical drugs and this will have further repercussions on consumer health and 
welfare in the long run.  
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Policy to address imperfect information/positive externalities: Indirect subsidies 
 
 

 
 

How it works: If the government gives the producer a subsidy per unit that is equal to GF, the 
supply curve (MPC to MPC+subsidy) will shift to the right or vertically downwards by the full 
amount of the subsidy (GF). Since firms have increased the supply of health screening, the 
market price will fall, ceteris paribus.  The lower price of health screening will induce 
consumers to increase the quantity demanded from QP to QS, the level of output that is 
allocative efficient and the deadweight loss has been eliminated.  
 
Unintended Consequence 1: Indirect subsidies on medical drugs (such as vaccinations) may 
also incur opportunity costs and strain on the government budget. In the case of a country 
such as Singapore, which is facing an ageing population, there could be more pressing needs 
in other areas such as housing. If the imposition of the subsidies in the medical drugs market 
requires subsidies to be reduced in other markets, the allocative inefficiency may just be 
transferred from one market to another.  
 
Unintended Consequence 2: Due to imperfect information, it may be hard to have an 
accurate valuation of the level of imperfect information. Hence, the government may not know 
the optimal amount of subsidy to give to attain the socially efficient output and may over-
subsidize leading to over consumption. As shown in the diagram above, if too high a subsidy 
is given (MPC + subsidy’), this will result in an even greater deadweight loss (Area FHI), 
worsening the market failure instead.  
 
 
Policy to address imperfect information: Education Campaigns 
 
How it works: Public education campaigns increases the public’s awareness of the positive 
benefits of consuming medical drugs such as vaccinations. One of the ways is providing 
information in the form of pamphlets or advertisements on the benefits of vaccinations. If 
successful, such public education campaigns reduce the level of imperfect information, and 
reduce the divergence between MPBperceived and MPBactual. As such, the market will respond 
by increasing the quantity consumed towards the socially-optimal amount Qs. 
 

Figure 3: Imperfect information as a source of market failure 
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Unintended Consequence 1: Such education campaigns may be long drawn as it will take a 
significant amount of time to change consumers’ mindsets. Thus, significant costs can be 
incurred by the government, which could have been used to address inefficiency and inequity 
in other markets. Again, a trade off will be incurred.  
 
Evaluation 
 

 It is inevitable that every policy has unintended consequences due to the presence of 
trade-offs in every choice made by the government on how to enact policies to allocate 
resources. This is fundamentally due to the problem of unlimited wants and limited 
resources. 

 To minimize such unintended consequences, governments will have to expand the amount 
of resources available so that less trade-offs need to be made. These will not only involve 
microeconomic policy choice, but also macroeconomic ones to grow the economy. 

(Other possible EV points: Which unintended consequence is most severe etc) 

Note: there are many other policies that students can possibly use for these answers. As long 

as they reasonably address the sources of market failure explained in part (a), these answers 

should be credited.  

 

Level Out of  
10 marks 

Descriptors 

Level 3 8-10 Displays full slew of skills across AO1, AO2 and AO3:  

 Balanced answer on the unintended consequences of 
policies to deal with market failure  

 Considers at least 2 policies and a total of 3 unintended 
consequences   

 Clear and coherent analysis, grounded by economic 
concepts, frameworks and principles 

 Good use of examples related to medical drugs 
 

Level 2 5-7 Displays AO1 and AO2 skills: 

 Balanced but under developed answer 

 There is clarification of question and application of economic 
concepts, frameworks and principles to relevant contexts 

 Limited use of examples 
Answers that do not explain how the policy works will be capped at 
6m 
1 policy with at least 2 unintended consequences : 5m 

Level 1 1-4 Uneven display of AO1 and AO2 skills:  

 Does not address the question  

 Smattering of points or conceptual errors 
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JC2 Preliminary Examinations 2018 
H2 Economics Paper 2 – Essay 

 

 
Part (a): Explain possible causes of rising price pressures of goods and services in an 
open economy.      [10] 
 
Question Dissection 

Command 
Word 

Explain 

Question Type Explanation 
 

Concept(s)  Meaning of an open economy 

 Causes of inflation in an open economy 
o Cost-push inflation 
o Demand-pull inflation 

 

End Point To explain at least 2 causes of inflation specifically in the context of an 
open economy.   

Context Any country, though reference can be made to Singapore’s context 
 

 
Suggested Answers 

 
(I) Introduction 
 
An open economy refers to an economy that interacts freely with other economies around the 
world. Economic openness can be measured as openness and reliance of an economy to 
trade, foreign investment, labour and capital flows. Singapore is one such open economy 
where its external demand constitutes a large percentage (about 300%) of its GDP and FDI is 
about 70 % of its total investments. Due to the constraints of a small population size with a 
lack of natural resources, the Singapore economy has to be open which means that it is heavily 
reliant on exports and FDI to drive its economic growth.  
 
When an economy is faced with rising price pressures on good and services, it suggests that 
the economy is facing an Inflationary situation. Inflation is defined as a sustained rise in the 
general price level of a given basket of goods and services in an economy over time, usually 
a year. Hence rising price pressures (or inflation) can be caused by a persistent rise in 
aggregate demand (AD) or due to a persistent fall in aggregate supply (AS). 
 
Being open means that the main types of rising price pressures of goods and services is often 
that of import-price-push inflation and external demand-led demand pull inflation.  
 
 

4 Many economists argue that managing rising price pressures is the single most 
important macroeconomic objective for governments. 

   
 (a) Explain possible causes of rising price pressures of goods and services in 

an open economy.              [10] 
   
 (b)  Discuss the extent to which a government’s policy decisions to manage 

rising price pressures are affected by the degree in which its economy is 
open.                           [15] 
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(II) Body 
 

(1) Cost-push Inflation  
 
Being open makes an economy most vulnerable to external supply shocks such as increase 
in the price of imported oil and other raw materials caused by strong demand from China and 
other emerging economies , higher prices of imported food due to bad weather, and higher 
foreign inflation. Singapore’s lack of natural resources implies a heavy reliance on imported 
raw materials and necessities for both the production of goods and services, as well as for 
consumption respectively. As such open economies such as Singapore are extremely 
susceptible to rising prices pf imported goods and services. An example is how Singapore’s 
inflation rate rose to 6.6% in 2008, three times the inflation rate in 2007. This was because of 
rising food prices in our neighbouring countries, coupled with sharp increases in global oil 
prices that year.   
 

 
 
Figure 1: Cost-push inflation (from imported inflation) 
 
As a result of higher cost of production due to higher import prices, ceteris paribus, profits fall 
and producers cut back on production, causing the the SRAS1 curve to  shift upwards (i.e. to 
the left) to SRAS2. , This results in shortages and causes an upward pressure on prices thereby 
resulting in a higher general price level, P2 and a lower equilibrium national output at Y2. If 
there are further increases in costs of production, and firms pass on the higher costs to 
consumers in the form of higher prices, SRAS will then fall further from SRAS2 to SRAS3, 
causing the general price level to rise to P3 and the level of national output to fall to Y3. 
 
Hence, with higher prices of imported final products as well as through higher cost of imported 
inputs which raise cost of production, this will cause rising domestic price pressures of goods 
and services in an open economy such as Singapore. 
 
 
(2) Demand-pull Inflation 
 
Being open, an economy is also very prone to demand pull inflation, especially when there is 
strong growth of its trading partners. For an open economy like Singapore, strong growth of its 
trading partners such as China means there is a rise in real national income of such countries. 
This rise in foreign purchasing power from these countries will cause a more than proportionate 
increase in the demand for Singapore’s exports, since Singapore exports mainly goods whose 
demand is income elastic for instance electronics and high-end pharmaceutical products. This 
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leads to a rise in Singapore’s total export revenue. Assuming total expenditure on imports 
remaining constant, there is a rise in (X-M).  
 
Strong growth of its trading partners also boost both firms’ profitability as well as business 
confidence. Assuming that these foreign firms are equally confident in an open economy such 
as Singapore, a rise in their expected profitability will increase their Marginal Efficiency of 
Investment (MEI), thereby making them invest in Singapore. In other words, foreign direct 
investment (FDI) in Singapore rises.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2: Demand-Pull Inflation 
 
Ceteris paribus, AD increases sharply due to an increase in FDI and net exports which is a 
large component of AD. This is shown by a rightward shift of AD curve from AD0 to AD1. 
Assuming the country is operating near full employment, there will be a shortage of final goods 
and services which exerts upward pressure on GPL. GPL continues to rise until shortage is 
eliminated. The persistent increase in the general price level services from P0 to P1 depicts 
demand-pull inflation. 
 
Hence, in an open economy, external factors such as strong growth and thus rising affluence 
of its trading partners would be one of the main causes of demand-pull inflation, hence 
accounting for the significant impact on rising price pressures of goods and services.  
 
 
(III) Conclusion 
 
A very open economy like Singapore which is resource-scarce and import-reliant given her 
small domestic market, external factors such as imported inflation (cost-push inflation) and 
rising affluence of its trading partner (demand-pull inflation) would be the main causes of 
inflation in the domestic economy. Moreover, both demand-pull and cost-push inflation can 
reinforce each other to bring about a greater rise in price pressures of goods and services in 
an open economy. 
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Level Knowledge, Application / Understanding and Analysis Marks 

L 3  
 

For an answer that gives a detailed and analytic explanation using AD-AS 
model on the causes of rising price pressures of goods and services in an 
open economy  
 
Well-elaborated analysis would include the use of AD-AS model to explain 
the demand-pull and cost-push inflation and relevant examples of an open 
economy.  is required, with clear reference made to the diagrams.  
 

8 – 10 
 

L 2  
 

For an answer that gives a descriptive explanation on the causes of rising 
price pressures of goods and services in an open economy  
 
Some gaps are evident in some of the analysis and explanation may only 
focus on one cause of inflation (max 5 marks) 
 

5 – 7 
 

L 1  
 

For an answer that shows some basic knowledge of the possible causes of 
rising price pressures of goods and services in an open economy  
 
Limited application of economic analysis 
 

1 – 4 
 

 
 
 Part (b): Discuss the extent to which a government’s policy decisions to manage rising 
price pressures are affected by the degree in which its economy is open.            [15] 
 
Question Dissection 
 

Command 
Word 

Discuss  

Question Type Explain, elaborate and give a reasoned opinion, of which an evaluative  
conclusion is expected 

Concept(s)  Meaning of an open economy 

 Sources of Inflation  

 Policies to tackle sources of inflation 

End Point To consider various factors (including openness of an economy) and its 
relative importance in influencing the choice of policy decision to manage 
rising price pressures is based 

 Thesis: Openness of economy can influence the choice of policy 
decision  

 Anti-thesis: Other factors besides openness  of economy  

Context Any country, though reference can be made to the Singapore’s context, 
where applicable. 

 
Suggested Answers 

 
(I) Introduction 
 
Implementing policies to manage rising price pressures in order to attain a low and stable 
inflation is especially essential for an open economy. This is because low and stable inflation 
could promote business investment, employment, and sustained economic growth. Besides 
increasing the export competitiveness which is a crucial avenue to generate income and 
employment for the economy, an environment of low and stable inflation attracts FDI. Hence 
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price stability is a pre-requisite before exports demand and FDI can serve as growth engines 
for an open economy.  
 
To manage rising price pressures, the degree in which an economy is open does influence a 
government’s choice of policies, although there are also other factors that policy makers must 
consider when deciding on policy choice.  
 
 
(II) Body 

 
Thesis: Openness does influence a government’s choice of policies to manage rising 
prices. 
 
(1) Use of Exchange Rate Policy to tackle Root Causes of rising price pressures in 

an open economy  
 
As explained earlier, being open makes an economy susceptible to both cost-push inflation 
(caused by rising import prices) and demand-pull inflation (caused by excessive increase in 
export demand by foreigners) from external causes. To tackle such cost-push inflation, open 
economies like Singapore use monetary policy (MP) centred on exchange rates. By adopting 
a slow and gradual appreciation of the Singapore dollar (SGD), this lowers the prices of 
imported final goods & services in domestic currency. This fall in price of imported final good 
and services has a direct effect in bringing import price-push inflation rate down. In addition, 
as such economies are heavily reliant on imports for raw materials, the stronger SGD 
Singapore dollar also lowers the prices of imported inputs and raw materials in domestic 
currency, which will in turn lower firms’ cost of production. Ceteris paribus, this increases 
profits and assuming firms pass on the cost savings to consumers, firms increase production, 
leading to a rightward shift of the AS curve and hence lowering the equilibrium general price 
level in the economy. This corrects the cost-push inflation that is caused by import price-push 
inflation. 
 
To tackle demand-pull inflation caused by excessive growth of AD, an appreciation of the 
exchange rate would cause export (X) prices in foreign currency to rise, leading to a fall in the 
quantity demanded of exports. At the same time, import (M) prices will fall in domestic 
currency, leading to a rise in quantity demanded of imports. Assuming that the sum of price 
elasticity of demand for the country’s exports and imports is greater than one or that the 
Marshall-Lerner condition is met, the currency appreciation will lead to a fall in Singapore’s 
net exports.  This will reduce AD and cause a fall in the equilibrium general price level, hence 
reducing demand-pull inflation caused by large increase in demand for exports in a situation 
where the economy is near full employment. 
 
Hence ‘openness’ of an economy would play a significant role in influencing government’s 
choice of policy to manage rising price pressures. For countries like Singapore (extremely 
open) where exports revenue and imports expenditure is more than 300% of its GDP, using 
monetary policy centred on exchange rates to attain price stability is more strategic in 
effectively targeting the root causes of rising price pressures in an open economy. 
 

 
(2) Being open to capital flow may limit effectiveness of the use of interest-rate 

centred MP 
An open economy also suggests being open to capital flow from FDI which increases AD. As 
such, contractionary monetary policy centred on interest rates can also be used to reduce AD 
and curb demand-pull inflation. The government reduces the money supply to bring down the 
rate of inflation.  When money supply falls, interest rates will increase, leading to an increase 
in the cost of borrowing. This will discourage investment and consumption expenditures due 
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to the higher cost of borrowing. Thus the level of aggregate demand falls, and the resulting 
surpluses would drive down the general price level, hence curbing demand-pull inflation.  
 
If an open economy is the result of constraints faced by the country for instance, its small 
domestic market and the lack of availability of resources, then contractionary monetary policy 
centred on interest rates may not be effective for such a small and therefore open economy, 
as in the case of Singapore. Singapore is unable to control interest rate through money supply, 
and is unable to control both interest rate and exchange rate at the same time. Being small 
and therefore open, Singapore is dependent on and experiences free financial capital mobility 
in and out of Singapore. There is essentially lack of control over the domestic money supply 
and hence supply of loanable funds due to large inflow and outflow of international flows of 
money. Any decrease in interest rate through an increase in domestic money supply will trigger 
an outflow of international money supply as financial assets in Singapore yield less interest 
earnings for speculators. Hence, the outflow of international money supply will negate any 
original increase in domestic money supply, rendering interest rate-centred monetary policy 
ineffective. Additionally any change in interest rates may have minimal impact on FDI since 
foreign investors are usually interest insensitive because their decision to invest in a foreign 
country is based on reasons other factors such as expectations of economic growth and 
profitability, other than such interest rates change.   
 
Hence the choice of monetary policy tool is influenced by the extent to which an economy is 
open. Given the small and therefore open nature of the Singapore economy, to manage rising 
price pressures so as to attain price stability, it would be more strategic for governments to 
use exchange rate as a monetary policy tool as opposed to the interest rate-centred monetary 
policy employed in large and less open economies.  
 
[Note: this idea of limiting the effectiveness of the use of interest-rate centred MP can also be 
considered as an anti-thesis point, if students argue that besides the characteristics of open 
economy, another characteristic i.e. size of economy also influence choice of govt policy] 
 
Anti-thesis – Other factors (other than openness of economy) that affect Spore govt 

policy decision to achieve low and stable inflation 

(3) Other Causes of inflation besides External Factors (Supply-side Policy) 

If the cause of inflation stems from domestic sources such as rising wages as a result of a 
tight labour market and falling labour productivity of the workers, this translates into an 
increase in costs of production for firms. As costs of production rises, the SRAS would fall as 
firms would not be able to produce as much output as previously. This would bring about an 
increase in general price level and a fall in real national income, leading to cost-push inflation. 
Hence, to tackle such cost-push inflation, ‘openness’ of an economy is a less significant factor 
to influence government’s policy decision to attain price stability. In this case, the government 
would implement policies that can increase the labour productivity of its workforce.  
 
Assuming the government has strong fiscal budget position, it can implement supply-side 
policies by spending on Improving Human Capital. This could involve providing subsidies to 
improve education and training so as to raise workers’ productivity as well as increase their 
job flexibility and mobility. Government can provide educational facilities to increase 
accessibility to education. This ensures that sufficient training is provided and there is sufficient 
supply of skilled labour. For example, with the SkillsFuture initiative, the Singapore 
government helps workers to learn new skills which raise the average quality of the labour 
force. This increase in productive capacity shifts the AS curve to the right from AS0 to AS1, 
reducing general price level from P0 to P1, hence mitigating the cost push inflation.  
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Figure 3: Effects of Supply-side Policies 
 
Moreover, better trained workers can also help to develop and produce higher quality products, 
increasing demand and revenue. Hence, such initiatives have the unintended consequences 
of helping to create productive employment opportunities. From the diagram above, the 
increase in real national output from Y0 to Y1 would lead to a rise in the derived demand for 
labour. Hence, unemployment falls. This can help improve the income of lower income families, 
and hence narrow the income inequality which is a growing concern in Singapore.  
 
(Note to Markers: Although SS-side policies are preferred since NY can still grow while 
reducing GPL, the use of contractionary FP is also possible. Hence, the other consideration 
will be the govt’s ability to reduce G esp on infrastructural projects and public and merit goods 
which are likely urgent. However, if student talks about the size of k which depends on MPS, 
MPT and MPM, it is not as relevant since size of k will impact the extent of NY fall, rather than 
the extent of GPL fall. ) 

 
 
(4) Possibility of High Opportunity Cost Incurred 
While supply-side policy policies is useful to curb cost-push inflation caused by domestic 
factors, the government would also need to consider the possibility of budget constraint faced 
when adopting supply-side policy to achieve price stability. The cost of providing or subsidising 
training can impose a burden on the government budget, as it requires huge sums of funding. 
This can reduce budget surplus, or increase budget deficit depending on the government’s 
budget position. There is also opportunity cost associated with funding training and education, 
which is money which could be spent on other social sectors such as healthcare and/or on 
infrastructure, hence sacrificing government spending in other areas that could help improve 
the country’s standard of living.  
 
As such, faced with potentially high opportunity costs of a policy, policy makers will then have 
to make a judgement on whether these costs (including opportunity cost) can be managed, 
and if not, the possibilities of adopting other policies to attain price stability instead. Hence in 
this case, especially for countries facing a lack of budget reserves, policy makers would 
consider beyond openness of economy to decide on choice of policy to manage rising price 
pressures.  
 
 
 

Real national output 0 

AD 

General price level 

P0 

Y1 

AS0 

E0 

AS1 

P1 

YF1 YF0 Y0 

E1 



 

8 

 

(5) Potential Conflict in Policy Objectives  
For an open economy such as Singapore, although a strong Singapore dollar may be effective 
in maintaining a low rate of inflation, yet we have to be aware that the appreciation of currency 
comes at the costs of eroding our export competitiveness. The stronger Sing dollar would 
unfortunately cause the prices of exports in foreign currency terms to become more expensive. 
Since demand for exports tend to be price elastic due the presence of diverse substitutes, the 
rise in prices of Singapore’s exports would lead to a more than proportionate decrease in 
quantity of exports demanded, undermining our export revenue. This would result in a 
worsening of current account and therefore balance of payment, and more importantly, an 
undesired contractionary effect on on real national output and hence, economic growth and 
employment of the economy as next exports falls. Thus in the short run, the government may 
face with the problem of achieving lower inflation at the expense of increased unemployment 
and unfavourable balance of payments position. Hence to manage rising price pressure and 
attain price stability, the government might need to implement complementary policies to 
mitigate the potential conflicts with other macroeconomic objectives that could arise from an 
appreciating exchange rate.  
 

(III) Evaluation 
 
Openness of an economy could, to a large extent, influence a government’s policy decisions 
to manage rising price pressures so as to attain price stability. Appreciating exchange rate, 
despite its limitations has been a major and effective policy in curbing imported inflation in a 
very open economy such as Singapore.  
 
Although it is an important consideration, there are other factors that the government needs 
to take into consideration for sound policy decisions. Of particular importance would be the 
root cause of rising price pressures. This is particularly applicable for a very open economy 
such as Singapore where the nature of inflation has morphed over the years with internal 
factors becoming increasingly significant contributors, given an increasingly ageing population 
and the situation made worse off as in 2011, the government introduced policies to further 
restrict the foreign labour inflow into its shore. Exchange rate policy should be used together 
with policies like supply side policies to improve labour productivity and export competitiveness 
so as to manage rising price pressures in the economy. Additionally regardless of the degree 
of openness of an economy, there are often multiple sources of inflation and thus governments 
should employ a mix of policies that are appropriate to the respective sources of inflation, in 
order to solve the problem effectively and at the same time minimise any other undesirable 
conflicts in policy objectives that may come along.  
 
All these factors are important for government’s consideration in their policy decisions to 
manage rising price pressure, and policy decisions are not made based only on a single factor 
i.e. openness of an economy. 
 
  



 

9 

 

Level Knowledge, Application / Understanding and Analysis Marks 

L3 For an answer that has depth to the explanation for the choice of policy 
decision to manage rising price pressures. A good explanation of at 
least 2 policy decisions, one that is based on openness of economy and 
another on 2 other factors that could influence policy decisions plus a 
descriptive explanation of a third policy decision.  
 

8-10 

L2 For an answer giving largely descriptive explanation of the policy 
decisions and the reasons for their choice or a largely descriptive 
explanation that is skewed towards either the thesis or anti-thesis of the 
question  
 

5-7 

L1 For an answer that shows knowledge of the policy decisions and/or 
unexplained reasons for their choice.  
 

1-4 

   

E3 For an answer that arrives at an analytically well-reasoned judgement 
on the relative importance of the openness of an economy and other 
factors in influencing choice of policies to manage rising price pressures  
 

4-5 

E2 For an answer that makes some attempt at a judgement that is 
elaborated with relevance to the question 
 

2-3 

E1 For an answer that gives an unsupported evaluative stance which 
attempts to respond to the question 
 

1 
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5 (a) Explain how a country’s circular flow of income could be affected by its trading partners’ 

pro-trade policy.                                  [10] 
   
 (b) Discuss whether an increasing balance of payments surplus is necessarily desirable for 

a country.                      [15] 

 

 
Part (a): Explain how a country’s circular flow of income could be affected by its trading 
partners’ pro-trade policy.  [10 
 
Question Dissection 

Command Word Explain 

Question Type Explanation 
 

Concept(s)  Circular flow of Income  
 Workings of the Multiplier Process 

 
End Point To explain how increase in injection via an increase in export expenditure (due to 

pro-trade policy adopted by a country’s trading partner) into the circular flow of 
Income can lead to a multiplied increase in the country’s national income 
 
OR Students can alternatively interpret as a rise in X and M but M rising more 
than X and hence a rise in W  reverse k process.  

Context Any country 
 

 
Suggested Answers 

 
(I) Introduction 
 
When a country’s trading partner adopts a pro-trade policy, this suggests that free trade is 
promoted where buyers and sellers from different economies may voluntarily trade without a 
government applying tariffs, quotas, subsidies or prohibitions on goods and services. This may 
facilitate the increase in the demand for the country’s exports, hence increasing its export revenue. 
Assuming that import expenditure remains unchanged, the increase in the country’s export 
revenue will lead to an injection into a country’s circular flow of income, which will then lead to a 
multiplied increase in the country’s national income.   
 
[Note: students can also explain that pro-trade policy of trading partners can encourage an increase 
in import expenditure of the country. Assuming that increase in export revenue is greater than 
import expenditure, this will lead to an increase in injection into the country’s circular flow of income) 
 
(II) Body 
 
(1) Describe the circular flow of income model 
 
The circular flow of Income shows the flow of goods & services and their payment around the 
economy. It illustrates the relationship between various economic units and how the economy 
arrives at an equilibrium level of output, income and expenditure 
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Figure 1: The Circular Flow of Income Model 
 
 
To produce a country’s final goods and services, firms pay income to households for the use of 
factors services i.e. labour services, land, capital and entrepreneurship-ability owned by 
households. Households will then use their factor income to buy domestically produced 
consumer goods and services from firms. 
 
However, in a 4-sector economy, not all income earned by households is spent on domestically 
produced goods and services and passed back to firms. Some of the income may leak out of 
the circular flow of income in the form of savings, taxes paid to the government and expenditure 
on imported goods. These make up the withdrawal from the circular follow of income. 
Withdrawals (W) or leakages from the circular flow refer to household income that is not spent 
on domestically produced goods and services. Additionally, only part of the demand for firms’ 
output arises from household expenditure. Expenditure on domestically produced goods and 
services is also made up by firms, government and the foreign sector in the form of injections. 
Injections (J) or additions into the circular flow of income refer to the income received by 
domestic firms that do not arise from domestic household consumption. These include the 
investment expenditure (I), government expenditure (G) and export expenditure (X). 
  
In an 4-sector economy, equilibrium national income is achieved when total withdrawals equals 
total injections i.e. W (i.e. S+T+M ) = J (i.e. I+G+X). At the equilibrium level of national income, 
current spending also equals current national output. Hence, there is no depletion of inventories 
or accumulation of inventories and firms have no incentive to increase or reduce production.  
 
 

(2) Explain how rise in export expenditure (X) as an injection leads to a multiplied 
increase in national income through the workings of the multiplier process.  

 
With the pro-trade policy adopted by a country’s trading partner, this can lead to an increase in 
the country’s export expenditure. This in turn represents an increase in injection such that total 
injections now exceed total withdrawals and the economy is now in disequilibrium. As J > W, 
there will be a depletion of the inventories. Hence firm will step up production in the next period 
which translate into hiring more labour which is a derived demand for producing the goods and 
services.  Firms will pay out more factor income which increases the national income and induce 
more consumption.  
 
Assuming a 4-sector economy with excess capacity, an injection or autonomous increase in 
exports expenditure of $100 million will generate an initial increase in income of $100 million for 
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households employed by firms. These households will spend a proportion of the additional 
income on consumption of $50 million, depending on the size of their marginal propensity to 
consume (assume MPC 0.5), while the rest (i.e. $50 million) is leaked away as additional 
savings, taxes or particularly imports spending given that there is free-trade promoted between 
the trading countries and hence the country will be more incentivized to increase its expenditure 
in imports. 
 
Since one person’s spending creates another person’s income and income stimulates further 
spending, this rise in consumption on domestically produced goods of $50m creates income for 
another group of people who supply the consumer goods.  They will in turn increase induced 
consumption based on their MPC (which equals $25 million in this example) while the rest 
constitutes further leakages (of another $25 million here).  

  
This cycle of spending and re-spending will continue until the total increase in leakages (i.e. 
100 million here) equals to the initial injection (i.e. $100 million here) into the circular flow of 
income. The multiplier process eventually stops because of the presence of leakages. The 
increase in induced consumption is smaller with each successive round as part of increase in 
income is leaked out in the form of S+ T + M. 

 
The eventual increase in national income is several times the initial increase in injections. In 
this numerical example, it will rise by $200 million. The multiplier, k, represents how many times 
the national income increase with respect to the initial injection. In this numerical example, 
multiplier = 1/MPW  or (1-MPC) = 2. 
 
(III) Conclusion 
 
Hence, with a pro-trade policy adopted by a country’s trading partner, it can enable the country 
to enjoy a multiplied increase in its national income. The extent of the increase in its national 
income is dependent on the size of the multiplier which is in turn dependent on the proportion 
of leakages (MPW) or the proportion of induced consumption (MPC). Therefore, the smaller 
the value of MPW or higher the value of MPC, the greater the size of the multiplier, and that 
would mean a greater multiple increase in a country’s real national income.  
 
In this case, since the marginal propensity to import may increase due to the pro-trade policy 
advocated by the country’s trading partners, the size of the multiplier is expected to be smaller 
and hence the leading to a smaller increase in real national income.  
 
Note: Candidates could alternatively provide the explanation for which the rise in M exceeds 
the rise in X for the domestic country due to the partner’s pro-trade position. 

 

Level Knowledge, Application / Understanding and Analysis Marks 

L 3  
 

For a well-analysed and reasoned answer on how an increase in export 
expenditure due to trading partner’s pro-trade policy can lead to a multiplied 
increase in national income through the multiplier process taking effect 
within the circular flow of income. 
 
The circular flow of income diagram is required, with clear reference made 
to the diagram.  
 

8 – 10 
 

L 2  
 

For an answer that gives a descriptive explanation to explain how an 
increase in export expenditure can lead to a multiplied increase in national 
income.  
 
Insufficient depth in analysis, missing out certain components or processes 
within the circular flow of income. 
. 

5 – 7 
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L 1  
 

For an answer that shows some basic but largely inaccurate knowledge of 
the circular flow of income. 

1 – 4 
 

 
 
Part (b): Discuss whether an increasing balance of payments surplus is necessarily 
desirable for a country. [15] 
 
Question Dissection 

Command Word Discuss –  
Question Type Explain, elaborate and give a reasoned opinion, of which an evaluative  conclusion 

is expected 
 

Concept(s)  Meaning of BOP surplus 
 Impact on macroeconomic goals  

 
End Point To arrive at a conclusion on whether an increasing BOP surplus is necessarily 

desirable for a country in terms of its impact on the macroeconomic objectives, 
and taking into consideration the nature and state of the economy. 

Context Any country 
 

 
(I) Introduction 

 
Define BOP and BOP surplus 
The Balance of payments (BOP) of a country is a statement of receipts for all economic 
transactions between residents of a country with the rest of the world over a period of time, usually 
a year. A balance of payments surplus may occur as a result of net inflow from either the current 
account (CA) or capital and financial account (CFA) or both. The desirability of an increasing BOP 
surplus hinges on its impact on achieving the country’s other macroeconomic goals; namely that 
of attaining economic growth, full employment and price stability.  
 
 
(II) Body 
 
Thesis: BOP surplus is desirable 
 
(1) Increase in economic growth and employment level 
A balance of payments surplus can have an expansionary effect on the economy if it is due to an 
increase in current account surplus and a capital and financial account surplus 
 
A rise in current account surplus could be due to a rise in a country’s exports price 
competitiveness which would lead to a rise in its export earnings. If import expenditure is assumed 
to remain unchanged, this can lead to an increase in a country’s net exports, thus causing an 
increase in the level of aggregate demand. Assuming that the economy has spare capacity, the 
excess AD at the original general price level creates a shortage of goods and services produced, 
causing an unplanned fall in inventories. This will create an upward pressure on prices, and prompt 
firms to increase production which increases income. The rise in income further induces an 
increase in consumption resulting in further expansion of output and hence a multiplied increase 
in national income via the multiplier process. Hence the economy reaches a new equilibrium with 
higher real national income (from Yo to Yf). A rise in households’ purchasing power suggests that 
the material standard of living in the country has improved. Furthermore, since labour is a derived 
demand, firms hire more workers since more output is produced. Hence, this can help boost the 
employment level in the country. For a small and open economy like Singapore, while the multiplier 
value is small due to the high leakages from the circular flow of income via the high MPS and MPM, 
the impact of an increasing BOP surplus on the increase in real national income is more significant 
because net export constitutes a large percentage of the aggregate demand, as opposed to 
countries with large domestic markets to drive their economic growth instead  
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Additionally, a rising capital and financial account surplus can be due to a rising net inflow 
from foreign direct investment. This could arise from the increased business confidence and 
expectations which can translate into higher expected returns to investment, hence encouraging 
long term investment into the country. With a rise in FDI, it can lead to both an increase in AD to 
AD2 and AS to AS2 in the economy. This can lead to an increase in both actual and potential 
growth of the surplus country, resulting in greater actual and potential economic growth.  Hence 
sustained growth can be achieved, as represented by an increase in real GDP from Y0 to Y2. 
Hence an increasing BOP surplus is especially desirable for countries that are highly dependent 
on FDI as a significant driver of growth. 
 
 
(2) Reduce imported inflation 
A persistent balance of payments surplus will lead to a rise in demand for the country’s currency 
hence resulting in an appreciation of the of the country’s currency. This can help to lower the prices 
of imports which may then rein in import price-push inflation and is especially desirable for countries 
such as Singapore that is heavily dependent on imports of foodstuffs for consumption and raw 
materials for production. Firms experiencing lower costs of production due lower imported prices 
will be faced with higher profits, ceteris paribus. If they pass on the lower cost of production to the 
consumers in terms of lower prices, this can lead to a fall in cost of living and a rise in the standard 
of living in the country.  
 
 
(3) Boost foreign reserves  
With an increasing BOP surplus, the country can experience a rise in its foreign exchange reserves. 
This is because foreigners would have to buy the country’s currency to pay for the country’s exports 
or to invest on the country. Such accumulation of foreign reserves would give the surplus country 
the ability to intervene in foreign exchange market in times of a BOP deficit. This is desirable, 
particularly for countries that operate on a managed float system because the accumulated foreign 
reserves would allow the country to intervene and manage its exchange rate where the need arises 
to ensure stability not only in the external sector but also create confidence in the strength of the 
country’s currency which may then discourage speculative attacks on its currency. Hence an 
increasing BOP surplus which leads to accumulation of foreign exchange reserves and the 
eventual stability of currency is especially crucial for countries like small and open economy like 
Singapore that is highly dependent on trade and FDI to drive its economic growth. 
 
 
Anti-thesis: BOP surplus is not desirable 
While a BOP surplus is often considered as a symbol of national economic success, a persistent 
and excessive BOP surplus can cause problems to an economy. 

 
(1) Demand-pull inflation 
An increasing BOP surplus contributed by a large rise in export revenue or FDI would increase AD. 
If the economy is operating near full employment, this has the potential of overheating the economy 

Figure 2: Effects of a rise in current 

account and capital and financial 

account surplus  
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and cause demand-pull inflation. For countries that have been experiencing low unemployment 
rates for instance Singapore where the rate of unemployment has been hovering around 2% since 
2010, this suggests that the economy is operating at or near full employment, hence increasing 
BOP surplus might hence not be desirable due to the inflationary pressure that could result from 
net inflows in the CA or CFA, hence negatively affecting its internal stability.  

 
 

(2) Fall in SOL  
Fall in Current SOL. If the increasing BOP surplus is a result of positive net X which can be due to 
less imports consumed, this can compromise on the country’s material SOL in the current period 
as households are forgoing current consumption of imported goods and services. 
 
Fall in Future SOL due to a future deficit in the current account. If the BOP surplus is due to 
excessive foreign investment in the country, then this may result in a deficit in the current account 
in the future when payments in the form of investment income are paid abroad to foreigners. Such 
a leakage of investment income in the future will lower the standard of living of future generations. 

 
 

(3) Retaliation which slows down surplus country’s growth 
Given that one country’s surplus is another country’s deficit, this may lead to countries with a BOP 
deficit retaliating by imposing import controls or other forms of protectionist measures, especially 
if the other countries feel the surplus is a result of an undervalued exchange rate that has directly 
caused less output and jobs in deficit countries. Such measures reduce the exports of the country 
facing an increasing BOP surplus, which can lead to a contractionary effect on its economy. 
Additionally, it could lead to a strain in international trading relationships. A case in point is the 
recent trade war between USA and China. China had a record US$375.2 billion (S$494 billion) 
goods surplus with the US in 2017 and this has led to retaliatory actions by the US government 
with a slew of tariffs imposed on China’s exports which could slow down China’s economic growth 
as a fall in China’s export revenue could result in a fall in AD and hence a contractionary impact 
on China’s economy, in terms of fall in its production, national income, economic growth and 
extensive job losses.   

 
(III) Conclusion 
 
Whether an increasing BOP surplus is desirable for an economy is dependent on the nature of the 
economy. For a small and open economy like Singapore that is highly export-oriented and import-
dependent, having a healthy and increasing BOP surplus is essential to drive the economic 
performance of the country due to the relative importance of her large external sector where her 
external demand is 75% of total demand. Additionally, an increasing BOP surplus is a good position 
to be in as it reflects confidence in the economy. This can further attract FDI into the country which 
can further fuel sustained economic growth in the country.  
 
Additionally, the state of the economy matters too. If the productive capacity of a country is unable 
to keep up with the increasing AD that can result from an increasing BOP surplus, as in the case 
of Singapore given that the economy is near full employment, the rising inflation may eventually 
discourage FDIs to our shore, hence compromising on the country’s actual and potential growth. 
Hence, to mitigate the rising inflation that could result from an increasing BOP surplus, the 
government could adopt relevant policies to expand its productive capacity so as to reap the 
benefits of an increasing BOP surplus on its economy.  
 
  



 

7 

 

 
Level Knowledge, Application / Understanding and Analysis Marks 

L3 For an answer using detailed analysis and clear explanation of both positive and 
negative consequences of an increasing BOP surplus, and taking into 
consideration both the current and capital and financial account position 
 
In considering the extent of the impact of the desirability of an increasing BOP 
surplus, references were made to the context of different economies 
 

8-10 

L2 For an answer giving largely descriptive explanation of the positive and negative 
consequences of an increasing BOP surplus, with some considerations of the 
current and capital and financial account position 

5-7 

L1 For an answer that shows knowledge of the consequences of an increasing BOP 
surplus on an economy; or limited scope of coverage i.e. considered only either 
current or capital and financial account position.  
 

1-4 

   

E3 For an answer that arrives at an analytically well-reasoned judgment based on 
some criteria to determine whether an increasing BOP surplus is desirable for an 
economy.  
 

4-5 

E2 For an answer that makes some attempt at a judgement that is elaborated with 
relevance to the question. 
 

2-3 

E1 For an answer that gives an unsupported evaluative stance which attempts to 
respond to the question  
 

1 
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EQ6 
The Singapore economy is likely to see modest growth over the coming quarters, with 
GDP projected to expand by 1% to 3% for 2016. This is coupled with growing income 
inequality. With US adopting protectionism and its growth slipping further, global trade 
activities will continue to dampen.  
 

Discuss the relative effectiveness of an exchange rate policy and supply-side policies in 
addressing the above challenges.                     [25] 

 
Intro: 
From the preamble above, Singapore is set to face a series of challenges such as slow growth, 
worsening of its balance of payments as well as non-inclusive growth. This is due to the 
dampening of global trade activities caused by the US’ adoption of protectionism and fall in its 
growth. Therefore, the Singapore government will have to implement a string of policies such as 
exchange rate and supply-side policies to tackle the problem. 
 
Body: 
P1: Establishing the context and hence key issues facing Singapore i.e. The adoption of 
protectionism by US and its falling growth will pose some challenges to Singapore’s 
economy. 
 
The fall in growth rates in the US will result in a fall in demand for goods and services exported 
by its trading partners such as Singapore. With growth slipping further, consumers in the US will 
be less likely to purchase as many goods and services from Singapore due to a fall in consumers’ 
confidence. This fall in demand for Singapore’s exports will result in a fall in both its price and 
quantity causing total revenue from exports to fall. 
 
In order to protect its domestic industries and prevent its growth from slipping further, the US 
government has adopted protectionist measures such as that of a tariff on foreign goods. Such a 
measure will lead to a rise in price in Singapore’s exports into the US causing a more than 
proportionate fall in quantity demanded assuming the price elasticity of demand for Singapore’s 
exports is price elastic due to the availability of substitutes in the US. This will again lead to a fall 
in Singapore’s export revenue. 
 
This fall in export revenue will cause aggregate demand (AD) to fall. This fall in AD (from AD1 to 
AD2) will counteract the rise in AD (from ADo to AD1) cause by the other components such as 
domestic consumption, government expenditure and investment expenditure. This results in slow 
growth from Yo to Y2 instead of Yo to Y1. 
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The initial fall in injection (X) will lead to a corresponding initial decrease in national income.  
Consequently, this fall in incomes will lead to a fall in induced consumption and a fall in 
withdrawals (in the form of savings, taxes and import expenditure). The amount of fall in induced 
consumption is determined by the value of marginal propensity to consume. The higher the value 
of MPC, the greater is the fall in induced consumption and hence the larger is the fall in national 
income. The multiplier process continues until the initial fall in injections is equal to the total fall in 
withdrawals. 
 
Hence, the economy reaches a new equilibrium national income at a lower level than Y1 which 
resulted in a slowdown in economic growth, assuming the economy is not nearing full employment. 
With only a smaller rise in incomes, the Singapore government is not able to collect significantly 
higher amount of taxes that could have given it the greater ability and leeway to embark on 
infrastructural and social spending that could have benefited the citizens in a more pronounced 
manner. 
 
This fall in export revenue could also result in a fall in inflow of export receipts into Singapore. 
This will worsen the current account which in turn worsens the balance of payments of Singapore. 
If Singapore’s balance of payments were to experience a deficit, it may have to be financed by 
foreign borrowing (both private and government). The country’s foreign long-term debt will 
increase. The money borrowed has to be repaid sometime in the future with interest, which lowers 
the standard of living of future generations. 
 
P2: The growing income inequality will pose some challenges to Singapore. 
 
Economic growth should also be inclusive so that the rate of growth is not only sustained over a 
period of time, but also broad-based across economic sectors and creates productive 
employment opportunities for the majority of the country’s population. It involves an equitable 
distribution of income, to ensure that the benefits from economic growth are enjoyed by the 
majority, instead of being reaped only by a few. The growing income inequality might be caused 
by the fall in wages for low skilled labour. 
 
As Singapore transit to a more knowledge-based economy, the demand for high skilled labour 
will increase while demand for low skilled labour falls due to outsourcing of low skilled production 
to other countries such as Vietnam and Cambodia. The change demand will result in a fall in 
wages for low skilled labour and a rise in demand for high skilled labour causing a more 
inequitable distribution of income. 
 
From the social point of view, this is undesirable as it causes factions of citizens to be marginalised 
and left unable to cope with meeting their basic needs as they are unable to purchase essential 
goods and gain access to merit goods such as healthcare and education. 
 
P3: Exchange rate policy of Zero Appreciation 
 
In order to address the mentioned challenges, the Singapore government may choose to change 
its exchange rate policy from gradual modest appreciation to a zero appreciation one like it did 
during the 2008 subprime crisis. This is done through skilful manipulation of currencies while 
maintaining zero NEER – depreciate against currencies of countries that it sells exports to and to 
appreciate against currencies of countries that it buys imports from. By flattening the band to allow 
more room for the Singapore dollar to depreciate, the price of Singapore’s exports will fall in 
foreign currency resulting in a rise in quantity demanded for Singapore’s exports. At the same 
time, the price of imports in Singapore dollars will increase resulting in a fall in quantity demanded. 
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The demand for Singapore’s exports is price elastic, to the availability of many close substitutes 
from other countries. Being a small country that lacks natural resources, Singapore is heavily 
reliant on imports resulting in the PED of its imports to be price inelastic. However, assuming that 
the sum of PED for exports and imports is more than one, depreciation in the Singapore dollars 
will lead to a rise in net export revenue due to the Marshall Learner Condition. 

 

 
This rise in net export revenue will result in a 
rise in AD causing it to shift from ADo to AD1. 
This rise in AD will then result in multiple 
increase in national income via the multiplier 
process causing national income to rise from 
Yo to Y1 assuming that the Singapore 
economy is not operating at the full level of 
employment. Thus there will be a rise in 
economic growth rates. Furthermore, the rise 
in inflow of receipts due to the rise in net 
export revenue could also improve the BOP 
position of the economy. 

 
With this rise in economic growth rates, the government could collect a higher amount of taxes 
that can be used to better redistribute income from the rich to the poor. As income increases, 
workers will progress to a higher income bracket, requiring them to pay a higher percentage of 
their income as taxes. The progressive tax system thus has redistributive effects since workers 
in higher income brackets will pay more taxes. This redistributive effect is compounded too when 
the rich buy more expensive luxury goods and thus pay more taxes even at the same goods and 
services tax rate. With a higher government budget due to greater amount of taxes received, the 
government’s redistributive effect will be more significantly felt through targeted expenditure on 
the lower income group. Such include welfare payments and also on merit goods such as 
education and healthcare subsidies. This could help the government address the problem of 
income inequality. 
 
Limitations: 
1. The rise in export revenue which is a form of injection will lead to multiple increase in national 

income. The extent in rise in national income is determined by the size of the multiplier. The 
size of Singapore’s multiplier is small, which is due to high MPW arising from high MPS 
and MPM. 
 High MPS arises from compulsory savings through Central Provident Fund contributions 

where 20% of gross income is saved. In addition, households save another proportion 
for precautionary and other purposes. Overall, Singapore’s savings as a % of GDP is 50%. 

 High MPM is due to Singapore’s limited resources. We import virtually all final goods 
& services and raw materials. For every $1 spent, 60 cents go into imports.  

2. Hence exchange rate policy is not very effective to stimulate growth because with a small 
multiplier value, the final rise in national income is limited. 

3. This policy however might result in imported inflation. Domestic firms that rely on imported 
raw materials such as crude oil and sand will face a rise in their production costs forcing them 
to pass on the rise in costs to consumers in the form of higher prices resulting in import price 
push inflation. This could mitigate or even offset the fall in prices of exports due to the 
depreciation of the Singapore dollar as most of Singapore’s exports have got high imported 
content thus resulting in this policy being ineffective. 
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4. Furthermore this policy does not solve the root cause of the unequal distribution of income as 
the low skilled workers lacked the required skills and knowledge in order to achieve higher 
wages. 

 
EV: Being a small country without any natural resources, Singapore is highly dependent on 
imported final goods and services as well as raw materials. Therefore the problem of imported 
inflation is severe. However this issue can be mitigated as the government could choose to only 
depreciate the Singapore dollars against the currencies that the nation sells its exports to. 
Furthermore, being a country highly dependent on external markets due to its small domestic 
market, it is important for Singapore to boost its export revenue in order to achieve high growth 
rates. 
 
 
P4: Supply-side policies to improve efficiency in markets 
These policies involve removing barriers to entry to make it easier or less costly for new firms to 
operate in the market against an existing firm or group of firms. Deregulation (e.g. removal of 
monopoly rights) forces firms with monopoly power to be subjected to greater competition, and 
incentivises them to become more efficient in production, lowering COP and increasing SRAS. In 
addition, encouraging competition can drive innovation as firms seek to gain a competitive edge 
over their rivals, and this can bring about technological advancements that shifts the LRAS to the 
right. 

 
Such policy results in an increase in both SRAS and LRAS concurrently. National income 
Y1 increased to Y2, resulting in actual growth. With better technology, the FOPs in the 
economy can now also produce more output. Productive capacity increases, illustrated by 
an increase in LRAS, YF1 increases to YF2 as shown in the Figure Potential growth is 
achieved. Potential growth is crucial for mature economies such as Singapore as the 
economy might be nearing its full capacity at YFE. Any increase in AD will lead to a smaller 
rise in real national income along the upwards-sloping section of the AS. If LRAS does not 
increase, any further increase in AD will not only result in slower rate of growth, but will lead 
to zero growth when AD reaches the vertical section of the AS curve. This policy could 
therefore help boost current and future economic growth rates. 
 
The fall in costs could also help boost Singapore’s export competitiveness as firms are able 
to pass on the fall in costs to consumers abroad in the form of lower prices. This could lead 
to an increase in export revenue thus improving the current account in the BOP. 
 
Limitation: 
1. The improvement in technology could further worsen the problem of income inequality as low 

skilled workers are still unable to transit to the knowledge-based industries. Furthermore the 
change in demand for the different types of workers could further expand the wage difference 
of the two. 
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P5: Supply-side policies to improve quantity, quality and mobility of factors of production. 
This could be achieved by improving human capital through education and training which will 
raise workers’ productivity as well as increase their job flexibility and mobility. Government can 
provide educational facilities to increase accessibility to education. This ensures that sufficient 
training is provided and there is sufficient supply of skilled labour (e.g. scientists and engineers) 
to promote research and development. For example, with the SkillsFuture initiative, the Singapore 
government helps workers to learn new skills which raise the average quality of the labour force. 
The improvement in productivity will encourage firms to hire more workers as COP is reduced. 
 
Better trained workers can also help to develop and produce higher quality products, increasing 
export demand and revenue. This could help boost export receipts and thus an improvement of 
the current account in the BOP. 
 
Such initiatives also help to create productive employment opportunities and improve the income 
of lower income families. With the relevant skills acquired through training, these low skilled 
workers will be able to transit over to the knowledge-based industries and therefore command 
higher wages. The issue of income inequality can therefore be addressed. 
 
Limitations: 
1. Difficult to change attitudes and mindsets: There could be difficulty in changing people’s 

attitudes and mindsets, particularly towards retraining or switching jobs. Workers may be 
unwilling to switch occupations mid-career or may be unwilling to attend training or retraining 
programme. This can make policies targeting improvement in productivity, such as 
SkillsFuture, less effective. 

2. Time lag: Time is required for training to be completed. Furthermore in this ever changing 
world, the skills acquired may be deemed useless and outdated due to another round of 
structural changes. Therefore limiting the effectiveness of this policy. 

EV: Skills upgrading and retraining is crucial for a small and open economy like Singapore. Being 
a country that lacks natural resources, Singapore will need to depend on its people to stay 
competitive in this globalised world. 
 
 
Evaluation 
 
Stand: To boost economic growth in the above-mentioned situation, the Singapore government 
has to adopt a mixture of both demand-management and supply-side policies. While the 
exchange rate policy has a significant amount of effectiveness since Singapore’s economy is 
highly trade dependent, supply-side policies is probably the main policy to achieve inclusive 
growth.  
 
Personal opinion: However, the policies will largely only help to buffer the impact and extent of 
the slow growth as it does not solve the root cause of the problem which is the US protectionist 
measures and the slipping in growth. However, the most important policy to implement is supply-
side policies as it will re-position Singapore to be more ready to meet the new demands as the 
US economy eventually recovers and its protectionist measures lifted. 
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Marking Scheme 

Level Knowledge, Understanding, Application and Analysis Marks 

L3  Detailed analysis of the challenges faced by the Singapore 
government and its impacts on the Singapore economy. 

 Detailed analysis of at least 3 measures (Exchange rate and at 
least 2 types of supply-side policies) as well as thorough 
assessment of these measures adopted by the Singapore 
government to address the challenges. 

 Detailed analysis of at least 2 measures (Exchange rate and 1 
type of supply-side policies) as well as thorough assessment of 
these measures adopted by the Singapore government to address 
the challenges with some mention of the 2nd supply-side policy. 
[Max 16m] 

 Detailed analysis of at least 2 measures (Exchange rate and 1 
type of supply-side policies) as well as thorough assessment of 
these measures adopted by the Singapore government to address 
the challenges. [Max 15m] 

15-20 

L2  Clear explanation and analysis of the challenges faced by the 
Singapore government and its impacts on the Singapore economy 
are evident. But analysis is inconsistent eg. missing examples and 
links. 

 For an answer that provided some analysis of at least 2 measures 
as well as an assessment of these measures adopted by the 
Singapore government to address the challenges but answer is 
lacking in analysis or scope. 

 Detailed analysis of at least 3 measures (Exchange rate and at 
least 2 types of supply-side policies) as well as thorough 
assessment of these measures adopted by the Singapore 
government to address the challenges. However did not address 
all the 2 challenges (ie only address slow EG). [Max 12m] 

9-14 

L1  Mere mention and analysis of the challenges with little or no 
mention of the measures to tackle the problem. 

 For an answer with no mention or analysis of the challenges (ie 
essay on how the policy works) [Max 8m]  

 For an answer with an irrelevant policy, such as gradual and 
modest appreciation which reduces real NY instead. 

1-8 

Level Allow up to 5 additional marks for Evaluation Marks 

E3  For an answer that uses appropriate analysis to support an 
evaluative conclusion about the relative effectiveness of the two 
measures adopted by the Singapore government to address the 
challenges mentioned in the preamble. The criteria used are 
supported with rigorous economic analysis.  

4-5 

E2  For an answer that makes some attempt at evaluation or a 
summative conclusion about the relative effectiveness of the two 
measures adopted by the Singapore government to address the 
challenges mentioned in the preamble. The answer should have 
certain criteria in assessing the measures, but lacking in detailed 
analysis.  

2-3 

E1  For an answer that gives an unsupported evaluative statement 
about the relative effectiveness of the two measures adopted by 

1 
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the Singapore government to address the challenges mentioned 
in the preamble.  
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