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Answer all questions.

Question 1                        The Market for Plastics

Figure 1: Plastic demand vs GDP growth

Source: PlasticsEurope, IMF

Extract 1: World's plastic binge 'as dangerous as climate change'

A million plastic bottles are bought around the world every minute and the number will jump 
another 20% by 2021, creating an environmental crisis some campaigners predict will be as 
serious as climate change. The demand, equivalent to about 20,000 bottles being bought every 
second, is driven by an apparently insatiable desire for bottled water and the spread of a western, 
urbanised “on the go” culture to China and the Asia Pacific region. Most plastic bottles used for soft 
drinks and water are made from polyethylene terephthalate (Pet), which is highly recyclable. But as 
their use soars across the globe, efforts to collect and recycle the bottles to keep them from 
polluting the oceans, are failing to keep up. Fewer than half of the bottles bought in 2016 were 
collected for recycling and just 7% of those collected were turned into new bottles. Instead most 
plastic bottles produced end up in landfill or in the ocean. 

Source: The Guardian, 28 June 2017

Extract 2: $180bn investment in plastic factories feeds global packaging binge

The global plastic binge which is already causing widespread damage to oceans, habitats and food 
chains, is set to increase dramatically over the next 10 years after multibillion dollar investments in 
a new generation of plastics plants in the US. Fossil fuel companies are among those who have 
ploughed more than $180bn since 2010 into new “cracking” facilities that will produce the raw 
material for everyday plastics from packaging to bottles, trays and cartons. The new facilities –
being built by corporations like ExxonMobil Chemical and Shell Chemical – will help fuel a 40% 
rise in plastic production in the next decade, according to experts, exacerbating the plastic 
pollution crisis.

Source: The Guardian, 28 December 2017

Extract 3: Negative environmental effects of plastics

At least 8 million tonnes of plastics leak into the ocean each year — which is equivalent to 
dumping the contents of one garbage truck into the ocean per minute. According to Valuing 
Plastic, the annual damage of plastics to marine ecosystems is at least USD 13 billion per year 
and Asia-Pacific Economic Cooperation (APEC) estimates that the cost of ocean plastics to the 
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tourism, fishing and shipping industries was USD 1.3 billion in that region alone. In addition to the 
direct economic costs, there are potential adverse impacts on human livelihoods and health, food 
chains and other essential economic and societal systems. In addition, with 6% of global oil 
production devoted to the production of plastics (of which packaging represents a good quarter), 
considerable greenhouse gas emissions are associated with the production of plastics. Plastics 
also contain harmful addictives which when leaked out to the environment will pose harmful effects 
on human health.

Source: The New Plastics Economy – Rethinking the future of plastics, 19 January 2016

Extract 4: China's waste import ban upends global recycling industry

Table 1: Export of Recyclable Materials (million tons) from California to China 
and All other countries

For years China was the world's top destination for recyclable trash, but a ban on certain imports 
has left nations scrambling to find new dumping grounds for growing piles of garbage. The 
decision was announced in July and came into force on January 1, giving companies from Europe 
to the United States barely six months to look for other options, and forcing some to store rubbish 
in parking lots.

The ban bars imports of 24 categories of solid waste, including certain types of plastics, paper and 
textiles. "Large amounts of dirty... or even hazardous wastes are mixed in the solid waste that can 
be used as raw materials. This polluted China's environment seriously," the environment ministry 
explained in a notice to the World Trade Organisation.

In 2015 alone, the Asian giant bought 49.6 million tonnes of rubbish, according to the latest 
government figures. The European Union exports half of its collected and sorted plastics, 85 per 
cent of which goes to China. Ireland alone exported 95 per cent of its plastic waste to China in 
2016. Over in the United States, states such as California exports a third of the recyclable material 
it collects mainly to China.  Some are now looking at emerging markets elsewhere such as India, 
Pakistan or south-east Asia, but it could be more expensive than shipping waste to China. Sending 
recyclables to China is cheaper because they are placed on ships that would "otherwise be empty" 
when they return to the Asian country after delivering consumer goods in Europe, said Mr Simon 
Ellin, chief executive of the Britain-based Recycling Association. In addition, many alternate 
countries may not yet be up to the task of filling China's enormous shoes, since "processing 
capacity doesn't develop overnight." The ban risks causing a "catastrophic" environmental problem 
as backlogs of recyclable waste are instead incinerated or dumped in landfills with other refuse.

The ban has also created challenges for Chinese companies dependent on foreign waste. "It will 
be very hard to do business," said Mr Zhang Jinglian, owner of the Huizhou Qinchun plastic 
recycling company in southern Guangdong province. More than half their plastics were imported, 
and as prices for such raw materials go up, production will be reduced by at least a third, he said. 
He had already let go a dozen employees. Others, such as Nantong Heju Plastic Recycling in 
coastal Jiangsu province, will "no longer do business" at all, a representative said.

But at the same time, the ban could jolt China into improving its own patchy recycling systems, 
allowing it to reuse more local materials, said Greenpeace plastics expert Liu Hua. "In China at the 
moment, there isn't a complete, legal and regulated recycling system in place," he said, with even 

Year 2013 2014 2015 2016 2017
China 10.9 10.3 10.2 9.3 8.1
All other countries 7.8 7.8 6.3 5.7 6.5
Total 18.7 18.1 16.4 15 14.6
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big cities like Beijing reliant on illegal scavengers. "When there aren't resources coming from 
abroad, there's a greater likelihood of us improving our own internal recycling."

In Europe, the ban could also have the positive effect of prompting countries to focus on 
developing domestic recycling industries. On Tuesday, the EU unveiled plans to phase out single-
use plastics and make all plastic packaging recyclable by 2030 through legislation.

Sources: Adapted from The Straits Times, 21 January 2018 and
https://www.calrecycle.ca.gov/markets/nationalsword, accessed 2 September 2019

Extract 5: EU rules out tax on plastic products to reduce waste

The EU has ruled out penalties on single-use plastic products, in favour of raising public 
awareness of the damage consumer plastics are doing to the world’s oceans. Frans Timmermans, 
vice president of the European commission, said a tax would “not be sustainable”, but that 
changing the way plastic was produced and used could work. Timmermans rejected outright 
charges and taxes on single-use plastic, and was reluctant to consider legislative measures to ban 
single-use plastic such as straws and cutlery and make all plastic packaging recyclable. Instead, 
he called for public information campaigns on the problems plastics cause. Consumers would 
accept “less flashy” and less aesthetically pleasing packaging, if they understood it would help 
remove pollution from the oceans.

Source: The Guardian, 6 October 2017

Extract 6: How much would it cost to switch to plastic alternatives?

Many of the companies attempting to tackle the amount of plastic waste generated by their 
products admit it will eat into their profits. Coca-Cola, for example, produces 38,250 tonnes of 
plastic packaging in the UK each year and estimates indicate it sells more than 110 billion single-
use plastic bottles globally. The company has pledged to double the amount of recycled material in 
its plastic bottles in the UK and is trialing refillable bottles. Although it refuses to give details, Coca-
Cola says these efforts will increase costs.

“Food costs are going to increase – there can be no doubt about that,” says Dick Searle, chief 
executive of the British Packaging Federation, which represents the industry in the UK. Using glass 
milk bottles instead of plastic, for example, can lead to additional costs for producers.

Source: BBC, 6 July 2018
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Questions

(a) Using Figure 1, support the view that products made of plastics are normal goods.      [2]

(b) Using Table 1, compare the export of recyclable materials from California to China and all 
other countries relative to the total from 2013 to 2017. [2]

(c) Using a supply and demand diagram, explain how the spread of an urbanised “on the go” 
culture to China and the Asia Pacific region and investments in a new generation of 
plastics plants in the US affect the market for plastics. [6]

(d) With reference to Extract 3, explain how both the consumption and production of plastics 
lead to market failure.                                                                                                      [6]

(e) With reference to Extract 4, discuss how China’s waste import ban will affect sustainable 
growth in China.                                                                                                                [9]

(f) With reference to Extract 4, explain the likely value of the price elasticity of supply of 
recycled waste in the alternate emerging markets such as India, Pakistan or south-east 
Asia. [3]

(g) Explain how the price elasticity of demand will determine the amount of tax revenue that 
EU will raise when it imposes a tax on single-use plastics.                                                [5]

(h) Using evidence from the case study and/or your own knowledge, discuss whether 
legislation or public information campaign is a more appropriate policy to achieve greater 
efficiency in the plastics market in EU.         [12]

[Total: 45]
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Question 2 Challenges in the United Kingdom (UK) and Singapore economies

Table 2: UK, selected economic indicators (2014-2017)

2014 2015 2016 2017

Real GDP (%) 2.9 2.3 1.8 1.8

Unemployment, 
(% of total 

labour force)
6.1 5.3 4.8 4.3

Budget Balance 
(in pound 

billion)
-98.6 -79.6 -57.0 -37.6

Source: World Bank and Office of National Statistics (ONS)

Table 3: Singapore, selected economic indicators (2014-2017)

2014 2015 2016 2017

Real GDP (%) 3.9 2.9 3.0 3.7

Unemployment, 
(% of total 

labour force)
3.7 3.8 4.1 3.9

Budget Balance 
(in S$ million)

571 -4050 6125 10,861

Gini coefficient 0.430 0.463 0.458 0.459

Source: World Bank

Extract 7: How has the UK economy fared since the Brexit vote?

Before the Brexit referendum last June, many economists produced gloomy forecasts which have 
since been proved wrong. Consumers' confidence has not suffered, and by and large, things have 
gone on as before. However, the UK has not actually left the EU yet - the real change may only 
happen once it does. The current uncertainty over what form Brexit will take is an issue for many 
firms when it comes to investment planning. There are hints that Brexit uncertainty is already 
hitting business confidence. 

Importantly, many forecasts of immediate economic gloom if the UK voted to leave the EU were 
proved wrong because they did not take into account possible compensatory action by the Bank of 
England in the wake of a Brexit vote. After the referendum the Bank of England took steps to boost 
the economy. In particular it cut interest rates from 0.5% to 0.25% in August, taking UK rates to a 
new record low. Rates are also unlikely to go up any time soon. This month's Budget provided little 
stimulus for the economy via tax breaks or spending announcements, so the Bank is more likely to 
keep rates on hold, because raising them could affect growth.

Source: BBC News, 28 March 2017
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Extract 8: Another challenge for the UK economy- low productivity

The productivity of UK workers has fallen and this represented a continuation of the UK's 
productivity puzzle, referring to the relative stagnation of labour productivity since the financial 
crisis. An economy can grow without any improvements in productivity, by simply adding people to 
the workforce, be they European Union (EU) migrant workers or pensioners choosing not to retire 
yet. And that is what the UK economy has been doing - without improving the amount each worker 
produces. The reason why average wages have not improved much in the same period was due to 
flat productivity. Lack of productivity growth has raised concerns for businesses and policymakers. 

Productivity has always been a long-term challenge, which is why investment must be raised to 
step up UK’s economic performance. The UK government has since announced £23billion for 
infrastructure, research and housing, while also reforming technical education so that her economy 
works for everyone. As the UK’s capacity to raise long run living standards seems to be going 
backwards, there is a need for a radical and transformative industrial strategy. 

Source: BBC News, 6 October 2017

Extract 9: How can the UK solve its productivity puzzle?

Economists concur that the real determinant of the prosperity of a population over time is probably 
its productivity. The UK's comparatively poor productivity rate is probably the real reason why UK 
workers are getting pitiful pay increases and real wages are in decline. This brings us to the other 
side of the productivity equation: technology. Constant technological innovation means companies 
can produce more, or provide services more widely, for less effort. Companies get richer and 
create new jobs, which are paid at higher rates. A counter-narrative says the rise in automation will 
ultimately destroy jobs. This would leave a few rich people at the top and a lot of menial workers at 
the bottom of the ladder who are poorly paid. Therefore the government should direct more 
resources towards upskilling the existing workforce which in turn would help solve productivity 
problems and creates more inclusive and sustained growth. In short, technology and infrastructure 
investment are necessary but not sufficient in raising productivity unless it is accompanied with 
upskilling programmes.

Source: Adapted from www.theweek.co.uk, 6 July 2017

Extract 10: Singapore’s economic challenges and the way ahead

Singapore, one of the greatest economic success stories in history, is losing its competitiveness. 
While the economy continues to grow, the pace of that growth has stagnated. At the core of this 
tempering of growth is a slowdown in productivity and this is one of two major challenges facing 
the economy. Though wages continue to rise, overall labour productivity is on the decline. 

Thus, to raise productivity, Singaporean workers and companies need to deepen skills, strengthen 
enterprises, build international connections, digitalise and develop a vibrant city. For example, a 
new initiative called “SMEs Go Digital” is rolled out to help develop industry digital plans to help 
small and medium-sized enterprises (SMEs) improve productivity, including in retail, food services, 
logistics and cleaning. However, many Singaporean companies are not embracing all the tools at 
hand for improving productivity. 

On top of slowing productivity, Singapore is also facing a rise of global uncertainties that makes it 
harder for Singapore to look overseas for support in lifting GDP growth and employment. The 
prospect of less trade in Europe and the United States will slow down cross-border flows of goods, 
services and capital.

Sources: Adapted from The Straits Times, 21 February 2017 & 
The Straits Times, 9 June 2017
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Extract 11: Lifelong learning and training for workers

For the workers, jobs are being created and made redundant so quickly and the economy 
disrupted so frequently that it has become a difficult task to form major policies for training and 
retraining workers, and designing jobs for them. Persuading workers that they need to reskill is an 
uphill task. Pushing companies to train their workers when they are facing challenges themselves 
is equally hard.

Hence, the Singapore Government has relied on a major policy called “Adapt and Grow” to change 
the approach to jobs and training in preparing Singaporeans and Singapore for the future 
economy. To help individuals transit to new jobs and industries, wage and training support are 
available through this “Adapt and Grow” initiative, where up to 80% of these workers’ wages and 
training fees are paid for by the government while they undergo training before taking up new jobs 
in the growing industries

Sources: Adapted from The Straits Times, 11 February 2018 & 
The Straits Times, 16 September 2017
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Questions

(a) Compare the change in Singapore’s real GDP between 2014 and 2017 with that of the UK 
over the same period. [3]

(b) (i) Describe the change in the UK’s budget balance over the period 2014 to 2017.           [2]

(ii) With reference to Table 2, comment on how economic growth could impact the UK’s 
budget balance.                                                                                                  [5]
                                                                                                                                              

(c)  Using an AD/AS diagram, explain how the uncertainty from Brexit could impact the UK 
economy in the short run and long run.                                                                     [5]

(d) Extract 8 mentions “lack of productivity growth has raised concerns for businesses and 
policymakers”.

Explain how a lack of productivity growth has raised concerns for businesses and 
policymakers.                                                                                                        [6]

(e) Extract 8 mentions that “investment must be raised to step up UK’s economic performance. 
The UK government has since announced £23billion for infrastructure and research”.

Explain one limitation of the above approach.                                                      [2]
                                                                                                                                                       

(f) After the referendum the Bank of England took steps to boost the economy. In particular, it 
cut interest rates from 0.5% to 0.25% in August, taking UK rates to a new record low. 

Discuss the factors that the UK government would consider before the implementation of an 
expansionary monetary policy.                                                                                  [10]

(g) The Singapore Government has relied on major policies such as “SMEs Go Digital” and 
“Adapt and Grow” to prepare Singapore for the future.

In view of the challenges facing the Singapore economy, discuss whether such policies are 
the most appropriate in raising the standard of living in Singapore.                    [12]

 [Total: 45]

- End of Paper -
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Jurong Pioneer Junior College 2019 JC2 H1 Paper 1 (Prelim)

Question 1: The Market for Plastics

(a) Using Figure 1, support the view that products made of plastics are normal 
goods.     

[2]

Suggested answer:

From Figure 1, as world income increases, demand for plastics also rises to make more
plastic products. This suggests that the products made of plastics are normal goods
since there is a positive relationship between demand for plastic products and income.

(b) Using Table 1, compare the export of recyclable materials from California to
China and all other countries relative to the total from 2013 to 2017.                [2]

Suggested answer:

Exports of recyclable materials to China fell at faster rate relative to the total while
exports to all other countries at a slower rate relative to the total.

As a result, proportion of export of recyclable materials from California to China out of
total fell while proportion of export of recyclable materials from California to all other
countries out of total rose.

(c) Using a diagram, explain how an urbanised “on the go” culture to China and the
Asia Pacific region and investments in a new generation of plastics plants in the
US affect the market for plastics.

[6] 

Suggested answer:

Change in taste and preference is one of the factors affecting demand for plastics. An 
urbanised “on the go” culture to China and the Asia pacific region changes the taste and 
preferences of the way consumers consume food. This causes the demand for plastics 
cups, utensils to rise and hence the demand for plastics. Demand for plastics shifts 
rightwards from D1 to D2.

Size of industry is one of the factors affecting supply for plastics. As there is a rise in 
investments in a new generation of plastics plants in the US, this increases the number 
of producers in the market for plastics, increasing the size of the industry. Hence, supply 
for plastics rises and shifts rightwards from S1 to S2. 

Price of Plastics
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S2

Q1
Q2

0
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With a rise in demand and supply for plastics, equilibrium quantity of plastics rises.
However, the change in equilibrium price is uncertain depending on the extent of change 
of demand and supply. 

(d) With reference to Extract 3, explain how both the consumption and production 
of plastics lead to market failure. [6] 

Suggested answer:

Market failure occurs when the free market fails to achieve efficiency.
Negative externalities occurs when the production or consumption of a good incur an 
external cost to the third party who are not directly involved in the consumption or 
production of the good. 

The production of plastics using new “cracking” facilities will produce the raw material for 
everyday plastics from packaging to bottles, trays and cartons which will increase the 
plastic pollution. As a result, it causes harmful emission of air into the atmosphere. This 
in turn affect the health of the residents living around the region who are the third party 
not involved in the production of plastic products. These residents incur higher 
healthcare cost which are not borne by the producers of plastics. Hence, due to the 
marginal external cost on third party, marginal social cost (MSC) of producing plastics is 
greater than the marginal private cost (MPC) (e.g. labour cost). Assuming no positive 
externalities, MPB=MSB. Firms will produce QE amount of plastics where MPC=marginal 
private benefit (MPB) but the socially optimal level of plastics is at QS where 
MSC=marginal social benefit (MSB) as shown in the diagram below.

Thus, QEQS represents an over-production of plastics causing MSC>MSB and hence 
leading to loss of society welfare as shown by the shaded area. Thus, negative 
externalities caused by the production of plastics leads to market failure. 

Similarly, consumption of plastic led to dumping of used plastics products which leaks 
into the ocean as mentioned in extract 3. This imposes negative externalities on the 
fishermen as the plastic pollution caused fishes to die and lower the catch and revenue 
of fishermen. Thus, once again, MSC > MPC from consumption of plastics products, 
causing an over-consumption of plastic products, leading to loss of society welfare.  

(e) With reference to Extract 4, discuss how China’s waste import ban will affect 
sustainable growth in China.

[9]

Suggested answer:

Sustainable growth is defined as the rate of growth that can be maintained without 
creating other significant economic problems (such as depleted resources and 

e
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environmental problems), particularly for future generation. To achieve sustained 
economic growth, a country must enjoy both actual and potential growth as well as 
minimises the negative impact of economic growth on the environment. 

In the short run, China’s waste import ban will affect firms in China dealing with recycling 
business. As foreign waste is one of the raw materials for recycling products, this will 
increase the prices of such raw materials which will increase the unit cost of production. 
Hence, supply will shift to the left leading to the firm cut back on production and lay off 
workers as evidence in extract 4 where one third of the production is reduced and 
dozens of employees were retrenched. Some firms which are not able to sustain their 
profitability will have to shut down and this leads to higher unemployment. There will be 
unemployment of resources in the economy and the economy will be operating from 
point A to point B as shown in the PPC diagram. The economy will experience a fall in 
actual growth. 

In the long run, the ban will help to reduce pollution in the environment of China and 
force China to improve their recycling methods using new technologies. Instead of 
relying on imported recycled waste, China could rely more on domestic recycled waste. 
This will lead to a cleaner environment in the country as it helps to improve China’s 
existing patchy recycling system. With a cleaner environment, this could lead to a 
healthier and more productive workforce in China. Hence, China’s PPC will shift 
outwards from PPC1 to PPC2 leading to higher potential growth. The expansion of the 
domestic recycling industry in the long run will also lead to higher employment and actual 
growth. Hence, sustainable economic growth can be achieved in the long run.  

In conclusion, the waste import ban is likely to affect actual economic growth in the short 
run but lead to sustained economic growth and a cleaner environment in the long run, 
thus achieving sustainable economic growth. However, it is important for the Chinese 
government to deal with the unintended consequences of the ban and help the affected 
firms and workers who are negatively affected by the ban. In the long run, the Chinese 
government should work towards improving its own domestic recycling systems in order 
to achieve sustainable economic growth.  

(f) With reference to Extract 4, explain the likely value of the price elasticity of 
supply of recycled waste in the alternate emerging markets such as India, 
Pakistan or south-east Asia.

[3]

Suggested answer:

The likely value of price elasticity of supply is likely to be less than 1. 
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Space capacity is one of the factors that will affect the price elasticity of supply. Supply 
for recycled waste in the alternate emerging markets such as India, Pakistan or south-
east Asia tends to be price inelastic since these countries do not have sufficient 
processing capacity for recycled wasted and it takes time to build these facilities. 

(g) Explain how the price elasticity of demand will determine the amount of tax 
revenue that EU will raise when it imposes a tax on single-use plastics.    

[5]

Suggested answer:

The amount of tax revenue collected is equal to the product of tax per unit (AB) and new 
quantity of single-use plastics used after the tax and this is shown by area ABP2PT. The 
amount of the tax revenue collected depends on price elasticity of demand for single-use 
plastics. If the demand is price inelastic, the quantity demanded will fall less than 
proportionately and hence tax revenue collected will be larger than if the demand is price 
elastic as the quantity demanded will fall more than proportionately.  

The demand for single use plastics tends to be price inelastic as consumers are already 
used to the way of life of convenience on the single-use plastics and there are no other 
better ways to substitute single-use plastics. With the demand being price inelastic, a 
rise in the price for single-use plastic will lead to a less than proportionate fall in the
market equilbrium quantity for single-use plastic. Hence, the tax revenue collected will 
large.  

(h) With reference to the data, discuss whether a legislation or public information 
campaign is a more appropriate policy to achieve greater efficiency in the 
plastics market in EU.

[12]

Suggested answer:
Legislation can be in the form of banning the use of single-use plastics and making all 
plastic packaging recyclable. (Note: student only need to explain one legislative 
measure)

With this ban, it will the output of single-use plastics to fall to zero as shown in Figure 1, 
thus reducing the over-consumption of single-use plastics. This is appropriate if the 
marginal external cost of single-use plastics is very large and the MSC cuts MSB at Q=0. 
However, if the MEC is smaller and the marginal social cost is lower at MSC1, there will 
now be a larger welfare loss shown by area B after the ban which is greater than the 
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original welfare loss as shown by area A before the ban. Thus, a ban is only appropriate 
if the marginal external cost of plastics is very large. 

Alternatively, if the government chooses to pass a legislation to make all plastic packing 
recyclable, this will increase the cost of producing single-use plastics hence shifting the 
MPC to the left towards MSC, causing the firm to produce fewer single-use plastics from 
QE to Qs. However, this may increase the price of single-use plastics (e.g. Extract 6, 
“food costs are going to increase”) thus increasing the cost of living of consumers. 

Public information campaign aims to reduce the use of single use plastic by persuading 
consumers not to use single-use plastic and insists on recyclable plastic packaging 
which are less flashy. This will cause the demand for single-plastic to fall and hence
MPB to shift leftwards from MPB1 to MPB2 causing quantity of single-use plastics to fall 
from QE to QS as shown in Figure 1. 
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In addition, as evident in extract 1, fewer than half of the bottles were collected for 
recycling which leads to higher external cost due to pollution. Public education can also 
help to encourage consumers to dispose the recyclable plastic waste correctly. This will 
reduce the negative externality of consuming single-use plastics and shift the MSC 
towards MPC. This will reduce the welfare loss due to the over-consumption of plastics. 

Use of public information campaign is more appropriate than legislation in the long run.

This is because public information campaign targets at the lack of information which is 
the root cause for the over-consumption and inappropriate disposal of single-use plastics 
and hence it is a more appropriate long-term solution to solve the over-consumption of 
single-use plastics. Legislation does not target at the root cause of the problem as 
consumers may still continue to demand for recyclable single-use plastics even though 
they are more expensive because of the habit. Consumers may also continue to dispose 
these recyclable single-use plastics inappropriately instead of recycling them despite the 
legislation. 

Furthermore, legislation is subject to loopholes and high cost of monitoring. Firms may 
still continue to use single-use plastics illegally as they are cheaper due to the loopholes 
in monitoring. Hence, government may need to incur high cost of enforcement which 
may affect the health of their budget. In the case of EU, many of the governments are 
facing high national debt problem and there is a need to reduce their government 
spending to solve the debt problem. Hence, they may not be able to incur higher 
government expenditure for enforcing the legislation, thus making it less effective. 

Legislation is also less appropriate than public information campaign as it may result in 
higher food prices which affect the cost of living of consumers, particularly the lower 
income consumers as expenditure on food takes up a large proportion of their income. 

Use of public information campaign may be less appropriate than legislation in the short 
run. This is because public information campaign takes a long time to change the 
consumers and producers behavior and hence it may not be effective in the short run. 
Legislation which compels firms and consumers to change behavior immediately may be 
a more effective policy in the short run although it runs into the risk of causing public 
backlash as the public has been so used to using single-use plastics and the legislation 
may result in higher cost of production and hence higher cost of living. Hence, 
government may be less willing to impose legislation due to the lack of political 
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receptiveness. 

In conclusion, education targets at the root cause of the problem and is an effective long 
term solution. Legislation on the other hand, targets at the immediate problem of 
pollution and is a more appropriate short term solution provided that there is effective 
monitoring.

Given the seriousness of the situation, there is a need to use both policies. With China 
imposing import ban on recycled waste products and the current high amount of waste 
being inappropriately dumped in EU, short-term legislation is needed to address the 
problem quickly coupled with a successful public education to inform the consumers the 
harm of using single-use plastic products so as make consumers more receptive to the 
legislation.

However, it is noted that both legislation and public information campaign may be costly 
to carry out. Hence, the EU governments may also have to consider how they could 
raise sufficient funds to carry out both of these measures. This could possibly be done 
through a policy of higher taxation.    
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Question 2: Challenges in the United Kingdom (UK) and Singapore economies

(a) Compare the change in Singapore’s real GDP between 2014 and 2017 with that 
of the UK over the same period.

[3]

Suggested answer:
Both Singapore’s and UK’s real GDP increased between 2014 to 2017.  
Both Singapore’s and UK’s real GDP increased at a decreasing rate.
Singapore’s real GDP increased at a faster rate than UK’s increase in real GDP.

(b) (i) Describe the change in the UK’s budget balance over the period 2014 to 
2017.

[2]

Suggested answer:
UK’s budget balance is in a deficit. The budget deficit decreases. 

(b) (ii) With reference to Table 2, comment on how economic growth could impact 
the UK’s budget balance.

[5]

Suggested answer:
According to Table 2, UK experiences slowing economic growth rates from 2014 to 
2017 and this provides a signal for the UK government to consider measures in 
boosting the economy. A possible policy measure is an expansionary fiscal policy that 
involved raising the level of G and lowering of tax rates but such a move will increase 
the size of the UK’s budget deficit.

However, despite slowing economic growth rates, UK’s budget balance seemed to have 
improved instead based on data from Table 2. The reason for this could be the UK 
government adopting austerity measures (reducing G). Positive growth rates therefore 
could be due to lowered interest rates as mentioned in Ext Paragraph 2 instead of the 
government pursuing an expansionary fiscal policy.  

(c) Using an AD/AS diagram, explain how the uncertainty from Brexit could impact 
the UK economy in the short run and long run.

[5]

Suggested answer:
According to Extract 7, the uncertainty from Brexit has affected investment spending.
Due to the uncertainty, firm’s expected returns to investment is reduced. This reduces 
the profitability of investment thus resulting in the reduction in investment spending (I) 
and aggregate demand (AD) causing AD to shift from AD1 to AD2 as shown in the
figure below. Assuming the economy is near to full employment output level, the fall in 
AD results in reverse multiplier process causing real national income to fall. This 
reduces actual growth. A fall in actual growth will also imply firms will reduce their 
employment of factors of production such as labour, leading to rising unemployment. [2]

In the long run, productive capacity of the economy is also adversely affected. With the 
uncertainty causing fall in I, it means spending on capital goods is reduced. This can 
reduce productivity levels in the long run, reducing LRAS, causing AS1 to shift to AS2
as shown in the figure below. This adversely affects potential growth. Overall, real GDP 
will fall. However, the impact on GPL will depend on the extent of the fall in AD and 
LRAS. 
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(d) Extract 8 mentions “lack of productivity growth has raised concerns for 
businesses and policymakers”.

Explain how a lack of productivity growth has raised concerns for businesses 
and policymakers.

[6]

Suggested answer:
Productivity refers to output per hour. With reference to Extract 8, a lack of productivity 
growth was a concern for firms because it raises unit labour cost when wages increase. 
This rise in unit labour cost would mean that in order for firms to maintain profit, prices 
of their goods and services must be raised and if these goods were meant for exports, 
total revenue of the firms will fall, assuming demand for these goods and services is 
price elastic. Profit for these exporting firms and businesses therefore decreases. [3]

Also, a lack of productivity growth directly affects the productive capacity of the
economy negatively, lowering potential growth of the economy. Falling LRAS is a 
concern for policymakers as they threaten the attainment of macroeconomic objectives 
of economic growth and employment in the long run. If AD rise with constraints in AS in 
the long term, demand-pull inflation may also occur and this reduces real income and 
SOL. [3]

(e) Extract 8 mentions that “investment must be raised to step up UK’s economic 
performance. The UK government has since announced £23billion for 
infrastructure and research”.

Explain one limitation of the above approach.                                                           

[2]

Suggested answer:
If this rise in G has to be financed by borrowing from the domestic private sector this will
lead to increased competition for loanable funds, leading to increase in interest rate 
which will reduce investment spending due to increase in cost of borrowing. Crowding 
out effect occurs, reducing effectiveness of raising G to raise real national income. 

(f) After the referendum the Bank of England took steps to boost the economy. In 
particular, it cut interest rates from 0.5% to 0.25% in August, taking UK rates to a 
new record low. 

[10]
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Discuss the factors that the UK government would consider before the 
implementation of an expansionary monetary policy.

Suggested answer:
Before the implementation of an expansionary monetary policy, the UK government has 
to consider factors such as the intended consequence, constraints, availability of
information and whether lowering interest rates target the root cause of the problems 
the UK economy is facing.

The intended consequence of cutting interest rates is to boost the economy by raising
real national income. This is possible as cutting interest rates reduces cost of borrowing, 
in turn increasing consumption of big ticket item, increasing C and AD. Lower interest 
rates also reduces returns to savings, decreasing opportunity cost to consume thus 
increasing C and AD. In terms of investment, lower interest rates decreases cost of 
borrowing and given the same expected returns to investment, more investment 
projects are profitable resulting in I and AD to increase. Assuming the level of resource 
utilization is near full employment, the rise in AD results in the multiplier process which 
in turn increases real national income, boosting the economy. 

While cutting interest rates can possibly bring about the rise in real national income, 
there are constraints to the use of this tool and one of it is the confidence level in the 
economy. For cutting interest rates to be effective in raising C and I, households and 
firms must be confident of their expected incomes for them to be willing to raise C and I. 
As mentioned in Extract 7, there is much uncertainty to Brexit and with UK having a 
budget deficit as well, firms may pessimistic and expect returns to investment to be 
lower, thus even with a lowering of cost of borrowing, investment projects may not be 
more profitable, limiting the increase in I. Consequently, the rise in AD and real national 
income may not be significant.

Another factor the government has to consider before implementing an expansionary
monetary policy is the availability and accuracy of information on how much interest 
rates to cut such that the economy can be successfully boosted. If accurate information 
is not available, cutting interest rates by too little may not lead to sufficient rise in C and 
I, especially when there are uncertainties in the UK economy. If the cut in interest rates 
is too significant, it could lead to significant rise in C and I which raise AD too much that 
it becomes inflationary, compromising on price stability.  

With reference to Extract 7, the root causes of the economic gloom in the UK economy 
seemed to stem from the Brexit referendum and even perhaps her dismal budget 
position. Hence, when considering whether to lower interest rates in boosting the 
economy, the UK government must identify the root causes of her economic issues 
before adopting the appropriate policies. A better approach might be to complement the 
lowering of rates with some austerity measures to improve the budget balance and 
confidence so that the lowering of interest rates is more effective in raising consumption 
and investment.

Given the economic situation that UK is in, constraints such as pessimistic outlook can 
be very significant, which will greatly reduce the effectiveness of an expansionary 
monetary policy in achieving its intended consequence of boosting the economy. 

Thus if implemented, it has to be complemented with another policy such as a prudent 
expansionary fiscal policy on infrastructure and research to boost growth in both the
short run and long run/ austerity measures to ensure that the UK economy is able to 
rebound.
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(g) The Singapore Government has relied on major policies such as “SMEs Go 
Digital” and “Adapt and Grow” to prepare Singapore for the future.  

In view of the challenges facing the Singapore economy, discuss whether such 
policies are the most appropriate in raising the standard of living in Singapore.

[12]

Suggested answer:
The challenges facing the Singapore economy include the slowdown in productivity and 
the rise in global uncertainties which negatively affects Singapore’s export revenue (X). 

According to Extract 10, “SMEs Go Digital” is a policy aimed at raising the productivity 
levels of small and medium-sized enterprises (SMEs) such as in the area of retail and 
logistics. SMEs are encouraged to digitalise their processes such that more output can 
be produced per unit of time. When firms engage in such process improvement, firms’ 
productivity levels increase, increasing the Singapore economy’s productive capacity. A 
rise in productivity can also unit COP, increase SRAS and economic growth, leading to 
higher material SOL.

For “Adapt and Grow”, it is a policy aimed at deepening skills of workers in Singapore 
by getting them trained such that they are able to work in the sunrise industries. This 
reduces structural unemployment and at the same time increasing the quality of labour, 
allowing output per man hour to increase in turn raising the economy’s full employment 
output level. This increases the Singapore economy’s productive capacity.

Thus LRAS shifts rightwards, allowing Singapore economy to achieve potential growth. 
When real GDP increases in the long run, this means that there will be more output of 
goods and services available for consumption resulting in an increase in material SOL.
With a higher real GDP in the long run, the government could also see increase in tax 
revenue collected in terms of income tax, corporate tax as well as from GST. With 
higher tax revenues, the government has the means to provide more merit and public 
goods. This increases the variety and quality of goods and services enjoyed in the 
country, increasing material SOL for citizens. 

According to Extract 10, SMEs are not embracing all the tools available to raise 
productivity. This could be because process digitalisation can be a very costly endeavor 
and in the short run, profits for firms fall due to rise in cost of production and thus firms 
are unwilling to go onboard despite the government’s efforts on “SMEs Go Digital”. Thus 
the rise in LRAS and consequently on SOL can be limited.
  
In addition, with “Adapt and Grow” having up to 80% of workers’ wages and training 
fees paid for by the government means that it involves huge government expenditure.
Opportunity cost is incurred as less funds can be channeled to other sectors such as 
healthcare, negatively affecting SOL. 

“SMEs Go Digital” and “Adapt and Grow” are able to tackle directly the slowdown in 
productivity. However, to tackle the rise in global uncertainties and the prospect of less 
trade with Europe and US, what Singapore government can do is to adopt a zero 
appreciation of the Singapore dollar, which brings about a depreciating effect. A
depreciating effect from a neutral exchange rate policy will make Singapore’s exports 
more price competitive and assuming PED for exports is more than one, a fall in price of 
exports will lead to a more than proportionate increase in quantity demanded for 
exports, increasing Singapore’s export revenue. This helps to stimulate growth as AD 
and real GDP rises, increasing the material SOL of the population and income rises. 

Alternatively, what can be done to tackle the rise in global uncertainties and the 
prospect of less trade with Europe and US is to sign more Free Trade Agreements 
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(FTAs) to diversify export destinations such that even if exports to Europe and US were 
to fall, Singapore’s X is cushioned by having exports to other countries. 

“SMEs Go Digital” and “Adapt and Grow” are able to tackle directly the slowdown in 
productivity. When productivity levels are raised successfully, per unit cost of production 
falls and this can in turn also raise Singapore’s export competitiveness, mitigating the 
negative effects of global uncertainties on Singapore’s X as well. Thus “SMEs Go 
Digital” and “Adapt and Grow” are appropriate in addressing the two key challenges 
facing the Singapore economy. 

To enhance the effectiveness, these two policies have to be complemented with gradual 
and modest appreciation of exchange rate and FTAs such that our exports can remain 
competitive and reduce the effects of a fall in X on Singapore’s economy, directly 
addressing the challenge on rising global uncertainties.   
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