
 Class Adm  No 
 
Candidate Name:    
 

This question paper consists of 7 printed pages and 1 blank page.  
 

[Turn over 
 

  

 
 

 
 
 
 

 

 

 

 

 
2019 Preliminary Exams 

Pre-university 3 

 
ECONOMICS  9757/01 
 
Paper 1 17 September 2019 
 
 2 hours 15 minutes 
Additional Materials: Answer Paper  

  
READ THESE INSTRUCTIONS FIRST 
 
Write your name and class on all the work you hand in. 
Write in dark blue or black pen on both sides of the paper. 
You may use a soft pencil for any diagrams, graphs or rough working. 
Do not use staples, highlighters, glue or correction fluid. 
 
Answer all questions. 
 
You are reminded of the need for clear presentation in your answers. 
 
At the end of the examination, fasten your answers to Question 1 separately from Question 2. 
 
The number of marks is given in brackets [  ] at the end of each question or part question. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



2 
 

 
MI/9759/01/PU3/EOY2019 

 

 
 

Answer all questions. 
 
Question 1: Facets of the Entertainment Industries 

Extract 1: Film Industry – Statistics & Facts 

Box Office Revenue 

 

Film entertainment is big business in the United States. It is expected that the film 

entertainment business will generate 35.3 billion U.S. dollars in revenue by 2019.  

In 2017, 724 movies were released in North America, with the Marvel Cinematic Universe 

being the most successful movie franchise in the region, generating over 6.8 billion U.S. 

dollars of box office revenue in North America alone. Movies like “Iron Man”, “Marvel’s The 

Avengers”, “Spider-Man” and “The Incredible Hulk” are a few examples of franchise films. 

Source: Motion Picture Association of America (MPAA), 2019 and Statista.com, 2018 

 

Extract 2: How Hasbro Is Winning the Toy Game 

Hasbro, the largest toymaker in the US surprised the market on Tuesday with its second-

quarter earnings in just the way that shareholders like to be surprised: Its net revenue (i.e., 

profits) rose 9%, well outpacing analysts' original 6% estimate. 

The more obvious drivers of that growth include the release of the Avengers: Endgame 

movie which drove sales of the Avengers: Endgame merchandise. 

There are also less obvious tailwinds, such as Hasbro’s moves to diversify sourcing away 

from China in the wake of the US-China trade disputes where both sides had adopted tit-for-

tat retaliatory measures.  Using non-Chinese sources of raw materials has helped to improve 

the profit margins. 

Source: The Motley Fool, 2019 

 

Extract 3: Netflix’s Movie Blitz Takes Aim at Hollywood’s Heart 

Moviegoers may not know Scott Stuber, but he is fast becoming one of the most important – 

and disruptive – people in the film business. A former Universal Pictures vice chairman, Mr 
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Stuber, 50, is Netflix’s movie chief. His mandate is to make the streaming service’s original 

film lineup as formidable as its television operation, which received 112 Emmy nominations 

this year, the most of any network. 

Mr. Stuber’s cinematic onslaught is forcing old-line studios that produce movies and 

multiplex chains that show them to audiences to confront a panic-inducing question: Will the 

streaming company that prompted many people to cut their cable TV services now cause 

people to stop going to movie theatres? Having disrupted the television and music 

businesses, the internet is finally threatening the heart of Hollywood – the movie industry. 

Until now, moviedom has been relatively protected from the digital forces that have reshaped 

the rest of media. Most films still arrive in the same way they have for decades: first in 

theatres, for an exclusive run of about 90 days, and then in homes. Multiplex chains (e.g., 

Golden Village in Singapore), have fought off efforts to shorten that period. They worry that 

people will be reluctant to buy tickets if they can see the same film in their living rooms just a 

few weeks (or days) later. Netflix mostly bypasses theatres.  

Source: The New York Times, 2018 

 

Extract 4: How binge-watching is hazardous to your health 

Binge-watching, otherwise known as the act of streaming many television episodes in one 

sitting, is more common and doable than ever. New and buzzy series are constantly added 

to Netflix, Hulu, etc. You can stream the entire multi-season backlog of shows such as 

“Game of Thrones,” “Billions” and “Big Little Lies” on HBO or Showtime anytime you like. 

Though that might sound glorious to TV fans, it’s a bit worrisome to health experts across 

the country. With so much content available, and so much screen time becoming the norm – 

replacing hours devoted to fitness, socializing and sleeping – the potential health 

implications of binge-watching are becoming more obvious. 

The research on the health effects of binge-watching is still in its infancy, but a few studies 

have raised concerns. According to a 2017 study published in the Journal of Clinical Sleep 

Medicine, avid binge-watchers reported poor sleep quality, increased fatigue and more 

insomnia symptoms. Another study by Michigan State University researchers presented a 

link between binge-watching and poor lifestyle choices such as opting for unhealthy meals, 

unhealthy snacks and sedentary behaviours. 

Source: The Washington Post, 2019 

 

Extract 5: French kids head back to school without their phones 

Last month, the government passed a law banning the use of mobile phones, tablets and 

smartphones in French primary, middle and junior high schools, which teach students up to 

the age of 15. The law is meant to reduce students’ screen time. It's now up to each school 

to decide how to enforce the ban. School principals can decide to store students' phones in 

lockers or allow them to keep them in their backpacks as long as they are switched off. 

Additionally, high schools can decide whether they want to implement the ban as well. 

Jacqueline Kay-Cessou, an American mom who has been living in Paris for 25 years, said 

she was delighted when she learned of the ban. Her son David, 14, is entering 8th grade at 

the Camille Sée International School. "It's fantastic news. It's something I've wanted for 

years," Kay-Cessou told ABC News. "I think phones are harmful socially. Kids can't think and 

sit still anymore and it's highly addictive." 
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But critics, including Frédérique Rolet, the Secretary General of the SNES, a national union 

for secondary school instructors, predict the law will be difficult to enforce. 

"There are not enough supervisors and staff in French schools to make sure the law will be 

respected," Rolet told ABC News. David agreed that students could find ways around the 

ban. "Supervisors in the courtyard during breaks are not that present," David said. "Students 

know the corners where school staff don't go." 

Source: ABC News, 2018 

Questions 

(a) (i) Compare the trend in US/Canada and International box office revenue from 
2013 to 2018. Hence, infer which region was the main driver for overall growth 
in box office revenue. 
 

 
 
[3] 

 (ii) With reference to Extract 1, account for the overall growth in box office 
revenue. 
 

 
[2] 

(b) Using a diagram, explain how “diversifying sourcing away from China” (Extract 2) 
affected Hasbro’s profits. 
 

 
[3] 

(c) Based on Extracts 2 and 3, compare the likely cross elasticity of demand values 
between movies and toys, and between movies and Netflix subscriptions. Justify 
your answer. 
 

 
 
[4] 

(d) Making appropriate references to the case material, assess the net impact of the 
growth of Netflix’s movie offerings on society. 
 

 
[8] 

(e) In light of the information provided in the case study, discuss the factors that 
governments should consider in deciding which mitigating policies to adopt to 
manage screen time. 

 
 
[10] 

 
 

  [Total: 30] 
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Question 2: The Irish economy in the midst of Brexit and US trade wars 

Figure 1: Consumer price index, December 2016=100 

 

Figure 2: Unemployment rate (SA), % 

 

Source: https://www.cso.ie/indicators, assessed 7 Aug 2019 

Extract 6:  Previewing Ireland's economy in 2019: The stats don't lie - Ireland is doing 

well right now 

Ireland isn’t quite partying like it’s 2006, but the stats don’t lie – 2018 has been a bumper 

year by most measures.  Income has risen and the economy generated nearly 1,300 extra 

jobs per week in the 12 months to end of September, up from less than 950 per week the 

previous year.  The unemployment rate fell to 5.3% in November, down from 6.4% the 

previous year. 

Only part of the increase in people’s pay packets is being eaten up by higher prices. 

Consumer prices are basically flat, edging up only slightly from 0.5% in November 2017, to 

0.6% in the same month this year. With more people at work earning higher wages, it is 

hardly surprising that private consumption grew by 2.9% in the third quarter of the year 

compared to a year earlier. 

If things are going so well, then why are so many people worried there may be a recession 

around the corner, a re-run of the horror-show we lived through a decade ago?  If it wasn’t 

for external factors, the Irish economy has room to keep growing strongly for years to come. 

But, as we well know, Ireland is – for better or worse – more exposed to global economic 

developments than most other countries. This is where the rising risk of recession comes 

from. 

https://www.cso.ie/indicators
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There is an old saying in economics that when the US sneezes, the rest of the world catches 

a cold. This is less so than in the past, partly because emerging Asia (and specifically China) 

has come to rival the US as the main driver of global growth. For Ireland, however, the 

phenomenon is as strong as ever because of the strength of its trade and investment links 

with the US.  As long as US grows, their multinational companies will continue to operate in 

Ireland.  But US growth will dissipate in 2019 and later years. US interest rates are expected 

to continue rising through the first half of 2019. The trade war with China is getting more 

heated, with a ratcheting up of tariffs feeding through to higher inflation, and potentially even 

higher interest rates. All have negative implications for growth. There is also the possibility 

that US will extend its tariffs to EU market.   

Then there is Brexit.  Ireland, which is still a member of EU, will be badly affected.  Already, 

a weak sterling (British pound) has hit Ireland’s indigenous exporters hard. Continued 

uncertainty is likely constraining investment in some sectors, and it could be one of the 

reasons why consumer confidence has fallen off a cliff in the past six months despite the 

otherwise rosy economic picture.  With no end in sight to the chaos across the water, fears 

are growing that the UK could crash out of EU without a deal. No matter what type of Brexit 

– hard, soft or something in between – the island of Ireland can be expected to be hardest 

hit economically – more so even than Great Britain. 

Source: The Journal.ie, 28 December 2018 

Extract 7: How the US-China trade war hits Ireland 

The new 25% tariff levels imposed by the US will hit exports of the finished electronic gear 

from China but crucially will also affect the imports of the semi-conductors that drive these 

devices. Chinese companies import €240bn of semiconductors each year from a range of 

countries around the globe. Ireland has a reputation for exporting such high-end chips, 

mainly from Intel. 

Last year, over a third of the €5.4bn on semiconductors produced in Ireland, was exported to 

China. The value of exports was down from the previous year, as the Chinese economy 

slowed under the trade tit-for-tat trade dispute. 

China’s growth is projected to slow from an estimated 6.6% in 2018 to 6.2% in 2019 and it is 

widely expected the latest 25% tariffs will have a significant impact on the overall sales of 

semiconductors, hitting sales of data devices, as well as devices for personal computers. For 

most companies, enduring a 25% rise in cost is very tough. The tariff increases will be 

particularly disturbing for Intel which last month cut its 2019 revenue outlook. 

Source: Irish Examiner, 13 May 2019 

Extract 8: What is a no-deal Brexit and how will it affect Ireland?  

A no-deal Brexit means the UK would leave the EU immediately on 31 October 2019, and 

there would be no special agreements about how UK and EU companies could work and do 

trade with each other.  Essentially trade with the EU would be on the basis of rules set down 

by the World Trade Organisation (WTO). This would end the free movement of goods 

between the UK and the EU, including between the UK and Ireland, and mean that tariffs, or 

special import taxes, would apply. Customs checks would also be immediately needed 

between countries. 

Some 12 per cent of Irish goods exports go to the UK and they would be subjected to tariffs.  

Around two thirds of Irish exports to the Europe Continent go through UK and they would 

have to go through four new checks – leaving Ireland, entering and leaving the UK and 

entering Continental ports. There is growing concerns of chaos and long delays at UK ports 
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in particular which could delay delivery and be a particular problem for fresh and time 

sensitive products. 

Goods imported into Ireland would also be affected. Around 23 per cent of Irish imports 

come from the UK and many businesses, notably in pharmaceuticals and chemicals, would 

see their supply chains disrupted. 

There are also issues for consumers, with two thirds of the products on Irish supermarket 

shelves either coming from the UK, or moving via the UK landbridge to Ireland.  In the short-

term, a no-deal Brexit could threaten disruption to some supplies on Irish shelves. In the 

longer term it could shake up the sector, leading to changes in the mix of products and 

higher prices. An Environmental Systems Research Institute (ESRI) study estimated that a 

hard Brexit could push up prices by 2 to 3 per cent, increasing the average annual shopping 

bills for consumers by between €892 and €1,360.  

The Department of Finance calculated that a hard version of Brexit could lead to Irish GDP 

being 4.5 per cent lower in ten years’ time with a loss of 40,000 jobs.  A no-deal Brexit, by 

bringing all the changes into a short timeframe, risks also ensuring that more of the costs 

come in the early years. In particular, if the UK crashes out, it would hit growth and threaten 

a significant hit to existing economic and tax forecasts for Ireland. 

Source: The Irish Times, 30 April 2019 

Extract 9:  Ireland ‘worst hit’ if US widens trade war front to EU 

Ireland will be the worst hit economy in the eurozone if the US-China trade spat broadens to 

envelop Europe, according to a leading economics group because the Republic exports 

huge amounts of pharmaceuticals and chemicals to the US. 

The assessment by Capital Economics in London finds that Ireland will be in the frontline of 

any US-EU trade war.  This is because Mr Trump may be mulling whether the threat of tariffs 

on pharmaceuticals made in the EU would encourage a large number of drugs plants based 

in Ireland, which are predominantly American-owned, to relocate manufacturing jobs back to 

the US.  The EU and US appear to have made little progress after they decided last year to 

work together towards striking a new trade deal. 

Source: Irish Examiner, 14 May 2019 

Questions 

(a) (i) Compare the trend of Ireland’s CPI with its unemployment rate.                         [2] 

 (ii) Referring to Extract 6, using an AD AS diagram, explain the relationship between 

the 2 variables above.                                                                                          [4] 

(b) Referring to Extract 7, analyse the impact of the US-China trade war on Irish firms.  [3] 

(c)   Discuss the extent to which a tariff on imports from UK resulting from Brexit would 

affect Ireland’s consumers, producers and society in general.                                    [8] 

(d) Despite the rosy economic outlook in Ireland, state and explain two reasons why 

Ireland is worried about its economic outlook in 2019 and beyond.                            [3] 

(e)   Assess alternative policy options that Ireland can take to mitigate the external threats 

facing its economy.                                                                                                   [10] 

[Total: 30] 
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(a)(i) Compare the trend in US/Canada and International box office revenue from 2013 to 
2018. Hence, infer which region was the main driver for overall growth in box office 
revenue. [3]  
 
Both increased from 2013 to 2018 [1] 
The increase was larger for international box office revenue than for US/Canada box office 
revenue from 2013 to 2018. [1] OR International box office revenue is always higher than 
US/Canada box office revenue from 2013 to 2018. [1] 
Hence, the main driver for overall growth in box office revenue was the international region. [1] 
 
1m for comparison of general trend 
1m for comparison of extent of change OR level 
1m for inference that the international region was the main driver 
 
 (a)(ii) With reference to Extract 1, account for the overall growth in box office revenue. [2] 
 
The release of movies under the Marvel Cinematic universe [1] caused an increase in demand 
for movie tickets. [1] The increase in demand caused an increase in both price and quantity 
traded of movie tickets, resulting in an increase in the box office revenue.  
 
1m for identifying the factor in Extract 1  
1m for linking the factor to an increase in demand  
 
(b) Using a diagram, explain how “diversifying sourcing away from China” (Extract 2) 
affected Hasbro’s profits. [2] 
 
Profits = Total revenue – Total cost 

 

Hasbro’s diversifying sourcing away from China would help to reduce Hasbro’s cost of 

production [1] as Hasbro would be able to avoid the tariffs on imported raw materials from China 

[1]. 

 

The reduction in cost would help Hasbro increase its profits from area (P0-AC0) x Q0 to area 

(P1-AC1) x Q1 in the diagram below. [1] 

 

 
 

2m for explaining how diversifying sourcing away from China would affect Hasbro’s cost 
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1m for the diagram to illustrate how a reduction in cost would increase profits for Hasbro (with 

reference to the diagram) 

 
(c) Based on Extracts 2 and 3, compare the likely cross elasticity of demand values 
between movies and toys, and between movies and Netflix subscriptions. Justify your 
answer. [4]  
 
In terms of sign, the XED between movies and toys is likely to be negative while that between 

Movies and Netflix subscriptions is likely to be positive. This is because from Extract 2, movies 

and toys appear to be complements since they may be purchased together. As such, a 

reduction in the price of movies that causes its quantity demanded to increase would cause the 

demand for toys to increase, causing the XED to be negative. On the other hand, from Extract 3, 

movies and Netflix subscriptions appear to be substitutes since they are alternative forms of 

entertainment. As such, a reduction in the price of movies that causes its quantity demanded to 

increase would cause the demand for Netflix subscriptions to decrease, causing the XED to be 

positive. [2m, 1m for comparison for sign and 1m for justification] 

 

In terms of magnitude, the |XED| between movies and toys is likely to be less than 1 while that 

between Movies and Netflix subscriptions is likely to be more than 1. This is because movies 

and toys are likely to be weak complements as people can easily watch a movie without buying 

its toys. On the other hand, movies and Netflix subscriptions may be close substitutes since 

Netflix’s offering of movies is inducing panic in conventional movie studios, which implies that it 

must be a close substitute. [2m, 1m for comparison for sign and 1m for justification] 

 

Notes:  

 No explicit comparison of XED (i.e., just explaining the XED value of each pair of goods) – 

3m 

 The justification of close/weak complements or substitutes could go either way (e.g., Netflix 

subscriptions being a weak substitute of movies because the theatre experience is 

significantly different would also be an acceptable argument) 

(d) Making appropriate references to the case material, assess the net impact of the 
growth of Netflix’s movie offerings on society. [8]  
 

Question analysis 
Command word = “assess”  Need two sides and an evaluative conclusion 
Content = “the net impact of the growth of Netflix’s movie offerings on society”  the two 
sides are: 

 Thesis – Growth of Netflix’s movie offerings is beneficial to society 

 Anti-thesis – Growth of Netflix’s movie offerings is not beneficial to society 
Context = Netflix 

 

Introduction 

The net impact of the growth of Netflix’s movie offerings on society can be analysed in terms of 

its impact on social welfare. 

  

Thesis – Growth of Netflix’s movie offerings is beneficial to society 
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From Extract 3, the growth of Netflix’s movie offerings is threatening the movie industry. This is 

because Netflix subscriptions are a substitute to movies. This could be beneficial to society 

because the increased competition faced by the movie industry could reduce the allocative 

inefficiency in the movie market. 

 

With increased competition from the Netflix’s growth of movie offerings, the movie industries 

would face a reduction in demand as well as an increase in PED. This would cause a reduction 

in the profit-maximising price of movie producers from P0 to P1 in the diagram below. The 

reduction in price also reduces the gap between P and MC from P0-MC0 to P1-MC1 in the 

diagram below, reducing the extent of the allocative inefficiency. 

 

 
 

Additionally, in response to the competition, movie producers would produce movies of better 

quality to not lose consumers. This is also beneficial to society. 

 

Finally, consumers in the society would also benefit from enjoying a greater variety of 

entertainment options. 

 

Anti-thesis – Growth of Netflix’s movie offerings is not beneficial to society 

However, the growth of Netflix’s movie offerings may not be beneficial to society as it could give 

rise to another source of market failure – market failure due to consumers underestimating the 

cost of binge-watching. Netflix’s increased movie offerings would cause binge-watching to 

become more common. This worsens the failure in the TV subscription market where 

consumers underestimate the cost to themselves from binge-watching in form of poorer sleep 

quality and poorer lifestyle choices (Extract 4). The market fails because the underestimation of 

cost causes demand under imperfect information to exceed demand under perfect information 

as seen in the diagram below. 

 

The market equilibrium output would be at Qe where Dimperfect = S whereas the socially 

optimal output would be at Qs where Dperfect = S. Since Qe exceeds Qs, there is 

overconsumption of TV subscriptions. This gives rise to a deadweight loss of the shaded area. 
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Conclusion 

In conclusion, the growth of Netflix’s movie offerings benefits society in reducing the extent of 

market failure due to market dominance in the movie market, but worsens the market failure in 

the TV subscription market. Whether the net effect is positive would depend on the extent of 

both effects, which is impossible to judge without more data. The data required for the 

judgement would include the price and MC in the movie market as well as the extent of 

overconsumption in the TV subscription market. Only with such information can we compute 

whether the gains in social welfare outweigh the losses. 

 

Level Description Marks 

L2 Answer explains both the thesis and anti-thesis (balance). Explanations make 
use of appropriate economic frameworks (depth) and relevant case material 
(context). 

4-6 

L1 Missing balance, depth, or context. 1-3 

E Makes a judgement (not enough information to take a stand is a judgement 
too) and provides a justification for the judgement. 

1-2 

 

(e) In light of the information provided in the case study, discuss the factors that 
governments should consider in deciding which mitigating policies to adopt to manage 
screen time. [10] 
 
 

Question analysis 
Command word = “discuss”  Normally, need two sides and an evaluative conclusion 
Content = “the factors that governments should consider in deciding which mitigating policies 
to adopt to manage screen time”  Clearly there cannot be two sides to this question so the 
structure would be: 

 Explain first factor that the government should consider 

 Explain the second factor that the government should consider 

 Etc 

 Conclude by evaluating which factor is most important 
Context = policies to manage screen time 

 

Introduction 

The mitigating policies to manage screen time include legislation such as the partial ban (i.e., 

bans in selected places such as schools) adopted in France and education to inform the public 

of the harms of screen time. The former forces the consumption of screen time to fall (ideally to 
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Qs) while the latter would correct the imperfect information in terms of underestimating the cost 

of screen time and hence correct the overconsumption. 

 

Explain the first factor to consider – the constraints 

The first factor governments must consider are the constraints that it faces. Both education and 

legislation incur costs. The former through the employment of factors of production to produce 

the education service / campaign materials and the latter through the monitoring and 

enforcement costs. Governments would need to consider their budget positions to determine 

which policy to adopt. If the cost of one of the policies is so high that the government’s budget 

does not allow for it, then clearly the government should choose the other. 

 

 

Explain the second factor – opportunity cost 

Related to the constraint is the concept of opportunity cost. Since there is a constraint in the 

form of a limited government budget, allocating funds to the implementation of either policy 

would result in opportunity costs being incurred in terms of other benefits that are foregone (e.g., 

foregone benefits from subsidising healthcare). The government would need to consider and 

weigh the opportunity costs to determine which, if any, of the policies should be adopted. 

Assuming the opportunity costs are not too high, the government should choose the policy with 

the lower opportunity cost. 

 

Explain the third factor – effectiveness in terms of targeting the root of the problem 

The government should also consider whether the policies target the root of the problem. 

Legislation such as partial bans may affect the behaviour in terms of reducing consumption in 

specific zones but it does not target the root problem of people underestimating the cost of too 

much screen time to personal health. As such, all that may happen is that screen time is shifted 

from being on school premises to being at home or other places. There could still be an 

overconsumption of screen time. In contrast, education about the damage to health from 

excessive screen time would target the root of the problem. Hence, if it is successful, it would 

reduce overall screen time instead of just directing it elsewhere. Hence, to target the root of the 

problem, the government would choose education as the mitigating policy. 

 

Explain the fourth factor – effectiveness in the short and long run 

Finally, the government should also consider the effectiveness of the policies in the short and 

long run, relative to the scale of the problem. If the scale of the problem is large and therefore 

pressing, then a policy with immediate short run effects should be chosen (i.e., use legislation). 

However, if the problem is still not too large presently but may become severe in the future, then 

a policy that takes some time to work (i.e., education) would be more appropriate. 

 

Conclusion 

In conclusion, there are many factors that a government should consider (as explained above). 

However, the most important consideration should be the constraints of the government. This is 

because the constraints determine the choice set of governments in terms of what policies are 

even feasible in the first place. Only then can the government use the other considerations to 

determine which out of these possible policies would be the most appropriate. Hence, 

constraints would be the most important consideration. 
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Level Description Marks 

L2 Answer explains at least two factors for consideration in deciding which 
mitigating policies to adopt. Explanations show how the factors would cause 
governments to choose one policy over another. 
 
Need three factors for max 7m 
Max 5m if the possible policies were not introduced in the first place 

5-7 

L1 Answer explains only one factor for consideration in deciding which mitigating 
policies to adopt. Explanations show how the factors would cause 
governments to choose one policy over another. 
 
OR 
 
Answer explains at least two factors for consideration in deciding which 
mitigating policies to adopt. However, explanations are descriptive and do not 
show the details of how the factors would cause one policy to be chosen over 
another. 

1-4 

E Makes a judgement of which factor is the most important and provides a 
justification for the judgement. 

1-3 
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CSQ2  

a (i) Compare the trend of Ireland’s CPI with its unemployment rate. [2] 

Ans: Comparing the general trend, Ireland’s CPI increased while its unemployment rate fell (i.e., 

inverse relationship) [1]. Comparing the extent of the change, the CPI’s rise is very slight 

but the fall in unemployment was very steep [1]  

1m for comparison of general trend 

1m for comparison of extent of the changes 

a (ii) Referring to Extract 6, using an AD AS diagram, explain the relationship between the 

2 variables above. [4] 

Ans: Economy doing well, C increased by 2.9%, causing AD increase from AD0 to AD1 [1]→ 

NY increase from Y0 to Y1 and thus employment increases as higher output production needs 

more resources including labour (thus unN decreases[1]) but not yet at Yf, thus GPL slight 

increase[1] 

 

1m for diagram 

1m for explanation of increase in AD 

1m for linking increase in AD to decrease in UnE 

1m for linking increase in AD to the slight increase in CPI (no penalty for not being explicit about 

“slight” since the question phrasing’s focus is more on the inverse relationship) 

(b) Referring to Extract 7, analyse the impact of the US-China trade war on Irish firms.  [3] 

Ans:  Derived demand impact on Irish semi-conductors - US imposing 25% tariff on Chinese 

exports of electronic devices to US will reduce these exports.[1]  One third of Irish semi-

conductors is exported to China as parts for these devices.  Since Chinese electronic devices 

will find its sales reduced due to the 25% tariff, less semi-conductors are needed, thus demand 
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for these Irish semi-conductors falls[1], leading to a fall in P and Q and hence TR of these 

firms.[1] 

1m for linking US tariffs to fall in Chinese exports 

1m for linking fall in Chinese exports to fall in derived demand for Ireland’s goods (students 

need not use the term ‘derived demand’ so long as their phrasing makes the relationship 

between Ireland’s and China’s goods clear (e.g., “since Irish semi-conductors are a factor of 

production in producing Chinese devices, the fall is…”) 

1m for linking the fall in demand to a fall in TR of firms 

(c)  Discuss the extent to which a tariff on imports from UK resulting from Brexit would 

affect Ireland’s consumers, producers and society in general.          [8] 

Ans: 

Question analysis 
Command word : “discuss the extent”  Normally, need two sides and an 
evaluative conclusion 
Content : “a tariff on imports from UK resulting from Brexit would affect 
Ireland’s consumers, producers and society ”  easier to discuss the 
positive and negative impact on each group with evaluation of the extent of 
impact 
Context : Ireland’s consumers, producers & society (society can refer to 
impact on government, allocation of resources (micro) or macroeconomic 
objects 

Introduction 

Tariff is a tax on imports. It’s a protectionist measure to make it more costly to import which 
may benefit domestic producers of similar products.    

Figure below illustrates the effects of the imposition of tariff for an overall domestic market.  

 
 

Referring to the Figure above, before the imposition of tariff, the world price of the product was 

0P.  With the tariff, the price rises to 0P1.  Consumers lose in terms of higher prices and lower 

quantity consumed.  Before the tariff, demand was satisfied at 0Q1 (0Q0 from domestic producer 

& Q0Q1 imported). With tariff, equilibrium quantity falls to 0Q3 (0Q2 from domestic producer & 

Q2Q3 imported).  There is a loss of consumer surplus of PP1AC as a result.  From Extract 8, it is 
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stated that prices could go up by 2 to 3% and average annual shopping bills for consumers 

increase between €892 and €1,360. 

Domestic producers of this good could gain as shown by the increase in output produced 

domestically (0Q0 to 0Q2) and the higher price (0P to 0P1).  Thus, revenue increase from 

0PGQ0 to 0P1EQ2 and there is also an increase in producer surplus of PP1EG.  

As the government is the one to collect the tariff, there is a gain in tariff revenue to the 

government of EABF.  However, society loses in terms of a DWL of the 2 areas shaded in the 

Figure above of GEF & ABC.   

Alternatively, if producers source their input materials from the UK, then COP can increase. 

Extract 8 shows that “around 23% of Irish imports comes from the UK” and this would “see their 

supply chains disrupted”.  As these imported resources become more expensive due to the tariff, 

it would lead to cost-push inflation which can curtail NY & employment.  If the higher costs are 

passed on to consumers in terms of higher prices, COL increases too. In general, the Irish 

economy in general, loses as a result. 

Evaluative conclusion:  However it must be noted that the imposition of a tariff goes against 

the theory of comparative advantage.  Based on comparative advantage theory, tariff 

encourages inefficient producers to exist.  Ireland and the UK will, thus, have its mix of 

industries changing as a result of the tariff due to Brexit.  For Ireland, the prediction is that in the 

near future of ten years, the country would be worse off but beyond that, it would depend on 

how it manages its trade position. (Evidence: Extract 8 last paragraph)  

Level Description Marks 

L2 Answer analyses the extent of impact of tariff on 
consumers, producers and society. Explanations make use 
of appropriate economic frameworks (depth) and relevant 
case material (context). 

4-6 

L1 General discussion on the parties without economic 
framework. 

1-3 

E Makes a judgement (not enough information to take a 
stand is a judgement too) and provides a justification for 
the judgement. 

1-2 

 

(d) Despite the rosy economic outlook in Ireland, state and explain two reasons why 

Ireland is worried about its economic outlook in 2019 and beyond.  [3] 

Ans: US economic growth declining and thus trade with US (exports) and US investment in 

Ireland would fall [1] and Brexit with its uncertainty will constrain investment and lower 

consumer confidence to spend [1], both events leading to a fall in AD & NY in Ireland.[1] 

[Accept the effects of US China trade war as another possible reason.]  

1m for each reason linked to a fall in some component(s) of AD 

1m for linking the fall in components of AD to a fall in AD and hence NY 

(e)  Assess alternative policy options that Ireland can take to mitigate the external threats 

facing its economy.  [10] 
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Ans:   

Question analysis 
Command word : Assess  
Content : Alternative policy options – note that any policy option is 
acceptable; need not be new ones, can be the ones given in the case. 
Context : Ireland 

 

Introduction 

As stated in part (d) above, external threats facing Ireland are reduction in exports, US FDI 

pulling out of Ireland, tariff on imports of final or intermediate products from Brexit/US-EU trade 

wars. Reduction in exports &/or US FDI pulling out of Ireland that will lead to reduced AD. Tariff 

effect on imports of final or intermediate products will increased COP, thus shifting SRAS curve 

upwards.  NY / employment and GPL will be negatively affected as a result. 

 

Demand management policies 

Measures to mitigate these external threats would include demand management policies of 

expansionary FP or MP to expand domestic economy since it is doing well and there is room for 

expansion as stated in Extract 6, ie increase Consumption or incentive (fiscal or others) to 

entice American pharmaceutical/chemical firms to stay on in Ireland so that Investment will not 

be negatively affected.   

Discretionary fiscal policy refers to the deliberate change in G and T to achieve macroeconomic 

aims.  Expansionary fiscal policy involves increasing its government spending (G) and/or 

reduces its taxes (T). An increase in G raises aggregate demand (AD) directly since AD = C + I 

+ G + (X-M).  On the other hand, reductions in income taxes, corporate taxes, and consumption 

taxes raise AD indirectly. A reduction in income taxes would increase the disposable income of 

households. Thus, with the greater purchasing power, households can consume more, leading 

to a rise in consumption expenditure (C). A reduction in corporate taxes would increase the 

after-tax profit of investments. Hence, with higher profitability of investments, investments (I) 

increases. This could induce American firms in Ireland to stay on instead of relocating back to 

the US.  A reduction in consumption taxes would increase C. Together, the increase in C and I 

would raise AD.  

Expansionary monetary policy using interest rates is used to increase national income (achieve 

growth) and reduce unemployment.  Expansionary interest rate policy is the increase in money 

supply to lower interest rates. As interest rate is both the cost of borrowing and the return on 

savings, a fall in interest rates leads to consumers borrowing more money to spend instead of 

saving. This increases C. At the same time, with the lower cost of borrowing, firms would find it 

more profitable to invest (rightward movement along the MEI). The increase in C and I then 

leads to an increase in AD, causing a rise in national income via the multiplier process. This is 

illustrated below. 

 
The rise in AD due to the expansionary fiscal policy or monetary policy would increase national 
income via the multiplier process, achieving economic growth. This is illustrated below. 
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Figure: Expansionary fiscal policy causing increase in NY 

 
With the increase in AD from AD0 to AD1 due to the increase in G, C, and I, national output 
increases from Y0 to Y1 through the multiplier process. 
 
Evaluation of demand management policies 
Whether it is expansionary FP or MP, effectiveness to expand economy is limited by the value 
of the multiplier which is dependent on the MPW of MPM, MPS & MPT.  Expansionary FP is 
also dependent on the government’s budget and past savings.  If the Irish government is poor, 
FP would be impossible as the government will run into a debt problem.  If the government 
borrows to finance it spending, it may lead to crowding-out effect, ie the private sector may have 
to pay higher interest rate due to government’s borrowing increasing interest rates in the 
economy.   
 
As Ireland is still part of the EU, the possibility of using MP is dependent on the European 
Central Bank.  It is not a unilateral decision by Ireland itself.  Furthermore, if expansionary MP is 
used, effectiveness of policy to increase AD is questioned due to the uncertainty and poor 
business expectations due to the external threats which will dampen any business expansion in 
the economy.  Businessmen will be pessimistic due to Brexit and US-China trade wars. A 
liquidity trap may also occur.  This refers to the situation where interest rates cannot fall any 
further. This is the case when interest rates are zero (or so low that they are effectively zero). In 
such a scenario, expansionary monetary policy is limited as there is no more room for interest 
rates to decrease. 
 
Supply-side policies 
Given the limitations of demand management policies, there is a need for the Irish economy to 
look into using supply-side policies to reduce costs in order to offset potential increase in costs 
due to tariffs. The government can provide R&D grants to firms or provide funding for research 
agencies and universities to carry out R&D activities. Successful R&D outcomes can improve 
production methods, thus improving labour productivity. The government can subsidise 
education and training to improve the quality of the labour force. This increases labour 
productivity. An improvement in labour productivity would lower COP which would increase both 
SRAS and/or LRAS.   
 
SRAS increases (shifts downwards) when the unit cost of production in the economy decreases.  
As seen in Figure below, an increase in SRAS from SRAS0 to SRAS1 would cause an increase 
in NY from Y0 to Y1 as firms produce more output in response to a lower cost of production. The 
increase in NY illustrates actual economic growth. 
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Figure: Actual Economic Growth due to an Increase in SRAS 

 
Evaluation of supply-side policies 
However, subsidising education and training has its limitations. Heavy government expenditure 

is required in education and training. Hence, there is a huge opportunity cost incurred as the 

money could have been allocated to other critical national needs such as healthcare and 

national defence. Additionally, adults are often reluctant to attend training for various reasons 

such as disinterest and time constraints. This reduces the effectiveness of the policy. 

Subsidising R&D has its limitations too. R&D requires large amounts of funding and thus places 

a strain on the government budget. Additionally, there is no guarantee that the R&D efforts will 

be successful. Finally, even successful R&D efforts often take a long time to bear fruit. This 

makes the policy ineffective in the short run. 

[Alternative option to consider] 

Another option is using trade & immigration policies eg trade diversification to trade with other 

countries, immigration policy eg agree to less restrictive border movement with UK after Brexit 

to lower costs of transporting goods, travel over UK to the rest of Europe.  Ireland could 

negotiate for easier border crossing through UK to Europe to lower cost of getting its exports to 

Europe.   

This option would require great diplomacy of the Irish government to negotiate with other 

countries for mutual benefits.  It would mean better cooperation with other countries particularly 

with UK. 

Evaluative Conclusion 

According to Extract 6, the Irish economy is doing well domestically, thus it has room to 

manoeuvre its domestic demand management policies to influence C & I and if need be G as 

well.  However, it must be noted that consumer confidence is shakened by Brexit.  Thus Ireland 

must take measures to preempt the impact of the impending Brexit problems which may be 

easier to solve as it is within the government to negotiate with UK on its border checks.  

However, tariffs whether under Brexit or US-EU disputes are beyond Ireland’s control as it is 

part of EU.  Thus, in the LR, Ireland may have to decide on its participation in EU and how that 

would impact its economy.  
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Level Description Marks 

L2 Answer with economic analysis that discusses at least 2 
policies based on case context.  
 

5-7 

L1 Answer with gaps in economic analysis &/or not 
addressing external threats.  
 

1-4 

E Makes a judgement of the effectiveness of each policy and 
provides a justification for the judgement based on case 
context. 

1-3 

 

 



 Class Adm  No 
 
Candidate Name:    
 

 

This question paper consists of 3 printed pages and 1 blank page.  
 

[Turn over 
 

  

 
 

 
 
 
 

 

 

 

 

 
2019 Preliminary Exams 

Pre-university 3 

 
ECONOMICS  9757/02 
 
Paper 2 20 September 2019 
 
 2 hours 15 minutes 
Additional Materials: Answer Paper  

  
READ THESE INSTRUCTIONS FIRST 
 
Write your name and class on all the work you hand in. 
Write in dark blue or black pen on both sides of the paper. 
You may use a soft pencil for any diagrams or graphs. 
Do not use paper clips, highlighters, glue or correction fluid. 
 
Answer three questions in total, of which one must be from Section A, one from Section B and 
one from either Section A or Section B. 
 
You are reminded of the need for clear presentation in your answers. 
 
At the end of the examination, arrange your answers in NUMERICAL ORDER and fasten your 
answers to Section A separately from Section B with a cover page on top of each section. 
Write the question numbers attempted on the cover page. 
 
The number of marks is given in brackets [  ] at the end of each question or part question. 

 
 
 
 
 
 
 
 
 
 
 
 



2 
 

MI/9757/02/PU3/EOY2019 
 

Answer three questions in total. 
 

Section A 
 

One or two of your three questions must be from this section. 
 
1 In Asia, the threat of water shortage is more present than ever due to rising population, 

income growth, worsening climate conditions such as droughts and wear and tear in 

pipes from high water pressure conditions. Though Singapore’s water future looks 

secure thanks to NEWater and desalinated water, sustaining water supply could become 

an energy-intensive affair.  

Adapted from Source: CNA, accessed 26 August 2019  

 

Explain how the shortage of water arises and discuss whether the price mechanism is 

the best way to address this shortage in order to achieve the microeconomic aims.  [25] 

 

 

 

2 In 2018, the Competition and Consumer Commission of Singapore (CCCS) fined Grab 

and Uber over their merger. On the other hand, CCCS cleared the merger of two food 

court operators, Foodfare and Kopitiam as even with the merger, other strong competing 

operators remain in the market for the sale of cooked food. 

 

(a) Explain the likely market structure that is consistent with the behaviour of firms in the 

ride-hailing industry and the market for the sale of cooked food before the merger.

            [10]  

 

(b) Discuss the factors that CCCS considers when they decide on whether to allow firms 

to merge.           [15] 

 

3  Preventive healthcare consists of measures taken for disease prevention to ensure 

people do not fall ill in the first place while curative healthcare is geared towards treating 

patients after they have become ill. Studies show that much of ill health arises as 

medical conditions were undiagnosed at early stages. Increasing health screenings 

would alert those with problems to take early action.  

(a) Explain how the market for preventive healthcare might fail to a greater extent as 

compared to the market for curative healthcare.       [10] 

 

(b)  Instead of relying solely on influencing the demand for preventive healthcare, the 

Singapore government should adopt policies to target the supply of it. Discuss.   [15]  
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Section B 
 

One or two of your three questions must be from this section. 
 
4 Foreign direct investment from the USA to Singapore hit over US$77 billion in 2018.  

Source: EDB, Singapore, March 2019 

(a) Explain the factors that determine the level of foreign direct investment in a 

country.           [10] 

(b)  Assess the role of foreign direct investment in raising the standard of living of a 

country.           [15] 

 
 
5 “The Singapore dollar will fare around $1.35 against the US dollar in 2018.”  

 
Source: Fitch Solutions, January 2018. 

 
(a) Explain how changes in the external value of a currency can affect the domestic 

price level.          [10] 
 
(b) Discuss whether an increase in the general price level will affect the domestic 

sector more than the external sector.       [15] 
 
 
 
6 Globalisation is under threat. Figures compiled by the Swiss Economic Institute show 

that globalisation peaked and began plateauing several years before the current 
trade wars began. The current headwinds to it – from lower cross-border capital 
spending to the relocating of firms back home to win votes, tariffs and the push to 
grow domestic firms – are not going away anytime soon. So governments and the 
biggest corporations have begun to prepare for a new age: the age of 
deglobalisation.   

Source: Financial Times, August 2019 
 

Discuss whether Singapore is among the economies that have the most to lose from 
deglobalisation.         [25] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



4 
 

MI/9757/02/PU3/EOY2019 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Blank Page 
 



1 
 

Question 1 

In Asia, the threat of water shortage is more present than ever due to rising population, income growth, worsening 

climate conditions such as droughts and wear and tear in pipes from high water pressure conditions. Though 

Singapore’s water future looks secure thanks to NEWater and desalinated water, sustaining water supply could 

become an energy-intensive affair. 

 

Adapted from Source: CNA, accessed 26 August 2019  

 

Explain how the shortage of water arises and discuss whether the price mechanism is the best way to address this 

shortage in order to achieve the microeconomic aims. [25] 

 

Question Analysis  
Part 1: Explain how the shortage of water arises  

 Command word – explain  

 Content word   
o Shortage of water  quantity demanded > quantity supplied of water 

 Context – Asia  
 
Part 2: Discuss whether the price mechanism is the best way to address this shortage in order to achieve the 
microeconomic aims. 

 Command word – discuss  
o Thesis: Price mechanism is the best way to address the shortage in order to achieve microeconomic 

aims   
o Anti-Thesis: Price mechanism is not the best way to address the shortage in order to achieve 

microeconomic aims   
 Limitations of price mechanism  
 Government intervention is a better way to address the shortage in order to achieve the 

microeconomic aims  

 Content word   
o Address this shortage  reduce quantity demanded and increase quantity supplied such that market 

reaches equilibrium where quantity demanded = quantity supplied  
o Achieve microeconomic aims  allocative efficiency and equity  

 Context - Asia 

 

Requirement  Suggested Answer 

Part 1: 
Introduction 

Shortage is a situation where quantity demanded exceeds quantity supplied. The shortage of 
water arises due to increase in demand for water and fall in supply for water. 
 

Part 1: Explain 
demand factors  

The demand for water in Asia has increased due to the rising population. Water is essential for 
survival as humans need to consume water on a daily basis to function properly. Thus, the 
increasing population would lead to an increase in demand for water.  
 
In addition, Asia is experiencing income growth. This means that the purchasing power of Asians 
increases, resulting in an increase in demand for water as water is a normal good. Furthermore, 
an increase in income means that demand for goods and services increases. Since water is also 
used as a factor of production, the increase in production of goods and services would cause the 
demand for water (as a factor of production) to increase.   
 
The increase in demand for water causes the demand curve to shift rightwards from D0 to D1.  

Part 1: Explain In addition, the supply for water in Asia has been falling. This is due to the worsening climate 
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supply factors conditions. The hotter and drier weather has caused the reservoirs to dry up, resulting in a fall in 
supply for water.  
 
On top of that, ageing infrastructure also results in a fall in supply of water. The high water 
pressure conditions causes wear and tear in the pipes. This increases the chances of water 
leakages from pipes which causes the supply of water to decrease.  
 
The decrease in supply for water causes the supply curve to shift leftwards from S0 to S1.  
 

Part 1: Show 
how shortage of 
water arises 
with the aid of a 
diagram 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 1 

 
At original price level P0, the quantity demanded is at Qd while the quantity supplied is at Qs. This 
results in a shortage of water QdQs.  
 

Part 2: 
Introduction 

Since there is a shortage of water, the price mechanism would be the best way to address the 
shortage in order to achieve the microeconomic aims. Government has two microeconomic aims 
– allocative efficiency and equity. Allocative efficiency is the way resources are allocated among 
competing uses such that the right amount of right goods is produced to maximize social welfare. 
Equity is defined as fairness in distribution of welfare where everyone has access to the good 
society thinks everyone should have access to regardless of income.  
 

Part 2: Thesis – 
price 
mechanism is 
the best way to 
address the 
shortage to 
achieve 
allocative 
efficiency  

Since there is a shortage at P0, there is allocative inefficiency as the right amount of right goods is 
not produced.  
 
The shortage would cause an upward pressure on price. The increase in price causes the quantity 
demanded for water to fall and the quantity supplied for water to increase. This is represented by 
the movements along the demand and supply curves. Market establishes itself at new 
equilibrium, E1 with a higher price of water P1 and a higher quantity of water Q1.  At E1, quantity 
demanded for water equals to quantity supplied of water, achieving allocative efficiency which 
maximises society’s welfare.  
 
Thus, the price mechanism is the best way to address the water shortage to achieve allocative 
efficiency.  
 
 

Part 2: Anti-
thesis – price 

However, price mechanism may not be the best way to address the water shortage as it has its 
limitations.  
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mechanism is 
not the best 
way to address 
the shortage as 
it has limitations 

 
The inelastic demand and supply of water means that it will take a longer time for the shortage to 
be corrected. The demand for water is price inelastic as there is a high degree of necessity. This 
means that when the price of water increases, in a given time period, quantity demanded for 
water falls to a smaller extent. The supply for water is also price inelastic as it takes time to treat 
the water so that it is safe for human consumption. This means that when the price of water 
increases, in a given time period, quantity supplied for water will increase to a smaller extent. 
Thus, it will take a long time for the price mechanism to work to eliminate the shortage.  
 

Part 2: Anti-
thesis – price 
mechanism is 
not the best 
way to address 
the shortage as 
it worsens 
inequity  

In addition, the price mechanism may not be the best way to address the water shortage as it is 
unable to achieve the other microeconomic goal of equity.  
 
From the earlier analysis, the price mechanism removes the shortage by causing the price to 
increase from P0 to P1 in the earlier diagram. The higher price of water means that lower income 
households are less able to afford water. Some lower income households might not be able to 
purchase water as they may not have the ability to do so even though water is a necessity. This 
worsens inequity.  
 

Part 2: Anti-
thesis – 
government 
intervention is 
better.  
Policy (1)  

Since the price mechanism may not be the best way to address the water shortage, government 
would need to intervene to address the water shortage.  
 
The government can undertake research and development in the water industry. Specifically, they 
should conduct process innovation to lower the cost of producing NEWater and desalinated 
water. For example, R&D might yield better technology that can purify sewage water and sea 
water at a faster rate. The fall in cost of production of NEWater and desalinated water would 
cause the profitability of producing water to increase. Producers would then increase the supply 
of water. The higher supply of water helps to address the water shortage and eases the upward 
pressure on price so that inequity is not worsened.  
 
However, there are limitations to research and development. It requires huge funding 
which results in opportunity cost. The government could have spent on other areas such 
as healthcare or education. In addition, R&D takes a long time with no guarantee of 
success.  
 

Part 2: Anti-
thesis – 
government 
intervention is 
better.  
Policy (2) 

Another policy the government can implement is to replace the ageing infrastructure to reduce 
the cases of water leakages. New pipes are better able to withstand the high water pressure 
conditions and this results in lesser water leakages, reducing the extent of the fall in supply of 
water due to water leakages. This helps to reduce the water shortage and also eases the upward 
pressure on price so that inequity is not worsened.  
 
The government could also use technology to adjust the water pressure according to the demand 
of water. This is to reduce the strain on pipes and hence, reduce the probability of water leakages 
which helps to reduce the water shortage.   
 
Similar to the limitations of R&D, this policy of replacing water infrastructure is costly which 
would result in high opportunity cost.  
 
 
 

Part 2: Anti-
thesis – 

Another policy the government can adopt is education and campaigns. The shortage of water is 
due to the high demand for water. The government can carry out education and campaigns to 
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government 
intervention is 
better. 
Policy (3) 

encourage its citizens to adopt water saving habits such as taking shorter showers, turning off the 
tap when brushing teeth, and using more water-efficient household appliances. This would 
reduce the demand for water, which helps the government to address the water shortage and 
ease the upward pressure on price so that inequity is not worsened.  
 
One limitation of this policy is that it is not enforceable by law. In addition, it is difficult to change 
consumers’ mindsets and it takes time for them to change their habits.  
 

Evaluation – is 
price 
mechanism the 
best way to 
correct the 
shortage to 
achieve 
microeconomic 
goals 

The increase in demand and fall in supply lead to the water shortage in Asia. Whether price 
mechanism is the best way to correct the shortage depends on which goal the government 
prioritises. If the government prioritises allocative efficiency, then price mechanism would be the 
best way to correct the water shortage as government failure might occur which might worsen 
the water shortage. 
 
If the government prioritises equity, then price mechanism would not be the best way to correct 
the water shortage as it would worsen inequity.  
 
Since water is a necessity, Asian governments are likely to prioritise equity and would intervene 
so that sufficient water is produced for its citizens. Asian governments can also ensure that every 
household especially the lower income households have access to water, thus improving equity. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Marking scheme 
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Level Knowledge, Application/Understanding and Analysis Marks 

3 High L3 (18-20) 
Answer that gives a thorough analysis on how the shortage of water arises through changes in 
demand and supply factors.  
Answer has a well-developed and balanced explanation on whether the price mechanism is the 
best way (needs to include at least one other means of addressing the shortage) to address the 
water shortage in order to achieve the microeconomic aims of efficiency and equity.   
Explanations make rigorous use of appropriate economic models (i.e. demand and supply).  
Arguments are sufficiently illustrated by the use of examples. 
  
Low L3 (15-17) 
Answer that gives a sound analysis on how the shortage of water arises through changes in 
demand and supply of water.  
Answer has a well-developed and balanced explanation on whether the price mechanism is the 
best way to address the water shortage in order to achieve the microeconomic aim of efficiency or 
equity.  
Explanations make sufficient use of appropriate economic models (i.e. demand and supply).  
Arguments are sufficiently illustrated by the use of examples. 

15-20 

2 High L2 (12-14) 
Answer that gives a sufficiently sound analysis on how the shortage of water arises through 
changes in demand and supply of water.  
Answer has a well-developed but one-sided explanation on whether the price mechanism is the 
best way to address the water shortage in order to achieve the microeconomic aim of efficiency or 
equity.  
 
Low L2 (9-11) 
Answer that gives sufficient analysis on how the shortage of water arises through changes in 
demand and supply of water.  
Answer has an under-developed and one-sided explanation on whether the price mechanism is 
the best way to address the water shortage in order to achieve the microeconomic aim of 
efficiency or equity.  

9-14 

1 High L1 (5-8) 
Answer that only explains how the shortage of water arises through changes in demand and supply 
of water.  
Or  
An answer that gives sufficient scope but lacks sound economic analysis. Answer is descriptive.  
 
Low L1 (1-4) 
A descriptive answer with insufficient scope. 
 

1-8 

 Evaluation  

E3 Well supported judgment based on reasonable argument or evidence. Evaluation should focus on 
whether the price mechanism is the best way to address the water shortage in order to achieve the 
microeconomic aims. 

4-5 

E2 Supported judgment based on reasonable argument or evidence. Evaluation should focus on 
whether the price mechanism is the best way to address the water shortage in order to achieve the 
microeconomic aims. 

2-3 

E1 Judgment that is unsupported.  1 
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Question 2 

In 2018, the Competition and Consumer Commission of Singapore (CCCS) fined Grab and Uber over their merger. On 

the other hand, CCCS cleared the merger of two food court operators, Foodfare and Kopitiam as even with the merger, 

other strong competing operators remain in the market for the sale of cooked food. 

 

(a) Explain the likely market structure that is consistent with the behaviour of firms in the ride-hailing industry and 

the market for the sale of cooked food before the merger.  

 

Question Analysis  

 Command – explain  

 Content  
o Likely market structure  use 7 characteristics  
o Consistent with behaviour of firms  firms’ pricing and output decision, level of profits earned in the 

long run, non-price strategies (e.g. whether they undertake R&D)   

 Context – ride-hailing industry, market for sale of cooked food, before the merger  
 

 

Requirement  Suggested Answer  

Introduction  To determine the likely market structure, we have to look at the 7 characteristics of the ride-
hailing industry and the market for the sale of cooked food. The 7 characteristics are: no. and size 
of firms, nature of product, barriers to entry, ability to set price, market power, mutual 
interdependence, and degree of information. Behaviour of firms refers to their pricing and output 
decision, level of profits earned in the long run, as well as the non-price strategies that the firms 
undertake.  
 

Body (1) – 
market 
structure for 
ride-hailing 
industry  

The ride-hailing industry before the merger is likely to be an oligopoly. Firstly, the ride-hailing 
industry before the merge is dominated by a few large firms (i.e. Grab and Uber). Since there are a 
few large firms in the ride-hailing industry, Grab and Uber are able to set prices and they both 
have high market power. 
 
The nature of the product is homogenous as both firms offer transportation services which can be 
booked via a mobile application. There are high barriers to entry to the ride-hailing industry. Any 
new firm who wants to enter would need to incur the initial set up cost of developing an 
application as well as recruiting private drivers so to ensure that there are sufficient drivers on the 
roads. New firms also have to incur high marketing costs as they will need to undertake aggressive 
advertising to raise their brand awareness to consumers who are likely to be loyal to Grab or Uber.  
 
The ride-hailing industry also exhibits mutual interdependence as a few large firms dominate the 
industry. Mutual interdependence refers to a situation where the actions of one firm has a large 
effect on another firm. Lastly, there is imperfect information. 
 

Body (2) – how 
is market 
structure 
consistent with 
behaviour of 
firms in ride-
hailing industry 

Since the characteristics of the ride-hailing industry matches that of an oligopoly, the ride-hailing 
industry before the merger is likely to be an oligopoly.  
 
This is also consistent with their behaviour. In terms of Grab’s and Uber’s pricing decisions, they 
are able to set their own prices. Their respective applications would calculate how much each trip 
costs taking into consideration the distance as well as the demand for rides at that point in time. 
They also have high market power. When the demand for rides increases, the prices charged by 
Grab and Uber also increases. Due to the high barriers to entry, firms in the ride-hailing industry 
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are able to earn supernormal profits in the long run. 
Before the merger, Grab and Uber engaged in price wars. Both firms offered promotional codes 
where consumers are able to get a discount on their trips. Suppose Grab offers a discount first. 
Customers of Uber will switch over to Grab and book trips via Grab as Grab and Uber rides are 
close substitutes. Uber will then experience a fall in demand for its transportation services. The fall 
in price and quantity would cause Uber to experience a fall in total revenue to a large extent. As a 
result, Uber responded by providing their own promotional codes to retain their own customers 
and to win Grab’s customers over so to increase their own market share. This showcases the 
characteristic of mutual interdependence.  
 

Body (3) – 
market 
structure for 
market for sale 
of cooked food 

On the other hand, the market for sale of cooked food before the merger is likely to be a 
monopolistic competition. Firstly, there are many small firms in the market such as food court 
operators, coffee shops, hawker centres, fast food chains and restaurants. Though firms in the 
market for sale of cooked food are able to set their own prices, each firm has low market power 
due to the availability of close substitutes.  
 
Firms in the market for the sale of cooked food produce differentiated products. For example, 
different restaurants sell different types of cuisine. Even restaurants who sells similar cuisine 
would differentiate themselves by offering different types of dishes. The market for sale of cooked 
food has low barriers to entry. The initial cost of setting up such as rental and buying of equipment 
is relatively low. Hence, any firm that wants to set enter the market for the sale of cooked food is 
able to do so. 
 
Since there are a large number of firms, there is no mutual interdependence. This is because each 
firm has an insignificant share of the market, which means that any firm’s actions are unable to 
affect competitors to a great extent. Hence, when a firm makes decisions, it does not have to 
consider how its competitors will react. Lastly, there is imperfect information. 
 

Body (4) – how 
market 
structure is 
consistent with 
behaviour of 
firms in market 
for the sale of 
cooked food 

Since the characteristics of the market for sale of cooked food before the merger matches that of a 
monopolistic competition, the market for sale of cooked food is likely to be a monopolistic 
competition.  
 
This is also consistent with their behaviour. Though firms in the market are able to set their own 
prices, the prices of cooked food are priced competitively. Due to the high availability of 
substitutes, if one firm raises their price, their customers will switch to cheaper alternatives, 
causing the quantity demanded to fall to a large extent and hence, total revenue to fall. Thus, firms 
in the market for the sale of cooked food offer similar prices as compared to their rivals. Due to the 
low barriers to entry, firms in the market for the sale of cooked food will earn normal profits in the 
long run.  
 
In terms of their non-price strategies, firms in the market for the sale of cooked food often engage 
in advertising such as distributing flyers and placing advertisements in shopping malls. They also 
engage in small scale product differentiation such as offering a variety of dishes to their customers.   
This is because they do not have the profits required to engage in research and development.  
 

Conclusion Thus, the ride-hailing industry is an oligopoly while the market for sale of cooked food is a 
monopolistic competition.  
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Level Knowledge, Application/Understanding and Analysis  Mark 

L3 Well-developed explanation on the likely market structure and how it is consistent with the 
behaviour of firms for both markets. 
Explanations are sufficiently illustrated by the use of examples. 
 

8 – 10  

L2 Under-developed explanation on the likely market structure for both markets and how it is 
consistent with the behaviour of firms.  
OR 
Well-developed explanation on the likely market structure and how it is consistent with the 
behaviour of firms in either market. 
OR 
Well-developed explanation on the likely market structure OR how it is consistent with the 
behaviour of firms for both markets.  
 

5 – 7 
 

L1 Answer is descriptive and shows basic knowledge on characteristics and behavior of firms in an 
oligopolistic and monopolistic competitive market structure.  
 

1 – 4  
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(b) Discuss the factors that CCCS considers when they decide on whether to allow firms to merge. [15] 

 

Question Analysis  

 Command – discuss  
o Benefits of merger – IEOS, DE 
o Costs of merger – AE, PE, equity   

 Content  
o Factors that CCCS considers on whether to allow firms to merge  benefits and costs of merger 

depends on the performance of merged firms   

 Context – not specified. Answer can make reference to ride hailing industry and market for sale of cooked 
food or any other examples  
 

 

Requirement  Suggested Answer 

Introduction The factors that CCCS considers when they decide on whether to allow firms to merge depends on 
the benefits and costs of the merger. This can be measured in terms of the performance of the 
merged firm. We can look at performance in terms of allocative efficiency, productive efficiency, 
internal economies of scale, dynamic efficiency, equity and variety. 
 

Body (1) – 
benefits of 
merger (IEOS) 

One factor that CCCS considers when they decide on whether to allow firms to merge is the 
benefits of merger. One benefit is the greater internal economies of scale (IEOS) that the merged 
firm is able to reap.  
 
IEOS is the fall in the average cost of production as scale of production increases. One IEOS large 
firms can enjoy is marketing economies of scale. Suppose Foodfare and Kopitiam merge, they are 
able to buy factors of production (e.g., utensils) in bulk. This reduces their unit cost of production. 
Another IEOS the merged Foodfare and Kopitiam can enjoy is risk-bearing economies of scale. 
Losses in one market can be easily overcome by gains in other markets. For example, the losses of 
a foodcourt operating in a particular location can be overcome with the profits earned by another 
foodcourt operating in a different location. Thus, risk for larger firms is better managed, resulting 
in lower cost of insurance for larger firms. This results in a lower average cost of production, 
leading to higher profits for a large scale organisation.  
Thus, merged firms are able to reap IEOS to a larger extent. The lower cost of production could 
translate into lower prices for consumers. This results in higher material standard of living (SOL).  
 

Body (2) - 
benefits of 
merger (DE) 

Another benefit of a merged firm is dynamic efficiency. Dynamic efficiency depends on whether 
firms engage in R&D. Merger allows the firm to gain more market share. The demand for their 
product is larger and more price inelastic, resulting in higher price, output, and hence total 
revenue. This allows the firm to earn higher profits. This means that merged firms have a higher 
ability to engage in R&D, which consists of product innovation and process innovation. Successful 
product innovation would result in better quality products and greater variety of products. This 
improves consumer’s material SOL. Successful process innovation would result in lower cost of 
production, which results in lower prices for consumers.  
 
EV: However, merged firms may not have the incentive to engage in R&D. This is because merger 
reduces the level of competition in the industry. Thus, the merged firm may not be incentived to 
undertake R&D.  
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Body (3) - costs 
of merger (AE) 

Another factor that CCCS considers when they decide on whether to allow firms to merge is the 
costs of merger. One cost is greater allocative inefficiency. Allocative efficiency is the way 
resources are allocated among competing uses such that the right amount of right goods is 
produced. It occurs when P = MC. This means that the value consumers place on an additional unit 
of good equals to the cost of producing it. 
 
When firms merge, the demand for the firm’s product increases and becomes more price inelastic 
due to the lack of substitutes. Thus, demand curve shifts right from D0 to D1. At the new profit-
maximising price and output, the gap between P and MC increases from P0MC0 to P1MC1. This 
means that society values the last unit of the good more than it costs to produce it. The 
deadweight loss increases from area A to area B.  

 
Figure 2 

 
One example is after Grab and Uber merged, Grab stopped releasing promotional codes to 
consumers. This results in higher prices which leads to a smaller consumer surplus, making 
consumers worse off.  

Body (4) - costs 
of merger (PE) 

Another cost is pproductive inefficiency. Productive efficiency is achieved when the output of the 
industry is produced at the lowest cost. This occurs when firm produces on any point of the LRAC.  
 
The merged firm is able to earn higher profits. After merger, the profits increase from (P0-AC0)xQ0 
to (P1-AC1)xQ1. This causes the merged firm to be complacent and reduces their incentive to cut 
out wasteful spending such as spending on unnecessary equipment and expensive buildings. Thus, 
merged firms might not produce on the LRAC, causing it to be productive inefficient. This would 
result in higher prices, which makes consumers worse off.  
 

Body (5) - costs 
of merger 
(equity) 

Another cost of merger would be worsening inequity. Equity is achieved when everyone have 
access to goods that society agrees everyone should have access to regardless of income. 
 
The increase in supernormal profits are earned at the expense of consumers. These supernormal 
profits go to shareholders who are mainly upper income earners. This worsens the income 
distribution, which worsens inequity.  
 
In addition, after the merger, the price increases from P0 to P1. If the market is a necessity such as 
cooked food, lower income households are less able to afford the necessity due to their low 
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purchasing power. This worsens inequity. 

Evaluation – 
main factor that 
CCCS considers 
when deciding 
on whether to 
allow firms to 
merge  

The factors that CCCS considers when deciding on whether to allow firms to merge is the benefits 
and costs of merger. The most important factor depends on the extent of the benefits and costs of 
merger. This then in turn depends on how much competition is reduced by. For example, in the 
ride hailing industry, there is a significant fall in competition as the two largest firms merged. This 
means that the costs of merger between Grab and Uber is greater than the benefits of merger. On 
the other hand, in the market for the sale of cooked food, strong competitors remain even after 
the merger of Foodfare and Kopitiam. This means that their merger did not erode competition in 
the market for the sale of cooked food significantly. Thus, the benefits of merger between 
Foodfare and Kopitiam is greater than the costs of merger. Hence, CCCS fined Grab and Uber as 
they significantly eroded the level of competition in the ride-hailing industry. On the other hand, 
they allowed the merger of Foodfare and Kopitiam as it did not significantly erode the level of 
competition in the market for the sale of cooked food.  
 
Another factor that affects the extent of the benefits and costs of merger is the contestability of 
the market. Even though merger reduces the actual level of competition, firms may still behave 
competitively due to the threat of competition. Specifically, firms can use the profits to engage in 
R&D instead of using it to compete with its rivals. For example, Grab engaged in extensive research 
and development and launched a new R&D center in Malaysia in December 2018. After the 
merger, Grab have also successfully expanded into other services such as food, grocery and parcel 
deliveries. Thus, even if the merger reduces the actual level of competition, if the threat of 
competition remains high, the benefits of merger may outweigh the costs of merger.  
 

 

Level Knowledge, Application/Understanding and Analysis Mark  

L3  Well-developed explanation on the factors that CCCS considers when deciding on whether to allow 
firms to merge. Answer considers the benefits and costs of merger.  
Explanations make rigorous use of appropriate economic models (i.e. market structure).  
Arguments are sufficiently illustrated by the use of examples (need not be in the case of Grab/Uber, 
Foodfare/Kopitiam).  
 

8 – 10 

L2 Under-developed explanation on the factors that CCCS considers when deciding on whether to 
allow firms to merge. Answer considers the benefits and costs of merger.  
OR 
Well-developed explanation on the factors that CCCS considers when deciding on whether to allow 
firms to merge. Answer considers the benefits or costs of merger.  
 

5 – 7 

L1 Answer is descriptive and shows basic knowledge of the benefits and costs of merger/performance 
of firms.  
 

1– 4 

E3 Well supported judgment based on reasonable argument or evidence. Evaluation considers the 
most important factor that CCCS considers when deciding on whether to allow firms to merge.  
 

4-5 

E2 Supported judgment based on reasonable argument or evidence. Evaluation considers the most 
important factor that CCCS considers when deciding on whether to allow firms to merge. 
 

2-3 

E1 Judgment that is unsupported.   1 
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Question 3 
Preventive healthcare consists of measures taken for disease prevention to ensure people do not fall ill in the first 
place while curative healthcare is geared towards treating patients after they have become ill. Studies show that 
much of ill health arises as medical conditions were undiagnosed at early stages. Increasing health screenings would 
alert those with problems to take early action.  
   
(a) Explain how the market for preventive healthcare might fail to a greater extent as compared to the market for 
curative healthcare. [10] 
  

Question Analysis  

 Command – explain  

 Content  
o market might fail to a greater extent  greater underconsumption and hence greater deadweight 

loss 

 Context – market for preventive healthcare, market for curative healthcare 

  

Requirements  Suggested Answer 

Introduction Market fails when the price mechanism fails to allocate resources efficiently and/or achieve social 
goals like equity. Allocative efficiency occurs when the right amount of right goods is produced at 
MSB = MSC.    
 

Body (1) – 
positive 
externalities 
in the market 
for preventive 
healthcare  

Preventive healthcare exhibits two sources of market failure - positive externalities in consumption 
and imperfect information.  
  
Market fails in the case of preventive healthcare due to positive externalities in consumption. When 
individuals consume more preventive healthcare such as flu vaccinations, they will have a lower 
likelihood of falling sick. As a result, they are less likely to spread diseases to their family members or 
co-workers. Thus, society benefits from the reduced spread of diseases.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 3 
 
The positive externalities causes MSB to diverge from MPB. Assuming no external cost, MPC = MSC.  
  
Since individual producers and consumers only consider their private cost and benefit and ignore 
external benefit, market equilibrium occurs at Qe where MPB = MPC. However, socially optimal level 

Quantity  
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occurs at Qs where MSB = MSC.  
  
At Qe, MSB > MSC. This means that society values an additional unit of preventive healthcare more 
than the cost to produce it. There is an underconsumption of preventive healthcare of QeQs. This 
results in a deadweight loss EeEsA. Thus, market fails due to allocative inefficiency.  
  

Body (2) – 
imperfect 
information in 
the market 
for preventive 
healthcare 

 In addition, preventive healthcare exhibits imperfect information. Specifically, consumers 
underestimate the private benefit of preventive healthcare such as health screenings. Health 
screenings help to detect any illnesses at an earlier stage. Thus, the private benefit of health 
screenings is the lower cost of treatment as the illness is detected earlier. However, consumers 
underestimate this private benefit due to two reasons. Firstly, they may not be aware of the benefits 
of preventive healthcare. Secondly, these benefits occur in the long run. As consumers tend to be 
short term utility maximisers, they underestimate the benefit of preventive healthcare now.  
 
 
  
 
 
 
 
 
 
 
 
 
 
 

Figure 4 
 
Since consumers underestimate the private benefit of preventive healthcare, D1 (with imperfect info) 
lies lower than D2 (with perfect info).  
  
Market equilibrium occurs at Qe where SS = D1 (with imperfect info). However, socially optimal level 
occurs at Qs where SS = D2 (with perfect info).   
  
Since Qe is less than Qs, there is an underconsumption of QeQs preventive healthcare. This results in 
a deadweight loss EeEsA, causing market to fail due to allocative inefficiency.      

Body (3) – 
positive 
externalities 
in the market 
for curative 
healthcare 

 On the other hand, the market for curative healthcare is likely to only exhibit one source of market 
failure. Curative healthcare exhibits positive externalities in consumption. When an individual has flu, 
visiting the doctor and taking medication would help the individual recover faster. As flu is a 
contagious illness, people around the sick individual is less likely to catch the flu virus. Thus the 
external benefit is the reduced spread of diseases.  
  
Curative healthcare is unlikely to exhibit imperfect information. When an individual is sick, they 
would seek medical treatment so to recover faster. The private benefit of consuming curative 
healthcare is the benefits of feeling better. Thus, they will not underestimate the private benefit of 
consuming curative healthcare.  
  
As a result, the positive externalities in consumption causes an underconsumption of curative 
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healthcare. This causes the market to fail due to allocative inefficiency.      

Conclusion  There are two sources of market failure in the case of preventive healthcare while there is only one 
source of market failure in the case of curative healthcare. Thus there is a greater underconsumption 
of preventive healthcare as compared to curative healthcare, causing the market to fail to a greater 
extent as compared to curative healthcare.  

  
Alternative approach  
Explain that curative healthcare has both sources of market failure - positive externalities and imperfect information. 
However, the extent of imperfect information in the case of curative healthcare is to a smaller extent as compared to 
preventive healthcare.  
  

Level Knowledge, Application/Understanding and Analysis  Mark 

L3 Well-developed explanation on how market fails in the markets of preventive and curative 
healthcare.  
Answer explains two sources of market failure with the aid of diagrams.  
Answer makes an explicit comparison and shows that the market of preventive healthcare fails to a 
larger extent.  
 

8 – 10  

L2 Well-developed explanation on how market fails in the markets of preventive OR curative 
healthcare.  
Answer explains two sources of market failure with the aid of diagrams.  
OR  
Under-developed explanation on how market fails in the markets of preventive and curative 
healthcare.  
Answer explains two sources of market failure with the aid of diagrams.  
Answer did not make an explicit comparison to show that the market of preventive healthcare fails 
to a larger extent.  
  
Max 5m for well-developed explanation of only one source of market failure  

5 – 7 
 

L1 Answer is descriptive and shows basic knowledge on positive externalities and imperfect 
information. 
 

1 – 4  
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(b) Instead of relying solely on influencing the demand for preventive healthcare, the Singapore government should 
adopt policies to target the supply of it. Discuss. [15]  
  

Question Analysis  

 Command – discuss  
o Explain how policies that influence demand for preventive healthcare work 
o Explain the limitations of policies that influence the demand for preventive healthcare  
o Discuss how the Singapore government can adopt policies to target the supply of preventive 

healthcare (i.e. how the policy work and its limitations)  

 Content  
o Influencing the demand for preventive healthcare  education and campaigns  
o Adopt policies to target the supply of it  subsidies, joint provision, legislation (that influences supply)  

 Context – market for preventive healthcare in Singapore  

  

Requirement  Suggested Answer  

Introduction  Since the market for preventive healthcare fails, the government should intervene to correct the 
underconsumption of preventive healthcare so to maximise society’s welfare.  

Body (1) – explain 
how policies that 
influence demand 
for preventive 
healthcare works 
i.e. explain how 
education and 
campaigns work 

Currently, the Singapore government adopts education and campaigns to influence the demand 
for preventive healthcare. For example, HPB holds roadshows to inform the public on the 
benefits of cancer screenings such as mammograms.  
  
These education and campaigns aim to provide information to consumers so that consumers can 
estimate the true private benefit of preventive healthcare accurately. When consumers no 
longer underestimate the private benefit, the demand for preventive healthcare increases, 
causing the demand curve to shift right from D1 (with imperfect info) to D2 (with perfect info) as 
shown in Figure 4 in 3(a).  Market equilibrium increases from Qe to Qs, which is the socially 
optimal level. Underconsumption of preventive healthcare is corrected, eliminating the 
deadweight loss. Thus, market failure is corrected.  
 

Body (2) - explain 
the limitations of 
policies that 
influence the 
demand for 
preventive 
healthcare  
i.e. limitations of 
education and 
campaign 
  

However, there are limitations to education and campaigns.  
  
Education and campaigns are not enforceable by law. They serve to encourage consumers to 
consume more preventive healthcare but do not force them to consume at the socially optimal 
level. Consumers may not heed advice due to stubbornness and ingrained habits that are hard to 
change. This means that demand may not increase until D2 (with perfect info) and 
underconsumption still occurs. 
  
In addition, education and campaigns takes time to work as it takes time to change mindsets and 
habits. Thus, this policy does not offer immediate solution to more pressing, urgent problems.  
  
Note: Accept discussions of other demand-side policies used in the preventive healthcare market 
(e.g., Medisave & Medishield to increase consumers ability to pay for preventive healthcare) 

Body (3) - Discuss 
how the Singapore 
government can 
adopt policies to 
target the supply of 

Hence, since there are limitations to the policies that influence the demand for preventive 
healthcare, the Singapore government should adopt policies to target the supply of preventive 
healthcare instead. One such policy is subsidies.  
  
Singapore government can give subsidies to production of health screenings. The subsidy should 
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preventive 
healthcare  
i.e. explain how 
subsidies work and 
its limitations 
  

equal to MEB.  
 
 
  
 
 
 
 
 
 
 
 
 
 
 

Figure 5 
 
The subsidy causes the cost of production to fall and profitability of preventive healthcare to 
increase. Since producers aim to maximise profits, the supply of preventive healthcare would 
increase. This causes the supply curve to shift right from SS = MPC to SS1 = MPC + subsidy. The 
new market equilibrium is at Qs which is the socially optimal level. The underconsumption of 
preventive healthcare is corrected, deadweight loss is eliminated and market failure is corrected.  
  
An additional benefit of subsidising producers is that the price of preventive healthcare such as 
health screenings fall. This makes health screenings more affordable to lower income 
households, thus improving equity.  
  
However, the Singapore government may not want to implement subsidies as there are 
limitations to subsidies. Firstly, government failure might occur. If the subsidy is misestimated, 
the market might fail to a greater extent. For example, if the government overestimated the MEB 
and gives a subsidy that is too high, there would be an overconsumption of preventive 
healthcare which worsens the market failure.  
  
Furthermore, subsidies involve huge government expenditure. As a result, opportunity cost is 
incurred as the government could have spent on other areas such as education or defence.  

Body (4) - Discuss 
how the Singapore 
government can 
adopt policies to 
target the supply of 
preventive 
healthcare  
i.e. explain how 
joint provision 
work and its 
limitations  
  
  

Another policy the Singapore government can adopt is joint provision where the government 
produces the good to add on to the existing market supply. Since QeQs of preventive healthcare 
is underconsumed, the government provides QeQs of preventive healthcare. Equilibrium 
quantity of preventive healthcare increases from Qe to Qs. The underconsumption is corrected, 
eliminating the deadweight loss and achieving allocative efficiency  
  
However, the Singapore government may not want to adopt joint provision as there are 
limitations to joint provision. Similar to subsidies, joint provision also incurs an opportunity cost. 
In addition, there is an absence of profit motive by government-owned firms. There is a lack of 
incentive to keep cost low and to improve on quality. Government-owned firms might also be 
complacent as they know that losses will be paid off from taxpayer’s money.  

Evaluation – should Whether the government should adopt policies to influence the supply of preventive healthcare 
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Singapore 
government adopt 
policies to 
influence the 
supply of 
preventive 
healthcare instead 
of relying solely on 
influencing 
demand  

instead of relying solely on influencing the demand depend on the main source of market 
failure. If the market for preventive healthcare fails mainly due to imperfect information, then 
the current policy of education and campaigns to influence demand is appropriate as it targets 
the root cause of the main problem.  
  
However, since education and campaigns only work in the long run, the government should 
complement it with policies that work in the short run such as subsidies to producers.  
  
In addition, Singapore is a facing an ageing population. This means that preventive healthcare is 
increasingly more important as prevention of illnesses is better than cure. Consuming more 
preventive healthcare would also help Singaporeans live a better quality of life, improving their 
standard of living.  
  
Thus, even though current policy of education and campaigns is appropriate, the Singapore 
government should also adopt policies that target the supply of preventive healthcare in order to 
correct the underconsumption of preventive healthcare.  

 
Note: Supply side policies can be legislation aimed at influencing supply. 
 
 

Level Knowledge, Application/Understanding and Analysis Mark  

L3  Well-developed and balanced explanation on how the current policy of influencing demand for 
preventive healthcare works and how policies to influence the supply of preventive healthcare 
works, including their limitations.  
Answer discusses at least 2 policies.  
 

8 – 10 

L2 Under-developed but balanced explanation on how the current policy of influencing demand for 
preventive healthcare works and how policies to influence the supply of preventive healthcare 
works, including their limitations.  
Answer discusses at least 2 policies.  
OR 
Well-developed and balanced explanation on how the current policy of influencing demand for 
preventive healthcare works or how policies to influence the supply of preventive healthcare works, 
including their limitations.  
 

5 – 7 

L1 Answer is descriptive and shows basic knowledge of the policies that can be used to correct positive 
externalities and imperfect information.   
 

1– 4 

E3 Well supported judgment based on reasonable argument or evidence. Evaluation should focus on 
whether the Singapore government should adopt policies to target the supply of preventive 
healthcare.  
 

4-5 

E2 Supported judgment based on reasonable argument or evidence. Evaluation should focus on 
whether the Singapore government should adopt policies to target the supply of preventive 
healthcare. 
 

2-3 

E1 Judgment that is unsupported.   1 
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4 Foreign direct investment from the USA to Singapore hit over US$77 billion in 2018.  

Source: EDB, Singapore, March 2019 

(a) Explain the factors that determine the level of foreign direct investment in a country. [10] 

Part (a) 

Question Analysis  

 Command word – explain  

 Content words 
o Factors – consider 3 key reasons which influences the amount of FDI that 

flows into a country 
o FDI – define term and steer clear of domestically funded investments 

 Context – any country with examples 

 

 

Requirement  Suggested Answer 

Introduction: 
Define FDI 

These are long term investments arriving from abroad particularly 
through multinational corporations (MNCs). The objective, firstly, could 
be to establish a lasting interest in an existing domestic enterprise. This 
could be an injection of equity or even a complete buy over by the 
foreign interests. An example of this would be when a foreign entity like 
Katara Hospitality (a Qatar investor) acquires Raffles Hotel or Al-Futtaim 
(an UAE conglomerate) buys over Robinsons.  
 
Another objective of FDI could be where the MNCs from foreign 
countries inject investments in order to control assets and manage 
production activities in the host countries. These firms are developing 
portfolios of locational assets - human resources, infrastructure, and 
market access - to complement their own strengths in order to improve 
their overall competitiveness. Examples of such investments include 
Toyota relocating its production facilities away from Japan; Western 
software firms establishing operations in places like India or the 
Philippines; global pharmaceutical firms beginning new factories in 
Singapore; China acquiring mines in Australia or investing in farmland in 
Africa. 
 
Summarise at least 3 factors from below that determine the flow of FDI 
into a country.  
 

Body 1 
Economic 
determinants 
-Each point 
should show 
economic 
analysis (e.g., 
D&S) in terms of 
how it will 
eventually 
increase the 

The FDI could be seeking 
a) Markets: searching for bigger market-size and higher per capita 

incomes, access to regional and global markets or consumer-

specific preferences in order to boost their revenues. 

b) Resources: searching for access to raw materials, low cost unskilled 

labour, skilled labour, technological, innovative and other created 

assets (e.g. brand names), physical infrastructure e.g. ports, roads, 

power, telecommunications. 
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firm’s profits 
 

c) Efficiency: lower cost of resources listed above, other input costs 

such as transportation or membership to regional agreements that 

could offer advantages such as preferential tariffs. 

Body 2 
Government 
policies 
-Each point 
should show 
economic 
analysis (e.g., 
D&S) in terms of 
how it will 
eventually 
increase the 
firm’s profits 
 

Government policies that are conducive to foreign investments such as 
liberalisation of markets, relaxation of rules regarding market entry and 
investment incentives to encourage and attract FDI. Such policies 
include,  
a) Economic, exchange rate, political and social stability 

b) Policies pertaining to functioning and structure of markets e.g. 
competition policies, privatisation 

c) Rules regarding foreign operators 

d) Trade policy e.g. tariffs  

e) Tax policies e.g. tax incentives 

Body 3 
Other factors 
-Each point 
should show 
economic 
analysis (e.g., 
D&S) in terms of 
how it will 
eventually 
increase the 
firm’s profits 

FDI may also be incentivized to enter a country due to the following 
reasons: 
a) Good business facilitation and legal framework 
b) Lack of hassle costs due to administrative efficiency and the 

absence of corruption   

Conclusion During the past few decades large quantities of FDI has traversed the 
globe due the above reasons. Countries such as Singapore have been 
particularly successful in attracting a steady flow of FDI precisely due to 
the existence of many factors described above. Major MNCs have set 
up shop here because of Singapore’s strong physical and regulatory 
infrastructure, global connectivity and skilled manpower base.   

Note: If students are to approach this question by explaining the traditional factors that motivate domestic 

investments such as interest rates, efficiency of capital, government policies or business confidence they 

must do so with clear reference to FDI. 

Level Knowledge, Application/Understanding and Analysis Marks 

L3 Thorough explanation (i.e., makes use of economic analysis) of at least 
3 factors, at least 2 of which should come from the economic 
determinants and government policies. Students may apply these to any 
country including Singapore and must provide relevant examples. 
  

8-10 

L2 At least two factors are explained but neither with clarity nor 
thoroughness. Lacking context as well as relevant examples.  
 
Max. 7: If candidates provide a well-developed answer that explained 
factors affecting domestic investment such as interest rate, efficiency of 
capital, government policies, business optimism, etc. thoroughly but with 
limited or no reference to FDI. 

5-7 

L1 Identified a few factors affecting FDI or domestic investment with cursory 
explanation without context or examples. 

1-4 
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(b)  Assess the role of foreign direct investment in raising the standard of living of a country.  [15] 

Part (b) 

 

Question Analysis  

 Command word – assess - present two sides 
o Thesis: FDI can raise the SOL 
o Anti-thesis: FDI does not raise the SOL 

 Content words 
o Role of – need to explain how FDI can impact the SOL through changes in 

real national income 
o SOL – define term and tackle both material as well as non-material SOL 

 Context – any country with examples 

 

 

Requirement  Suggested Answer 

Introduction: 
Define SOL 

SOL refers to both material and non-material well-being of the average 
citizen.  MSOL is largely determined by average per capita real income 
– indicative of the purchasing power of the average person in terms of 
goods and services that one can buy.  
 
NMSOL refers to the quality of life enjoyed by the average citizen in 
terms of indicators such as health, education, environment, leisure and 
infrastructure.  
 
FDI plays an important role in raising SOL, particularly in developing 
countries because it usually helps to bridge the gap between savings 
and investment in a country, thereby contributing to economic growth.  
FDI in Singapore has increased rapidly, averaging 13% per annum in 
the last 20 years and playing a significant role in helping the country 
achieve “developed” status.  
 
Besides Singapore, many developing countries, especially in Asia, have 
also been experiencing the benefits of FDI. The results of being able to 
achieve a nation’s macroeconomic goals, particularly economic growth 
and employment, lifts the country toward higher SOL. 
 
However, FDI isn’t without its peril. FDI may be counter-productive and 
cause a country to not being able to achieve its macroeconomic goals 
thereby lowering the SOL. On the other hand, even where FDI raises the 
MSOL it may cause the NMSOL to suffer.  
 

Body 1 
Thesis: Explain 
how FDI raises 
the per capita 
income, hence 
MSOL 

Explain the importance of FDI in raising SOL by first explaining its effect 
on real national income. 
Increased FDI leads to increased investments on goods and services. 

This increases the injections into the circular income flow leading to 

higher aggregate expenditure which in turn incentivises the firms to 
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increase their output. With higher output and income, further increases 

in national income becomes possible due to the multiplier process. The 

marginal propensity to consume, (mpc) will determine the degree of 

increase in the national income.   

The multiplier process continues until economy reaches a new 

equilibrium national income and a new and higher level of national 

income. The larger the multiplier (k), where the value of k = 1/MPW, the 

larger is the increase in national income. 

If population and inflation growth are curtailed and / or held constant the 

real per capita income will increase, increasing purchasing power and 

hence consumption, giving the MSOL a boost.  

 (Alternatively, use the AD-AS analysis. Both are equally valid) 

For AD: FDI’s impact can also be seen through the AD/AS analysis. The 

inflow of FDI is also a source of investment, increasing AD through 

increasing the investment component. The increase in AD causes an 

increase in national output through the multiplier process.  

Additionally, much of modern FDI is the setting up of factories to 

produce goods to export to the rest of the world (e.g., Samsung setting 

up production units in China to export Samsung smartphones to the rest 

of the world.) This increases exports and hence allowed net exports and 

therefore the AD to rise, further increasing national output. 

For AS: Meanwhile, FDI also contributes to increases in the AS. FDI will 

likely introduce newer and better technology which helps the host 

country move up the value-added chain, improving the competitiveness 

of their MNCs. This may also be accompanied by successful R&D. The 

short run effect would help raise labour productivity and therefore the 

SRAS and help achieve actual growth. The long run effect would enable 

greater productive capacity and hence increase the AS allowing for 

potential economic growth. 

[Include AD-AS diagram] 

If population and inflation growth are curtailed and / or held constant the 

real per capita income will increase, increasing purchasing power and 

hence consumption, giving the MSOL a boost. 

Illustrate the above, in a country’s context giving examples 

For instance, FDI flowed into Singapore particularly into high-end 

manufacturing, pharmaceuticals, petrochemicals, finance and insurance 

all of which contributes to higher value propositions and higher national 

incomes. The increased comparative advantage and high spill-over 

effects for the service sector will raise the productive capacity in the long 
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run.  

Body 2 
Explain how the 
NMSOL is also 
raised. 

The improved state of the economy allows the government to collect 

more taxes which supports a higher government expenditure. Such 

disbursements will allow the government to support infrastructure 

building, educational and medical facilities all of which will help to raise 

the NMSOL. The higher incomes received by the people may allow them 

to venture into leisure activities that enhance their well-being and quality 

of life. 

Body 3 
Anti-thesis: FDI 
may have 
negative impact 
on the SOL 

Despite its advantages, there are also effects of FDI that can adversely 
affect SOL. 
 
FDI may increase the levels of pollution or environmental degradation in 
the country especially in the extractive industries. For instance, in the 
Niger Delta in Nigeria, oil spills, the flaring of excess gas and 
deforestation from oil exploration and production activities by foreign 
investors have had damaging effects on the environment. Such effects 
lowers the SOL, particularly the NMSOL due to the existence of negative 
externalities and the resultant deadweight losses. However, MNCs 
especially in recent years are now becoming more environmentally 
aware and responsible, and have tried to improve their environmental 
practices for instance by restoring mine sites following their closure. 
 
Another negative impact could be that unemployment may rise in the 
domestic sector. Domestic firms that cannot withstand the competition 
from foreign firms will close down and this negative impact depends on 
whether the goods or services produced are close substitutes.  If this 
negative impact is greater than the positive impact on employment, then 
overall, national income and SOL may decline. Whether the problem will 
persist depends on the ability of the economy and its people to 
restructure and overcome the structural unemployment. Both MSOL and 
NMSOL can be impacted by unemployment arising from FDI. 
 
Output that is produced by MNCs may often be exported away. This 
could have a negative impact on SOL. While the data may show high 
per capita incomes, citizens may have little to purchase reducing their 
MSOL. The problem is compounded if FDI’s focus is on non-consumer 
goods, particularly military goods. If the focus is on capital goods, the 
long run prospects are at least better. 
 
Finally in the long run, profits from inward FDI are always repatriated to 
the home country. This will result in a fall in the national income while 
negatively impacting the balance of payments. In addition, FDI in 
extractive industries can lead to depletion of the country’s natural 
resources without which the country’s economic growth may not be 
sustainable. 
 

Conclusion FDI plays an important role in raising SOL through its positive impact on 
national income and employment. It is especially critical in countries with 
low levels of domestic savings. Yet, even in more advanced countries 
such as Singapore, FDI has contributed greatly to its economic growth 
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and hence SOL.  
 
While FDI is important in raising SOL there are also costs that may 
hinder sustained economic growth in the future.  
 
Hence, in conclusion, whether the role of FDI in raising SOL is a positive 
one would depend on whether there are existing government policies to 
mitigate the cost of FDI. If there are government policies to ensure that 
the country gets the best of the FDI in terms of creating employment, 
increasing the country’s competitiveness and ensuring linkages with the 
other sectors of the economy while at the same reducing the adverse 
effects such as pollution and environmental degradation, then FDI would 
play a positive role in improving SOL. 
 

 

 

Level Knowledge, Application/Understanding and Analysis Marks 

L3 Thorough analysis of impact of FDI on economic growth and 
employment – both positive and negative impact. The answer makes 
clear links between the above and changes to SOL, both material and 
non-material.  

8-10 

L2 Limited explanation of the importance of FDI to economic growth with 
links to SOL.  Largely coherent recognising both positive and negative 
impact of FDI on SOL but economic analysis is not sufficiently rigorous. 

5-7 

L1 Cursory explanation or states only the impact of FDI on an economy. 
Some understanding of SOL is evident. 

1-4 

E3 A well-reasoned conclusion that clearly addressed the question. 4-5 

E2 Some attempt to make conclusive judgements about the overall impact 
but not well substantiated and rather generic. 

2-3 

E1 A judgement that is unsupported. 1 
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 5 “The Singapore dollar will fare around $1.35 against the US dollar in 2018.”  

Source: Fitch Solutions, January 2018. 

 

(a) Explain how changes in the external value of a currency can affect the domestic price level.
 [10] 

 

Part (a) 

Question Analysis  

 Command word – explain  

 Content words 
o External value of a currency – appreciation or depreciation 
o Domestic price level – inflation (demand-pull, cost-push) 

 Context – any country with examples 

 

Requirement  Suggested Answer 

Introduction: 
Define terms 

The external value a currency refers to the price of one currency in 
terms of another currency. A change in this external value of currency 
can be either a depreciation or appreciation of the currency. 
 
Inflation refers to a period of sustained and inordinate increase in the 
general price level. This is typically indicated by an increase in the CPI, 
which measures the average price level of a basket of goods and 
services. A country may typically experience two main types of inflation: 
demand pull and cost-push inflation. 
 
In this answer, the context will be Singapore. The high import 
dependence will have an impact on the domestic price levels. 
 

Body 1 
Explain the 
impact of a 
change in the 
external value 
on the economy 
leading to 
demand-pull 
inflation 

Suppose there is a depreciation of the Singapore currency. This will lead 
to a fall in the price of exports in terms of a foreign currency and a rise in 
the price of imports in terms of the domestic currency. Foreigners will 
enjoy higher purchasing power resulting in higher exports for Singapore. 
Singaporeans on the other hand, will hold of purchasing imports as they 
are relatively more expensive. 
 
If the Marshall Lerner condition holds, the increase in net exports will 
represent an increase in AD, resulting in increases in real national 
income and employment, through the multiplier. This is based on the 
assumption that there is excess capacity in the economy. 
 
However, if the economy is near or already experiencing full 
employment levels the increase in the AD will inevitably result in 
demand-pull inflation.  
Fig 1: Demand-pull inflation 
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Diagrammatical representation: 
Figure 1 illustrates an increase in AD from AD1 to AD2. The excess 
demand cannot be met as the economy is near or at full employment. 
This situation will bid up prices of real output leading to an increase in 
the GPL.   
 
A persistent increase in the AD (a sustained rightward shift in AD from 
AD2 to AD3) will generate a sustained & inordinate increase the GPL 
without any increase in the real output. This inflationary process can 
lead to an inflationary spiral.  
 

Body 2 
Explain the 
impact of a 
change in the 
external value 
on the economy 
leading to cost-
push inflation 

The depreciation of the Singapore dollar will also lead to cost-push 
inflation. This is primary due to Singapore being resource poor and 
having to depend on imports to meet its resource requirements. In 
addition, most exports have high import content. These factors will lead 
to adding pressure on the overall cost of production. The result will be 
cost-push inflation.  
 
Fig 2: Cost – push inflation 

 
 
Figure 2 shows the economy is initially at price GPL0 and output Y0. An 
increase in the cost of production due to relative increase in crude oil 
prices for example will shift the SRAS curve upwards from SRAS0 to 
SRAS1. Consequently the persistent increase in costs will result in a 
sustained increase in the GPL from P0 to P1 while output drops from Y0 
to Y1. The persistent increase can also lead to an inflationary spiral as 
producers will pass the higher costs down to the consumers. 
 

Conclusion Changes in the external value of a currency can affect the domestic 
price levels as shown above. Given Singapore’s high import 
dependence a depreciation of the Singapore dollar is likely to adversely 
affect the domestic price levels and consequently the economy as it 
loses its competitiveness. 

 

Level Knowledge, Application/Understanding and Analysis Marks 

L3 An answer that explains the relationship between external value of a currency and 
the domestic price levels clearly with reference to both causes of inflation (demand-
pull and cost-push). Answer also presents well explained diagrams with conclusion. 

8-10 

L2 For a well-developed answer that explains either demand-pull or cost-push inflation 
OR an underdeveloped explanation for both. 

5-7 

L1 For an answer that shows some knowledge of inflation but without the relationship 1-4 
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between external value of currency level and domestic price levels. 

 

b) Discuss whether an increase in the general price level will affect the domestic sector more 

than the external sector.        [15] 

Part b) 

 

Question Analysis  

 Command word – discuss – argue whether inflation affects the domestic economy 
more than the external economy. Present the desirable and undesirable effects of 
both and conclude which sector is more affected. 

 Content words 
o Domestic vs external sectors 

 Context – any country with examples 

 

 

Requirement  Suggested Answer 

Introduction: 
Define domestic 
and external 
sectors 

As inflation was already defined earlier, students need only clarify the 
terms domestic and external sectors as domestic and external economy 
respectively. High inflation can pose a problem for both sectors of the 
economy. The context can be Singapore or any other country. 
 

Body 1 
Internal effects: 
desirable 

Mild inflation, for e.g. 2%, might stimulate investment and expansion of 
firms who benefit if prices rise by more than costs leading to increase in 
profits. If rise in general price level is caused by increasing AD, firms will 
feel optimistic about the future. This might stimulate investment and 
expansion of firms. 
 
Inflation may also stimulate consumption because real interest rates 
may be low or negative. Debt burdens fall and people may be 
encouraged to spend more. For e.g. those who borrowed money to buy 
houses may experience a fall in mortgage interest payments in real 
terms. At the same time, prices of their houses will be likely to rise more 
than inflation. Thus they feel better off and so may spend more. 
 
Increase in C & I would lead to increase in AD and hence increase in NY 
via the multiplier process. 
 
(Note: Accept all reasonable explanations of how increase in GPL can 
be beneficial to C & I and hence AD and NY) 
 

Body 2 
Internal effects: 
undesirable 

 Menu costs - Firms keep amending price lists, catalogues, price tags 
and advertisements raising costs of transactions. However, this is not 
expected to be significant unless inflation is very high. 
 
Inflation discourages people from holding money because inflation 
reduces the value of money. Opportunity costs of holding money 
becomes great at very high nominal interest rates. People try to keep 
their money in interest-bearing accounts for as long as possible, even if 
it means making frequent trips to the bank. But very high inflation will 
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inevitably lead to lower savings and investment levels affecting 
economic growth adversely. 
 
People are reluctant to undertake investment that would expand the 
country’s productive capacity. They are uncertain about future inflation 
and this lowers business confidence. This causes a fall in I and hence 
AD and NY. 
  
Redistribution of income will result in some to gain and others to lose. 
Borrowers tend to gain and lenders to lose because nominal interest 
rates usually rise more slowly than inflation rate. Real interest rates fall 
with inflation. Those with fixed incomes will also lose out. The income 
gap may widen potentially destabilizing the economy. 
 
The wage-price spiral. When workers experience higher prices of goods 
and services, they will demand higher wages to maintain their 
purchasing power. 
 
Misallocation of resources. Prices are very important in allocating 
resources in market economies. Inflation may inhibit the ability of prices 
to act as reliable signals in the process, leading to wastage of resources. 
For example, producers seeing the price of their goods rising may 
increase output when this higher price is a result inflation rather than 
increased demand.  
 

Body 3 
External effects: 
desirable 

If inflation rates are below those of its main competitors, the goods and 
services will become more competitive in terms of price. Exports will 
increase and imports will fall such that net exports increase. This 
improves the BoT and hence helps an economy achieve the external 
aim of a healthy BoP. 
 

Body 4 
External effects: 
undesirable 

Worsening of current account 
However, it is possible that inflation exceeds foreign inflation. Inflation 
results in a loss of international competiveness. Inflation poses a great 
threat to Singapore’s export competiveness. If Singapore has a higher 
inflation rate than other competing countries, its goods and services will 
be deemed less attractive to consumers around the world in terms of 
price competiveness. 
 
Singapore’s exports will become relatively more expensive and imports 
will become relatively cheaper. Assuming PED of exports and imports 
are both elastic, exports earnings will fall while import expenditure will 
increase. This will worsen the BOP through the current account. 
 
Worsening of capital account 
Cost push inflation means higher production cost. Firms will not be 
willing to invest and existing foreign firms may choose to relocate their 
production to other lower cost countries. Hence there will be an outflow 
of FDI, resulting in a long – term capital outflow. 
 
High inflation rates will also lead to capital flight as people prefer to put 
their money in countries where the monetary situation is more stable, 
resulting in short – term capital outflow. 
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Capital outflows will worsen the BOP through the capital account. 
 

Conclusion In conclusion, whether an increase in GPL is beneficial (to both internal 
and external sectors) is dependent on the extent of the inflation. If it is 
mild, the effects are generally positive whereas if it is high, the effects 
would be negative. 
 
As to whether the domestic or external sector would be more affected, it 
depends on the nature of the economy. Singapore with its little natural 
resources and its small domestic market, is very highly dependent on 
foreign markets for its exports of finished products and import of raw 
materials for its production processes as well as many final consumption 
goods. Also, Singapore is also very reliant on capital flows and FDI. 
 
Since Singapore is such an open economy with high dependency on 
trade and FDI, inflation would cause more problems for her external 
sector. 
 
Further, problems from the external sector will have spillover effects on 
the domestic sector. For instance, uncompetitive exports due to high 
inflation will lead to a fall in demand for exports. Since Singapore is an 
exporter, a fall in demand for exports may lead to an increase in cyclical 
unemployment in Singapore. A fall in exports will lead to a fall in national 
income through the multiplier effect. This would trigger a fall in domestic 
production, employment and economic growth. 

 

 

 

Level Knowledge, Application/Understanding and Analysis Marks 

L3 For a detailed analytical answer that explains how inflation would affect 
BOTH the domestic and external sectors of the Singapore economy. 
 

8-10 

L2 For an answer that tends to be balanced in coverage but undeveloped in 
nature. OR For an answer that only explains how inflation affects the 
domestic or external sector of Singapore but in great detail. 

5-7 

L1 For an answer that shows some knowledge of what inflation is but has 
serious errors or a serious lack of economic analysis. 

1-4 

E3 Good relevant evaluative judgement that is well supported by economic 
analysis. 

4-5 

E2 Some attempt to make conclusive judgements about the overall impact 
but not well substantiated and rather generic. 

2-3 

E1 A judgement that is unsupported. 1 
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6 Globalisation is under threat. Figures compiled by the Swiss Economic Institute show that 

globalisation peaked and began plateauing several years before the current trade wars began. 

The current headwinds to it – from lower cross-border capital spending to the relocating of 

firms back home to win votes, tariffs and the push to grow domestic firms – are not going away 

anytime soon. So governments and the biggest corporations have begun to prepare for a new 

age: the age of deglobalisation.   

Source: Financial Times, August 2019 

Discuss whether Singapore is among the economies that have the most to lose from 

deglobalisation.         [25] 

Question Analysis  

 Command word – discuss whether  

 Content words 
o Deglobalisation, linked words –comparative advantage, free trade, tariffs, 

protectionism 
o Most to lose 

 Context – Singapore and its trade relationship with other countries 

 

Requirement  Suggested Answer 

Introduction: 
Define 
deglobalisation 

Describe the nature of the Singapore economy – a small and open 
economy, with very limited resources, highly dependent on imports and 
inevitably highly reliant on international trade, capital, labour and 
technological flows to achieve its macroeconomic goals and raising the 
SOL for its citizens.  
 
Define deglobalisation which is the reverse of globalization. It will be 
characterized by a global regime of tariffs and protectionism and the 
decreasing flows of free trade, capital, technology and labour. 
 
As globalization was the lifeline of Singapore during the past few 
decades allowing Singapore to achieve its macroeconomic goals, 
particularly stable economic growth and low unemployment, the 
absence of globalization will be detrimental to its economic well-being. 
Singapore’s ability to achieve the above-mentioned macroeconomic 
goals will be heavily compromised while the remaining goals of price 
stability and a favourable balance of payments will be negatively 
affected.  
 

Body 1 
Strengths. 
Explain how 
globalization 
has helped the 
Singapore 
economy 

Globalization implies free trade. It is the movement of goods and 
services, capital and the movement of resources between countries 
without any form of government interruption. This is the very lifeline of a 
country like Singapore. A small country, with no natural resources and 
no local market, has to trade in order to attain its economic objectives. 
Singapore must enter into free trade agreements; specialize in 
production in a few selected industries; acquire the competiveness (or 
comparative advantage); and sell to the world. In fact, globalization has 
allowed tiny Singapore to play a major role in the global arena. The sum 
of its exports and imports exceeds 3 times the size of its GDP allowing it 
to be among the world’s largest trading nations.  
 



30 
 

Explain 
comparative 
advantage, free 
trade and the 
benefits 
bestowed on a 
small an open 
economy such 
as Singapore 

If countries can specialize in the goods in which they have opportunity 
cost they will produce a global total that will be higher than if they did not 
specialize. When these countries come together to freely exchange their 
produce they will experience better outcomes, provided their exchange 
takes the opportunity costs into account. The outcomes may even be 
superior as they may be able to consume beyond their production 
possibilities boundaries.  
 
Singapore is one of the countries that has benefitted greatly from such 
specialization and trade that we are able to consume outside our 
boundaries. Globalization and free trade is crucial for Singapore 
because it would be a waste of Singapore’s resources if other countries 
block Singapore’s exports. A good example is SIA. Singapore has 
invested billions into SIA, and has acquired the comparative advantage 
in passenger air travel and cargo shipments. But this would come to 
nothing if other countries block SIA. Consumers from all countries stand 
to lose as they will no longer be able to enjoy the high quality services 
that are offered at competitive prices. 
 
Singapore has completely gained from free trade. The world markets 
have provided higher incomes and employment allowing key 
macroeconomic goals to be reached. The ability to specialize and 
produce greater quantities of goods and services that are viewed as 
being of superior quality enables Singapore to become a significant 
exporter of a wide variety of goods and services. The growth in exports 
allows the AD to increase as it is a significant component of the AD, 
enabling it to shift to the right. This allows Singapore to achieve actual 
growth, leading to higher incomes and employment.  
 
Besides trade, Singapore has greatly benefitted from the massive capital 
flows that is common in globalization. We have been able to access FDI 
and funds from the global capital markets to enable growth of 
investments which will not be possible if we had to rely on the domestic 
markets. These investments have fueled both actual and potential 
growth, creating employment and raising the SOL. 
 
(Include a diagram) 
 
Despite the absence of a significant domestic market due its small size, 
Singapore has also been able to exploit all possible economies of scale 
due to mass production as it is now producing for the global markets. 
This allows Singapore goods to be price competitive as we are able to 
achieve lower average costs and therefore lower costs of production 
compared to our competitors. The ability to export high quality goods at 
competitive prices also allows our BoT and in turn BoP to be favourable.  
 
High expenditures on R&D and huge investments have been feasible 
because trade makes it possible for such costs to be recovered as we 
have access to volume. Trade with other countries increases 
competition in every industry in the home market. It keeps prices down, 
improves products and the sales service. There is greater consumer 
surplus and consumer sovereignty allowing for greater social efficiency. 
Quite significantly, Singaporeans also get to consume products that can 
never be produced domestically since we lack comparative advantage in 
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these areas. This is because we can use the consumer surplus earned 
from the high value added production of goods and services that we are 
capable of to exchange for products that we are unable to produce 
ourselves. A wide range of goods such as agricultural produce and 
luxury goods are an example of this. 
 
The globalised nature of the labour movement also contributes to 
Singapore’s efforts, particularly in achieving sustainable growth. The 
increased labour flows from neighbouring countries allows us to alleviate 
the labour crunch and potentially higher costs of production arising from 
the shortage of manpower. This has a positive impact on our SRAS as 
our costs of production are kept under control. At the same time, access 
to cheaper foreign workers have allowed our local workers to focus on 
the capital intensive industries while allowing our labour intensive 
industries to avoid higher costs of production. As more manpower 
resources are amalgamated into the economy our productive capacity 
has also increased substantially both in quality and quantity allowing the 
LRAS to shift rightwards enabling the economy to achieve sustainable 
growth. (Diagram) 
 
Globalisation and the free trade regimes has allowed Singapore to have 
greater access to resources such as raw materials relatively easily. This 
is important since Singapore is significantly resource poor. The 
availability of such resources has enabled us to reach our 
macroeconomic goals particularly in growth and employment. When 
combined with the stated exchange rate policy of gradual and modest 
appreciation of the Singapore dollar, the country has been able to curtail 
inflationary pressures arising from imported cost-push inflation. With the 
rise of the AD described above accompanied by the increase in the 
LRAS also described above, inflationary pressures that might arise from 
demand-pull inflation is also well managed. (Diagram) 
 
Finally, the improvements achieved through the macroeconomic goals 
enables the Singapore government to address equity and income 
inequality issues that may arise. The higher incomes earned across the 
board allows the income gap to be narrowed while higher tax revenues 
raised enables the government to address issues concerning the low 
income groups. Government also has the financial ability to address 
issues of access of education, housing and medical care that creates a 
level playing field across society. 
 

Body 2 
Challenges 
Explain how the 
features of 
deglobalisation, 
for example, 
tariffs and 
protectionism 
thwarts the 
macroeconomic 
goals of 
Singapore 

The regime of deglobalisation, is characterized by protectionist 
measures such as tariffs, the curtailing of the free flow of trade, capital, 
labour and technological flows. The outcomes of these events will have 
the opposite effect from those described above. 
 
The Trump administration’s policy prescriptions with respect to USA’s 
external economic relationship is characterized by the above features. 
The tariffs against a wide variety of goods and services imported into the 
USA has been reciprocated by other countries, especially China. Free 
trade is being stifled while the protectionist stance is growing. The 
administration has also become a stumbling block with respect to capital 
flows when they discourage overseas investments through tax 
disincentives. Barriers against technological flows have also become 
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common as in the Huawei saga. The restriction of various categories of 
work visas are examples of barriers being enacted labour flows. 
 
Tariffis have the unfortunate effect of reducing the welfare of the 
average citizen while provoking retaliatory reactions that can escalate 
with catastrophic results. At the consumer level, tariffs will raise the price 
of goods and services, robbing them of their consumer surpluses and 
reducing the allocative efficiency in the economy. Tariffs also broadly 
encourage inefficient producers while creating deadweight losses to 
society. However, the biggest damage is the retaliatory responses it 
provokes from other countries. Protectionist measures accumulate, 
eventually stifling international trade. This environment directly impacts 
nations such as Singapore that thrives on trade. While large nations with 
a significant domestic market can survive on their domestic sector, small 
nations suffer as their external sector contributes significantly to their 
macroeconomic success.  
 
The inability of the Chinese to access the American markets has direct 
impact on Singapore as it exports large amounts of intermediate goods 
to the Chinese markets. With Chinese exports dwindling, Singapore’s 
also follows suit causing a slowdown as its AD shifts to the left. The 
severe slowdown faced by Singapore the past few quarters are induced 
by these circumstances. This in turn will impact employment, creating 
cyclical unemployment in the short run and perhaps structural 
unemployment in the long run as the situation persists. 
 
The reduced ability to access raw materials may directly impact 
Singapore’s price stability as scarce resources rise in price leading to 
imported inflation. This further complicates Singapore’s case as costs of 
production rise leading to reduction in the SRAS and a drop in output. 
The resulting higher prices may make Singapore made goods 
uncompetitive in the global markets further affecting exports. Singapore 
cannot rely on exchange rate depreciation to counter this as it is import 
dependent for its raw material. 
 
The lack of capital can severely affect investments in Singapore as the 
pool of capital generated domestically is insufficient. The negative 
impact of this will be felt on the AD in the short run and on the AS in the 
long run as productive capacities are limited. If protectionist measures 
encourage the withdrawal of foreign firms back to their home country, a 
nation like Singapore will experience cyclical and structural 
unemployment. The slowdown of technological flows will likewise 
hamper the future prospects of Singapore as innovation and productivity 
may be affected. The lack of R&D can be debilitating on the LRAS. 
 
Finally, income inequalities and equity issues will arise if massive 
unemployment takes hold and the problem is compounded as Singapore 
may find it difficult to manage fiscally.     

  

Conclusion Clearly a deglobalised world is going to affect many countries. However, 
the countries that have the most to lose from deglobalisation are the 
small and open economies like Singapore because they are so heavily 
reliant on trade. It is possible that all its macroeconomic goals may be 
hampered leading to severe impoverishment. 
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However, as long as the 1930s scenario is not re-enacted, even a 
deglobalised world may still create some opportunities as long as 
Singapore is able to remain competitive, nimble and resilient. New 
alliances and trading regimes may arise along regional lines to replace 
existing ones and Singapore can still take advantage and adapt to the 
new realities.  
 

 

Level Knowledge, Application/Understanding and Analysis Marks 

L3 High L3 (18-20) An answer that is able to explain thoroughly the 
advantages arising out of globalization and the disadvantages of 
deglobalisation in meeting a country’s macroeconomic objectives. The 
answer pays particular attention to the size of a country’s economy and 
its trade dependence. Able to illustrate with examples and appropriate 
diagrams.   
 
Low L3 (15-17) An answer that is well developed and balanced but 
lacking appropriate examples and diagrams. 

15-20 

L2 High L2 (12-14) An answer that is well-developed but is one-sided. 
 
Low L2 (9-11) An answer that is under-developed and one-sided. 

9-14 

L1 High L1 (5-8) An answer that is descriptive with sufficient scope but 
lacks economic analysis. 
 
Low L1 (1-4) A descriptive answer with limited scope 

1-8 

E3 Good relevant evaluative judgement that is well supported by economic 
analysis. 

4-5 

E2 Some attempt to make conclusive judgements about whether Singapore 
has the most to lose but not well substantiated and rather generic. 

2-3 

E1 A judgement that is unsupported. 1 

 

 

 

 

 

 

 

 


