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Answer questions in this section. 

Nominal GDP growth 
(annual %) 

2.2 6.9 1.9 

Inflation rate 0.05 1.4 -0.5 
Exports as a % of GDP 27.6% 21.9% 177.9% 
Imports as a % of GDP 29.2% 18.4% 152% 
Life Expectancy at birth 
(years) 

81.6 76.0 82.6 

CO2 emissions (metric 
tons per capita)* 

7.13 7.55 9.36 

*based on 2013 data 

Source: The World Bank Data 
 

 
Historically, the European Union has dominated UK’s trade in both exports and as a source 
of imports, but gradually this trend is changing. As the UK marches towards a referendum on 
its EU membership, the nation's statisticians have taken a closer look at the bloc's 
importance to trade. The Office for National Statistics (ONS) has released a bulletin on UK-
EU trade, where trade figures show that British reliance on trade with the EU has fallen to an 
all-time low. The ONS said that exports from the UK to the EU grew on average by 3.6% 
from 1999 to 2014, below the 6.5% rise in exports to non-EU countries.  
 
There was also a shift in the countries from which the UK imports its goods and services. 
The share of total imports originating from the US, France and Germany declined while the 
share of imports accounted for by China rose. 
 
For UK businesses, this change has meant looking beyond traditional markets and opening 
up trade with new high-growth areas. The UK has seen its share in the exports of lower 
technology goods fall, but has increased its share in global exports of high technology 
manufactures such as medical and pharmaceuticals, machinery and vehicles. Services 
exports is another growing sector in the UK and the increasing composition of services 
output in total UK output is evidence that the UK’s economic structure has moved in line with 
its comparative advantage.  
 

Source: Various reports  
 

 

 
China will make its monetary policy more flexible and expand its budget deficit in 2016 to 
support a slowing economy, state media said on Monday. It cited top leaders who wrapped 
up the annual Central Economic Work Conference, a meeting keenly watched by investors 
for clues on policy priorities and main economic targets for the year ahead. 



 
The government will take steps to expand aggregate demand next year. The People's Bank 
of China has cut interest rates six times since November last year and reduced banks' 
reserve requirement ratios (RRR), or the amount of cash that banks must set aside as 
reserves. The government has also stepped up spending on infrastructure projects and 
eased restrictions on home buying to boost the sluggish property market. Top leaders also 
pledged to push forward "supply-side reform" to help generate new growth engines, while 
tackling factory overcapacity and property inventories. 
 

Source: Reuters, 21 December 2015 
 

 
Singapore's small, trade-dependent economy is under the weather. While the country has 
not yet sunk into a full-blown recession, its fortunes are tied closely to those of the world 
economy and the outlook there is far from cheery. The Sunday Times looks at four key 
contributors to slowing growth in Singapore. 
 

 
The world economy has yet to completely shake off the vestiges of the global financial crisis 
and continues to lack a strong growth driver. Singapore’s key trading partners have all been 
grappling with their own sets of challenges. 
 

 
World oil prices had been fairly stable from 2010 until mid-2014, at around US$110 a barrel. 
But they have almost halved since, plunging the oil and gas industry into a crippling slump. 
Companies in Singapore have not been spared the effects of this protracted downturn. More 
than two years of tumbling oil prices have wiped over US$24 billion (S$33.5 billion) from the 
market value of Keppel, Sembcorp Marine and other listed oil-services companies - or about 
two-thirds of their pre-July 2014 capitalisation. 
 
Tens of thousands of jobs have been axed and some companies have defaulted on bond 
payments - sparking concerns over banks' exposure to the sector. The drag from this 
important sector is predicted to feed through to the rest of the economy. 
 

 
International trade has fallen to its lowest level since 2009, alongside lacklustre economic 
growth. But some economists say the slowdown is not merely cyclical, and lower levels of 
global trade might become the new normal. 
 
This is because growth in developed economies like the United States is increasingly driven 
by services rather than the trade in goods. China is also becoming less exposed to 
international trade as it shifts away from an industrial-led growth model towards consumption 
and services. This means Chinese companies are increasingly sourcing from within the 
country, instead of importing. This trend could weigh on regional trade even in the long run - 
a gloomy prospect for Singapore, which depends not just on its own exports but which also 
does a bustling trade in re-exports. 
 

 
Prime Minister Lee Hsien Loong said in his National Day Rally speech in August that 
disruptive change is the "defining challenge" facing Singapore's economy. 
 
Technology has transformed almost every industry - from food delivery to manufacturing. 
These developments have left both challenges and opportunities in their wake, most 
obviously in the labour market. There are thousands of jobs waiting to be filled in growing 



sectors like IT, precision engineering, education and healthcare. But many workers who 
have been laid off lack the necessary specialised skills required in these roles. 
 
There is no easy solution to this - the ever-increasing pace of technological change means 
that jobs will more or less be in a constant state of flux. There is help available for laid-off 
workers - including the option to upgrade their skills with SkillsFuture, or programmes which 
help mid-career workers move to industries with the potential to grow. But companies and 
workers also have a part to play - both in terms of skills upgrading and shifting mindsets. 
 

Source: adapted from The Straits Times, 30 October 2016 
 
 

 
Tax policies can be designed to help countries drive innovation and at the same time 
promote inclusive growth, said Deputy Prime Minister Tharman Shanmugaratnam. DPM 
Tharman also said that growing the incomes of low-wage workers should be a key priority 
when countries come up with tax and fiscal policies to promote inclusive economic growth.  
 
DPM Tharman noted that Workfare, a form of negative income tax for lower-paid workers to 
encourage them to be part of the workforce, has worked for Singapore. Tax credits for 
employers and subsidies for skills upgrading for both employees and the unemployed, chief 
among them SkillsFuture, are another workable solution, as is giving special support for 
innovation and productivity among small and medium-sized enterprises. 
 
DPM Tharman also said that part of a country's fiscal policies should include giving fair 
subsidies for public service, targeted at those who need it the most. He pointed out that in 
many countries, most of the subsidies do not go to the poor. This happens when 
governments subsidise healthcare for everyone, rather than based on needs. To support 
spending, taxes will rise, which will harm growth.  
 

Source: adapted from Channel News Asia, 24 Jul 2016 
 
  



Using data from Table 1,  
Compare the balance of trade position of UK, China and Singapore.  
 

[2] 

Assess the usefulness of the given key economic indicators in comparing 
living standards between countries.  

 
[4] 

  
With reference to Extract 1, identify the changes in UK’s patterns of trade.  
 

[2] 

Using your own knowledge, explain how the theory of comparative 
advantage can explain the change(s) identified in (b)(i).  
 

 
[4] 

With reference to Extract 3, discuss whether ’shifting trade flows’ is the 
most significant challenge facing the Singapore government in achieving 
inclusive economic growth.  
 

 
 

[8] 

Discuss the policy options that the China and Singapore government 
have put in place to achieve sustained and inclusive growth respectively.  

 
[10] 

[Total: 30] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



The table below shows an index of aluminium production levels over 2010-2015. 

100 124 146 165 176 195 
Source: The International Aluminium Institute

The rapid increase in the production of aluminium was brought about by the improvement of 
production methods, and by the expansion of the scope of application of aluminium. The 
world's largest aluminium producers are, as a rule, vertically integrated holding companies 
comprising bauxite mines and aluminium refineries. The advantage of the vertical integration 
model for large companies is their independence from price fluctuations of factors of 
production as they can ensure the supply of raw materials in required volumes is secured for 
uninterrupted aluminium production. This leads to more flexibility in the production process 
and allows firms to be more responsive to changes in demand. 

Demand for aluminium from carmakers is also expected to grow in 2015 as car sales 
combined with the aluminium content in cars rising significantly. Automakers consumed a 
record amount of aluminium last year as plummeting prices and technological breakthroughs 
made it a viable alternative to steel. 

Source: adapted from www.aluminiumleader.com, accessed 28 July 2017 

 

China’s surging exports of aluminium are becoming a contentious issue as prices of the 
metal continue to hover just above their six-year low. China’s aluminium exports are up 14.4% 
so far this year, as companies there take advantage of China’s large labour force and lower 
wage cost than international rivals to seize market share. While major aluminium companies 
like US-based Alcoa have cut production this year, Chinese output has risen by 18% year to 
date, according to the International Aluminium Institute, a supply flood that has helped keep 
prices depressed.  
 
Protests against China’s aluminium export rise have been growing louder, with producers 
from the US to India demanding measures to protect employees in their domestic industries. 
“Due to a rise in imports from China, profits for domestic Indian producers are getting choked. 
The Chinese government has provided tremendous subsidies to aluminium production and 
India’s import tariff on aluminium should be increased to 10 per cent on primary aluminium 
and aluminium scrap,” said Abhijit Pati, chief executive officer of Vedanta Group’s aluminium 
business. 
 
China’s Non-Ferrous Metals Industry Association has hit back at suggestions that 
companies there are dumping aluminium on international markets although analysts say that 
Chinese smelters can withstand low international prices in part because of the government 
support they receive. Chinese producers often benefit from “opaque” tax rebates, or cheap 
loans made to them by local governments. 
 

Source: adapted from The Wall Street Journal, November 12, 2015 



 

The aluminium lobby in India has been pressing for an increase in import tariffs for 
aluminium in the face of low-priced aluminium from foreign countries making its way into the 
Indian market. According to industry data, total aluminium imports in India had grown by 
over 159% between 2015 and 2011, mainly from China and Middle-Eastern countries. This 
has led to imports accounting for 56% of the Indian aluminium consumption in 2014-15, 
while products of Indian producers accounted for only 44%. 
 
Some local aluminium producers, unable to keep up, have even slipped into losses. 
Vedanta Resources, in August, initiated the process to shut down its 1 million metric ton per 
year alumina refinery in Odisha. Interestingly, while the Indian government has taken the 
step to hike tariffs to protect local industry, some experts have argued against the move. 
 
The government’s own report indicated that raising tariffs to quell imports of cheap 
aluminium would do harm to downstream producers such as carmakers and construction 
companies. 
 

Source: adapted from www.agMetalMiner.com, accessed 28 July 2017 
 
 

 
Soaring Chinese demand for natural resources to produce aluminium is wreaking 
environmental havoc throughout Southeast Asia. Both Vietnam and Malaysia are major 
producers of bauxite, the ore required to create aluminium. 
 
Vietnam is home to the world’s third largest natural deposit of bauxite, with 5.5 billion tons 
of crude ore reserves. However, the mining of these reserves has resulted in serious 
environmental issues. For instance, there has been reports of breakages and spills in waste 
management facilities, deforestation and river pollution.  

 
Source: adapted from Asian Correspondent  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Describe the trend in China’s aluminium production levels between 2010 
and 2015 shown in Table 2.  

 
[1] 

  
With reference to Extract 5, explain a possible reason for this trend.  [2] 
Explain whether data from the extracts support the claim that ‘Chinese 
companies are dumping aluminium on international markets’ (Extract 6). 

 
[4] 

Assess the likely impacts of an increase in tax rebates given to Chinese 
aluminium producers on consumers, employees and producers in other 
countries like India.  

 
 

[10] 
  
With the use of a relevant diagram, explain the impact of an import tariff 
on the level of domestic aluminium production in India. 

 
[3] 

  
Explain how price elasticity of supply for domestic aluminium production 
affects the extent of impact of the import tariff. 

 
[2] 

  
Vietnam and India face different issues due to the increase in Chinese 
aluminium production. 
 
Discuss whether increasing import tariffs on aluminium in India will 
address the issues faced by Vietnam and India respectively. 

 
 
 
 

[8] 
   

[Total: 30]
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Answer  questions in total. 

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

 
 

      Brick and mortar retailers of various goods and services, ranging from groceries to luxury hand 
bags, have seen a fall in sales revenue in Singapore. One possible reason is a fall in the cost of 
setting up online shopping businesses. 
 
Discuss possible demand and supply reasons that could account for the fall in sales revenue of 
different brick and mortar retailers in Singapore.                [25] 
 
 
 
 A government intends to achieve efficient and equitable allocation of resources. 
 
Discuss the view that rational decision making by consumers, producers and government always 
result in these intended consequences.            [25] 

 
 
 

Apple has introduced new and innovative products to continue grabbing the attention of the 
customers. In addition, they have streamlined their manufacturing process.  

 
Explain how innovation allows a firm to increase profits.                 [10]     

 
Discuss the extent to which a firm’s decision to innovate is dependent on the contestability 
of the market.                [15] 

 

E



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

 Explain possible domestic and external causes of deflation in a country.                [10] 
 

 Discuss the extent to which deflation affects the balance of payments position in an 
economy.              [15]              

 
 
 

In implementing policies to achieve its macroeconomic objectives, a government may face certain 
conflicts. Assess the effectiveness of alternative policies implemented by the Singapore 
government to achieve all its macroeconomic objectives.          [25] 
 

Explain how countries can mutually benefit from free trade, including those countries that 
are the most efficient at producing all products.                          [10] 

 
Discuss the view that globalisation is often but not always desirable.      [15] 
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China and Singapore’s balance of trade were in surplus while UK’s balance of trade was in deficit. 
[1m] 

Balance of trade surplus  for Singapore was larger than for China. [1m] 

SOL includes both the quantitative (material) and qualitative (non-material) aspects. 

Explain how real GDP indicates material SOL and how it can compare living standards between
countries 

GDP measures the total monetary value of all final goods and services produced within the
geographical boundary of a country, usually in a year. By comparing countries’ GDP growth rate,
we can see which economy is growing, stagnating or declining. When this indicator is further
adjusted for inflation to give real GDP growth, it can be used to analyse differences in material
SOL between countries as a higher real GDP growth rate would mean that the purchasing power
of an individual from that country is higher. Real GDP growth rate in China was the highest at
5.5%, while Singapore and UK registered relatively slower growth rates at 2.4% and 2.15%
respectively. Hence one may infer that the purchasing power of residents in China was the
highest.

Explain how life expectancy data/CO2 emissions data can be used to compare non-material SOL

Life expectancy at birth refers to the average number of years that a newborn may expect to live for. 
It can be used as a proxy for the quality and accessibility of healthcare in a country. A higher life 
expectancy in countries such as the UK and Singapore, with life expectancy of more than 80 years, 
suggests that individuals in these countries have more timely and high quality healthcare, as 
compared to China at 76. Hence, statistics on life expectancy at birth can be used to compare non-
material standard of living between countries. 

OR 

Data on CO2 emissions showed that China has lower emissions compared to Singapore. However, 
the data is measured in terms of per capita, and China’s population size is so many times larger than 
Singapore’s. Thus the data may not accurately reflect air quality and thus non-material SOL between 
the countries. 

Explain limitations in real GDP data /non-mat SOL data/ Evaluative statement
- no data on population size
- not adjusted for differences in cost of living

therefore should use PPP adjusted real GDP per capita to compare
material SOL between countries

However, there are several limitations in using real GDP data to compare SOL between countries. 
This is because of differences in population size and cost of living between countries. While China 
registered the highest real GDP growth rate, China also has the largest population amongst the 3 
countries, many times larger in fact. Thus real GDP growth rate does not allow comparison of material 
SOL for the average person between countries. 

Furthermore, even if data on population size is available, real GDP figures do not correct for 
differences in cost of living. For example, the amount of US$ needed to buy the same basket of goods 
and services in Singapore is probably a lot more than that required in China because the cost of living 
in China is very much lower than Singapore’s. Thus, even if Singapore has a higher real GDP per 
capita than China, it does not necessarily mean that Singapore residents would have a higher material 

- no data on popppp pulation size
- nnnnnotototototo adjjjuusu teeeeeed dd d d d d fofofofofofofor dididididiid fffffffffffererererererenenenenenee ccces in coost of livinngg

thhhhhheererereee efefefefefefeforooooo e eee shshshshshs ouoooooo ld useee PPPPPPPPPPPPPPPPPPPPPPPPPPP aaaaadjdjdjdjdjddd ususususustetedd rerealal GD
mammmmmm tteterirrrrrr alalalalalaa SSSSSSSSOLOLOLOLLL bbbbbeeteteeetwwwewwww enenenenenenene couuuuuuuunntnntntntntnnn ririririesesessessss

eree aaaareerereree sssssssevevevevevvvveerereee alalalalala llllllimimimimimimitititttatatattattioioioioioonsnsnsnsnsnsnsns iiinnnnnn ususususuusssininininininggg gg rrerererrer al GGDPDP ddatataa toto compa
useeee ofofffff dddddddififififfffffefefefefefef rerererererrencncncncnceseessse iiinnn nn poooooopupupupupupup laaaaaaatitititittittionononononon ssssssizizizizee andd cocost ooff lilivving betw

he highest real GDP growth rate China also has the larges



standard of living as the cost of living may be a lot higher. Hence, there is a need to use PPP-adjusted 
GDP figures as it reflects the relative costs of goods and services in various countries.  

Overall, the key economic indicators in Table 1 are not useful in comparing living standards between 
countries because of insufficient data presented.  
 

.  
 
UK’s major trade partners have changed from traditional EU countries to increasingly more from non 
EU countries such as China. [1m] 
 
There is also a change in the types of goods that UK exports. Exports of lower technology goods 
have fallen while exports of pharmaceuticals, machinery and services are growing. [1m] 
 
 

 
An economy is said to have a comparative advantage over another in the production of a good if it 
incurs a lower opportunity cost in producing the good or service.  
 
The theory of CA can explain why UK’s exports of pharmaceuticals and services are increasing as 
the comparative advantage that a country enjoys can change over time. This could be due to changes 
in factor endowment, efforts to improve production techniques or deliberate government policies to 
create new areas of comparative advantage.  
 
The UK government could have invested heavily in the development of the pharmaceuticals and 
services sectors to help their domestic industries acquire a new comparative advantage. This could 
be done by encouraging upgrading of skills and conduct of research and development in these 
sectors. As the skills of the labour changes, the opportunity cost of continuing to produce lower 
technology goods start to increase while the opportunity cost of producing “high technology 
manufactures” falls. This has contributed to a gain in comparative cost advantage in the production 
of high end manufactured goods such as pharmaceutical products and explains for the rise of such 
goods amongst UK’s exports.  
 
However, while the theory of CA can explain the change in the type of goods that UK exports, it may 
not explain the change in who the UK trades with. The change in UK’s major trading partners is more 
likely due to the different economic growth performance and growth model experienced by the UK 
and its traditional as well as new trading partners.  
 
 
 

 
 Define inclusive economic growth actual growth, potential growth, income equity, creates 

productive employment opportunities for the majority of the country’s population, income 
distribution 

 
 
 Shifting trade flows (China moving to own sources of FOPs)  Loss of CA in re-export industries 

   between those in sunrise (service industry) and sunset (changes in 
demand of different groups of workers and thus wages) 

 “shifting trade flows” reduce net exports and AD and reduce  
 
 

 Explain how “disruptive change” cause structural unemployment  technology changes and with 
no upgrading skills  demand for lower skilled workers fall while demand for higher skilled 
workers increase    challenge in achieving inclusive economic growth 

tion 

tradaddddddeeee flflflflflflflowowwowowowows sss s s (C(C(C(C(C( hihihhihihihinanananananan mmmmovovovovovovininininininggggggg totototooto oooooownwnwnwnwnwnwn sssoouooooooo rcess oof f FOFOPsPs))  Loss 
  bebebeeetweeeeeeeeeeeeennnnnn ththhhthhhososososososo eeee eeee inininiii  sunririsese (seervrvicicee industr

d of different groups of workers and thus wages)



 Explain how “lacklustre global growth”  fall in income of trading partners reduce net exports 
and AD and reduce  

 Explain how “protracted Oil Price Slump”  fall in income of oil producing industries  fall in 
incomes of workers in these industries   C   Fall in AD 

 

 
take a stand on whether ‘shifting trade flows’ is the most significant challenge in achieving inclusive 
economic growth 

 
 While the other reasons could also cause UnN, disruptive change widens the income gap not 

only between those who are employed and unemployed, but also between those with skills that 
are in demand and those without  therefore more difficult to achieve inclusive economic growth  

  
 

L2 Balanced and well developed answer on challenges to 
achieving inclusive growth in Singapore.  . Limited 
reference to extract evidence 
  

4-6 

L1 Brief explanation on challenges to achieving inclusive 
growth Singapore. Many conceptual errors 

1-3 

 
E2 Evaluation based on economic analysis 2 
E1 Mere statement without economic analysis 1 

 
 

 
 Sustained growth: actual growth, potential growth 
 Inclusive growth: actual growth, potential growth, income equity, creates productive employment 

opportunities for the majority of the country’s population, income distribution 
 

 

:  
- “cut interest rates six time”  Fall in cost of borrowing  C and I increase  AD increase  

  
 
- Increase in I  increase in qty of capital goods  increase in productive capacity  

 
 

):  
- Increase G and reduce T (Extract 3: “Expanding the budget deficit”)  increase in AD  

 
 

- Increase G on infrastructural projects   increase quality of FOP  increase in productive 
capacity   

 
Actual + Potential Growth  sustained growth 

 

- Large domestic market (Extract 3: “Chinese companies are increasingly sourcing from within the 
country)   increase in C and I will significantly affect AD 

 

 

- I/r has already been cut six times  may be unable to cut further (liquidity trap) 
 

  
- May run into budget debt  increase in T in the LR (Extract 4)  reduce C and I  reduce AD  

se GGGGGG on nnn nn ininininnii frffrfrasaaaaa trucucucucucu tutttttt ral prprprpprprprp ojojoojojojoo eccececee tststs  increase quality ofof FFOP
y 

entiaaal GGGGGGGrororororoowwtw hhh   sussssssstatatatattat ininininininedeededededed gggggggroooooowtwtwtwtwtww hhhhh 

domestic market (Extract 3: “C““C“CChinese compapaniess aare increasin
) i i C d I ill i ifi tl ff t AD



 

 
Short Run: MP and FP are key as there is spare capacity in the Chinese economy (“factory 
overcapacity and property inventories”). Focus should be on boosting AD rather than LRAS 
 
Long Run: Once China has transitioned to be a domestic driven economy and nearing Yf  need to 
focus on improving LRAS to prevent overheating  
 

:  
- subsidies for skills upgrading for workers  improves productivity  lowers COP increases 

SRAS  actual growth 
 
- Increase productivity  Increase productive capacity  increase LRAS  potential growth 
 
- Able to produce higher quality products  Increase demand for X  AD increases  actual 

growth 
 

- Improving the skills of workers -  reduce impact of disruptive change (Extract 3) on lower skilled 
workers  helps mitigate the impact of structural UnN  improves equity 

 
:  

- Providing subsides for public services (healthcare) to lower income  enables essential services 
to be made available and affordable to low income households  improves equity 

 
  

- Income tax credits  increases disposable income for low income households  mitigates 
income gap  improves equity 

 
Actual growth + potential growth + improved equity  Inclusive growth 

:
- Improving quality of exports can also make our exports less substitutable  less susceptible to 

shifting trade flows and global income changes (extract 3)  fall in AD will be smaller  smaller 
negative impacts of growth in the long run 

 

 
:  

- Difficult to change mindset 
- No guarantee that training will translate to increased productivity 
- The success of the policy depends on how quickly workers can change their mindsets and strive 

to learn new skills. 
 

- 

 
Productivity growth in the past few years have still been low, thus signalling that the past 
programmes to improve productivity does not have its desired impacts yet.  

L2 Good explanation on the policies adopted by China and 
Singapore to achieve sustained and inclusive growth 
respectively.  
 

5-7 

L1 Brief explanation on the policies adopted by China and 
Singapore to achieve sustained and inclusive growth 
respectively. May contain conceptual errors 
 

1-4 

groooowtwttwtwthhhhhhhh ininininnin ttttttheheheheheheeh ppppppasasasasasaasst ttt t tt fefefeffef wwwww ww yeyeyeyeyeyeey araaaaaa sssss hahahahahahh veveveveveveee ssstitititititiitt ll beenn lolow,w, tthuhuss signall
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Answers that only cover either Singapore / China will be 
capped at 4m 

E2 Evaluation based on economic analysis (Which policy is 
better) 

2-3 

E1 Mere statement without economic analysis 1 



China’s aluminium production levels have increased between 2010 and 2015.  
 

 

Marker’s comments 
Some students stated that the production levels for China increased from 100 to 195. That is incorrect. 100 and 
195 are index numbers and do not reflect actual production levels. All students can tell is that production levels 
have increased by 95% between 2010 and 2015 but the absolute levels of aluminium produced cannot be 
determined. 
 

 

Demand Reason + Evidence  
Increased demand for cars and the aluminium content in cars. Demand for aluminium is derived from the demand 
for cars. As the demand for cars increases, carmarkers will require more aluminium to produce cars and this 
leads to an increase in demand for aluminium and hence, an increase in production levels. 
 

 
Supply Reason + Evidence  
Improvement of production methods. With the improvement of production methods and higher levels of 
productivity, this will lead to a lower cost of production and an increase in profitability for firms to produce 
aluminium. Hence, this results in an increase in willingness and ability to produce aluminium and this is 
represented by an increase in supply. Hence, this leads to an increase in production levels. 
 

 

Dumping is the practice of selling exports at prices . 
 
To decide if “ ” (Extract 6), it is 
necessary to find out if the low prices of aluminium sold in foreign markets are a result of deliberate government 
support or true comparative advantage. 
 
Perspective 1: data from the extracts support the claim 
Extract 6 mentions that the Chinese government has provided tremendous subsidies, “opaque” tax rebates and 
cheap loans to the companies.  These allow them to price their aluminium at artificially low prices, 

. Hence, the data supports the claim that 
Chinese companies are dumping aluminium on international markets. 
 
Perspective 2: data from the extracts does not support the claim 
However, Extract 6 also mentions that Chinese companies have the advantage of low-cost labour over their 
international rivals. This suggests that Chinese companies do have a  in producing 
aluminium and the low prices are due to lower input costs (such as wage) due to the abundance of resources 
(such as workers) in China. As such, these companies are not dumping aluminium.   
 

With an increase in tax rebates, this will lead an increase in production levels by Chinese firms and an increase 
in the quantity of exported aluminium products to India due to the fall in costs of production for Chinese aluminium 
firms.  
 

 Positive impacts  Negative impacts 
Impact on 
consumers 
(price, quantity, 
variety, 
consumer 
surplus) 
 

Chinese firms can export a greater 
amount of aluminium to India and Indian 
car manufacturers will be able to enjoy 
lower costs of production which may be 
passed on to consumers in terms of lower 
prices. 
 

In the long run, if the relatively lower prices 
imposed by Chinese firms lead to Indian 
aluminium producers shutting down, these 
Chinese firms may no longer have the 
incentive to charge lower prices.  
 

 tes,s,s,ss, ttthihiihiis ssssss wiwiwiwiwiwiww lllllllllll lllllleaeaeaeaeaee ddd anananna iiincrererererereeasasasasaasasase e e eeeee ininininininn ppppppprorororororooduddd ction n lelevelsls bby y CChinese
uminium products to India due to the fall in costs of production

s are due to lower input costs (such as wage) due to the ab
As ssssuccch,h,h,hh,h,, tttttheeesesss cccccccomomomomommmpaninininininin esesesesesese aaaaaareeee nnnot ddddumuuuu ping aluuminiumum.  



Alternative 
perspective: 
Producers of 
cars as 
consumers of 
aluminium 
(profits) 
  

In the short run, consumers of goods that 
depend on aluminium as a factor of 
production 
will be able to enjoy lower prices.  
 

Producers of cars that depend on 
aluminium will now face a higher cost of 
production which may then be passed on 
to consumer in terms of higher prices. 

Impact on 
producers 
(profits or 
TR<TC) 

If Chinese firms are dumping aluminium 
into the Indian market, this allows car 
producers to enjoy a lower cost of 
production. Ceteris paribus, this will lead 
to a higher level of profits for the car 
producers. 

With a fall in demand of Indian aluminium 
due to how price of its substitute, Chinese 
aluminium is cheaper, Indian producers 
face a fall in equilibrium price and quantity 
and thus total revenue. Ceteris paribus, 
profits fall.  
 
In the long run, if the fall in revenue 
persists, producers of cars that depend on 
aluminium as a factor of production will 
now face a higher cost of production if 
Chinese firms start to raise prices. 
Suppose that the demand for cars is price 
elastic since there are usually public 
transport substitutes, then the rise in price 
may lead to a more than proportionate 
decrease in quantity demanded for cars 
and revenue earned by producers fall. 

Impact on 
employees 
(wages, 
employment, 
SOL) 

With the increase in production of cars, 
producers employ more factors of 
production including labour, leading to a 
fall in dd-deficient unemployment. Also 
when DD for labour increases, there 
would be an increase in the wage rate in 
the labour market, ceteris paribus.  

In the long run, income earned by 
employees in both the aluminium industry 
and related markets may start to fall. Also, 
there will be a higher incidence of 
unemployment in this sector. 
 

 
Evaluation: 
 
Impact on the different economic agents in India would largely depend on whether India is heavily dependent 
on imported aluminium from China. Since China is one of the world’s largest producers of aluminium, it is likely 
that the impacts will be significant. However, the likelihood for the impacts to be negative would depend on the 
success of the Indian government in mitigating the level of imported aluminium from China. 
 
 

Mark Scheme 
L2 Balanced and well developed answer on how each economic agent may 

be affected by the increase in tax rebates in China.  
5-7 

L1 Brief and under-developed explanation on how the economic agents 
may be affected by the increase in tax rebates in China. Impact on one 
or more economic agents may not have been analysed by the student.    

1-4 

 
E Evaluation based on economic analysis. Students should make a 

comment about how each economic agent may be affected on balance, 
based on the analysis provided.  

1-3 

 
‘’ 
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nt abaabbouuuuuttttttt hohohohhh w ww eaeaeaeaeaeaach eeeeeecococococcoc nononononononomimimimimim ccc cc c agagagagaagagagenenenenenene tt tttt mmmammmmm y y bebbebbebebbbb aaaaaffffffffffffff ece ted d onon bbala an

on tttttheheheheh analyyyyyysis prppppp ovididididi edededededeeddd.  



 
 
The import tariff raises the world price of aluminium from $6 to $8 and this is represented by the 

 from Ws to Ws1.  
 
With this increase in price, domestic aluminium producers in India will be incentivized to increase production 
according to the law of supply and .  
 

Price elasticity of supply (PES) of aluminium refers to the degree of responsiveness of quantity supplied of 
aluminium to a given change in price of aluminium, ceteris paribus.  
 
If the value of PES is more than 1, it is likely that the  in the price of aluminum due to the import tariff will 
lead to a  in  by domestic producers, ceteris paribus. 
 

 
If the value of PES is less than 1, it is likely that the  in the price of aluminum due to the import tariff will lead 
to a  in  of aluminium, ceteris paribus.  
 

 

 
 
 
 
 

 
 

 Yes No 
Reduce 
unemployment in 
India 
 

Since PES>1 for aluminium 
production due to the increase in 
flexibility in the production process 
(Extract 1), the higher prices due to 
the import tariff will lead to a more than 
proportionate increase in quantity 
supplied of domestic aluminium 
production. 
 
As Indian aluminium producers 
increase their production levels, this 
will lead to an increase in the derived 
demand for labour. Thus, the import 
tariffs will lead to a lower level of 
demand deficient unemployment in 
India.  
 

Import tariffs may lead to higher 
unemployment in other sectors of the 
economy due to higher costs of 
aluminium (as a factor of production). 
 
Import tariffs may lead to retaliation and 
feedback effect on the Indian economy, 
thus worsening unemployment.  

Address/Reduce 
negative externality 

Due to the imposition of import tariffs, 
this will lead to a reduction in the 

Imposition of import tariffs may not 
necessarily lead to a large fall in 

 

p y
economy duue e tot
alalalumumuminini iuiumm (a(ass a a fafacto

ImImmmpopopoportrtrrtrtt ttarifffsfs mmayay llea
feeddbabackck eeffffece tt on th

exibibibibibi ility y y y y y iniinii tttthe ppprorrrrr duuctctctctctc ioioioooionnn nnn prpprproco esssssssss
Extttraaaaaactctctctctc 1), thhhe hhhhhigigigigigigigghhehhhhh r prprprprprpricesesesesees dddue tooo
he immmmmmmpopopopopportrrr  taariff wiwiwiwiwiwiwillllll llllleaaaeaaaad ddd totototototo aaaaaaa mmmmmmmoooro eee thanaanan 
roppppooortionononononono atatataaa e inininninncreaaaaaaasesesesesesese iiinnnnnn quququququuuanananaanaantititititititytytytytytt  
upppppplilililiededeededeeddd ooooooofffff f dododododoomememememem stststststtticiiciciciic aaaaalululuuluulumimimimimininininininiummmmmmm 
roddddducuuctititititionononononononn.... . thhusus wwororsesenininng unem



due to the 
production of 
bauxite, which is a 
factor of production 
for aluminium 

quantity of aluminium imports as 
imported aluminium become less 
price competitive. Ceteris paribus, 
there will be a fall in the derived 
demand for bauxite. 
 
As production of bauxite falls, this 
leads to a lower level of negative 
externalities produced. 

aluminium production in China. China 
may also be exporting aluminium to 
larger markets such as the USA. 
Hence, derived demand for bauxite 
may not fall significantly. 
 
Producers are not forced to internalise 
the external cost to the environment. 
Deadweight loss is still created due to 
the production of bauxite.  
 
 

 
 
Evaluation: 
 
It is more likely that the imposition of the import tariff will address unemployment in India than the negative 
externalities in Vietnam as externalities will only be eliminated if production is reduced to zero (which is unlikely). 
Furthermore, even if import tariffs may be effective in addressing unemployment in India, this may only be the 
case in the short run. In the long run, these import tariffs may be perceived to be protectionist and may invite 
retaliation from other countries, thus worsening unemployment in India. 
 

Mark Scheme 
L2 Balanced and well developed answer on how the issues in both India 

and Vietnam may be addressed. 
4-6 

L1 Brief and under-developed explanation on how the issues in both India 
and Vietnam may be addressed. Issues are not identified correctly.  

1-3 

 
E Evaluative comments are provided on how the issues of negative 

externalities in Vietnam and unemployment in India may be addressed 
by the import tariffs in India.  

1-2 

 
 



 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  

 
 

↓P of subs (online 
shopping)/  

↑ P of comp

↑/↓ in Y Other DD 
determinants 

YED>0  
(normal) 

if Y↓

YED< 0  
(inferior) 

if Y↑

XED > 0 
(sub) 

XED < 0 
(comp)

↓/↑ in 
COP

↓P leads to less 
than 

proportionate ↑ in 
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↑P leads to more 
than 
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Other SS 
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 (government subsidies : Spring Singapore’s 

Capability Development Grant, Increasing prevalence of cheap/free online platforms such 
as Carousell/Qoo10/Lazada)  COP falls  SS increase  Fall in P of goods sold online 
(groceries, clothing) 
 

 
Substitutes (XED>0)  Fall in P of goods sold online  Consumers switch to purchasing 
online  DD for goods and services sold in physical stores (groceries, clothing)  Fall 
in sales revenue of brick and mortar retailers 

 
 fall in income due to 

recession  fall in purchasing power  less demand for imports (tourist 
attractions/shopping in Singapore etc) 
 

 
YED>0/ or YED > 1: fall in demand for normal goods (such as luxury handbags)  fall in 
total revenue of brick and mortar retailers selling such goods 
 
Note: Possible to argue for economic growth in Singapore (increase in income) and link 
to fall in demand for inferior goods (YED < 0) 
 

 (Amazon, Taobao, Rakuten, Entry of 
Amazon prime in the domestic market)  affects tastes and preferences of consumers 

 Consumers switch from local brick and mortar retailers (of less perishable goods such 
as electronics and health supplement) to overseas retailers  Fall in DD  Fall in sales 
revenue  

 
  changes in tastes and preferences  Consumers prefer to 

shop online due to the greater convenience (Apps, fall in data cost)  Switch to 
purchasing from online  Fall in DD  Fall in sales revenue 

 

 
 
 
 
 
 
 

 
 
 
 
 
 
 

So

D1

D0

o

A

Q0Q1

B
A
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   brick and mortar retailers switches to 

online businesses (smaller bakeries moving to pure online presence/ printing companies) 
 fall in size of industry  fall in SS of brick and mortar bakeries  Increase in P 

 
 

PED > 1 (availability of close online substitutes)  consumers can easily switch to 
purchasing from online bakeries  more than proportionate fall in Qd  Fall in sales 
revenue 
 

  increase in COP 
of goods such as luxury handbags  Fall in profits  Fall in SS  P increase  

 
PED > 1  …  more than proportionate fall in Qd  Fall in sales revenue 
 

(govt tightening to 
encourage firms to switch to labour replacement technology)  Fall in supply of labour  
increase in wages  increase in COP  Fall in profits  Fall in SS  P increase  

 
PED > 1  …  more than proportionate fall in Qd  Fall in sales revenue 
 
(Related to previous point) 

increase in productivity < increase in costs of using these technology  
increase in COP  …. 
 

 
PED > 1 (substitutes/large proportion of income)  ……  Fall in sales revenue 

 

 
 
 
 
 
 
 

 
 
 
 

 
 

 
 (supermarkets 

using automation (self checkout counters) to reduce labour cost)  increase in SS  Fall 
in P  
 

S1

DPED>1

A
B

Q0Q1O

So

DDDDDDDPEEPEPEPEPEPEP D>1111111

AAAAAAA
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PED < 1 (groceries are necessities with few substitutes)  less than proportionate 
increase in Qd  Fall in sales revenue 
 

 

 
 
 
 
 
 
 

 . Many traditional 
brick and mortar have also moved onto the online retail space (NTUC, Qoo10, Carousell, 
Lazada). Thus the relationship between them may not only be in terms of competitive 
demand, but may be in terms of joint/competitive supply. These new relationships could 
also explain why sales revenue may have fallen

  For certain goods (food & 
beverage, healthcare), online substitutes are less common/non-existent, thus unlikely to 
be affected by growth of online shopping. For food and beverage (especially restaurants 
in tourist areas), fall in sales revenue most likely to be fall in tourist arrivals  (fall in DD) or 
proliferation of new entrants (increase in supply) 

 Depends on whether preference for online shopping is enduring. 
(For example, a part of the population (esp the elderly) still prefers to physically handle 
the good before purchase)

Knowledge, Application, Understanding and Analysis 
L3 For a well-developed answer that explains how changes in 

demand and supply (with the use of at least 2 elasticity 
concepts) can result in a fall in sales revenue for different 
retailers (at least a combination of 4 DD and SS factors). 
Use of DD/SS diagrams to illustrate fall in sales revenue. 
Good use of examples relevant to Singapore’s context 

15 – 20 

L2 For an underdeveloped answer that explains how changes 
in demand and supply (with the use of elasticity concepts) 
can result in a fall in sales revenue for different retailers (at 
least a combination of 3 DD and SS factors). Use of DD/SS 

9 - 14 
 

S0

DPED<1

A

B

Q0 Q1O

S1

eloooopepepeeeedd d d d dd ananananananaa swswswswsswerereree tttthahahahahahaat ttttttt exexexexexexxplplplplplpp aiaiaiaiaia nsnnnn  howow cchahangnges in 
supply (with the useeeee of at leastt 2 elasticity 

art of the popupppp lation (esp the elderly) still ppref
urccchahahaaahasesesesesese)

ge,e,e,e,ee, AAAAApppppppppppppliiiicacacaacaac ttttitt on,,, UnUnUnUUnUnUndededededededersssstatatatatataandndndndndnddn ing anandddddd AnAnalalysysisis 
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diagrams to illustrate fall in sales revenue. Limited use of 
examples relevant to Singapore’s context 

No diagrams : Max 13m 
L1 For a poor and inaccurate explanation of demand and 

supply factors that could lead to a fall in sales revenue. 
Many conceptual errors 

1 – 8 

Evaluation 
E3 For an answer that arrives at an analytically well-reasoned 

judgement  
4-5 

E2 For an answer that makes some attempt at evaluation, but 
lacks economic rigour 

For example: answer may identify the most important 
without sufficient elaboration 

2-3 

E1 For an unsupported statement that attempts to address the 
question. 

1 
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1. Rational decision making uses the marginalist approach to weigh benefits and costs.  
 

2. Marginal benefits of an economic activity are: 
 marginal utility (consumer) 
 marginal revenue (producer)  
 marginal social benefit (government).  

 
3. Marginal costs of an economic activity are: 

 cost of purchasing one more unit of the good (consumer)  
 marginal cost of production (producer) 
 marginal social cost (government) 

 
4. Economic agents do this to achieve their own objectives which are: 

 maximisation of utility (consumer) 
 maximisation of profits  (producer) 
 maximisation of social welfare (government) 

 
5. These decisions made may or may not lead to intended consequences of efficient and 

equitable allocation of resources which are:  
 Efficient allocation of resources refers to the allocation of resources to produce the 

combination of goods and services most wanted by society (i.e. allocative efficiency) 
 Equity refers to fairness in the distribution of economic welfare usually in terms of equal 

access to essential goods and services, such as education and healthcare services. 
 

 
P1: Rational decision making by 

consumers & producers leads to efficient 
and equitable allocation of resources 

P2: Rational decision making by consumers 
& producers does not lead to efficient and 

equitable allocation of resources 

Rational decision making by both 
consumers and producers leads to efficient 
allocation of resources 
Need to bring in assumptions of a perfectly 
competitive market. 

  Being rational agents, the 
maximum price consumers are willing 
to pay is equal to the marginal utility 
that they derive from consuming an 
additional unit of the good  the higher 
the MU, the higher the price they are 
willing to pay  this signals to 
producers to produce more 
 

  Being rational agents, 
producers would produce a good or 
service as long as the MR they gain 
exceeds the MC incurred  the higher 
the price signals, the higher the MR  
producers increase production 
 

However, rational decision making by 
consumers can also lead to inefficient 
allocation of resources 
 

 Context: car driving 
 

 Private benefits are faster travelling time, 
greater conveniences etc. Private costs 
are cost of owning and using the car, 
interest for car loans etc. 
 

  Being rational agents, 
consumers would maximise their utility 
where MPB = MPC at Qp. 
 

 But, Qp is not optimal because there are 
external costs imposed on third parties 
which the consumer does not take into 
account of. 
External costs are noise and air pollution 
to those living near the major 

greaeateter r coconvnven
arararararare ee eeee cocostst oof f owo n
iniinnininnteeteteteererestt fforor ccar

 B
consumers wo

consumers are willing 
to tttheheheheee mmmmmmmmarararrarginananananaan lllll utilllllllitititittityyyyy yy

e frororooooom mmm m m consnnssn ummmmmmminnnnnnnggggggg ananananannn 
of ttthhheh gggggggooooooooo ddd ttthehehehehehee hhhhhhhigigigigigiggheheheheheheh r rrrr
hererrr tttthehehehhehehe pppppppriririririr ceeecece tttttheheheheeehhh y y y yy ararararararreeeee
 thihihhhih s s sisisisisisisis gngngngngngngng aaalaaaaa s sss tottoto 
oduce more
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 The equilibrium market price (P) and 
quantity (Q) are determined by the 
interaction of demand and supply 
forces. At equilibrium, the quantity 
demanded exactly equals the quantity 
supplied. Consumer surplus (APE) and 
producer surplus (BPE) are also at the 
maximum. 
 

 Should there be an increase in demand, 
there will be an increase in equilibrium 
price which helps to shift more 
resources over and increase production 
 

 Allocative efficiency results 
 

expressways and roads, traffic 
congestion affecting those taking public 
buses 
 

 SMC > SMB  at Qp  society values an 
extra unit of car usage less than what it 
costs to do do so 
 

 To maximise welfare for society, 
consumption should occur where SMC = 
SMB at Qs.  
 

 Rational decision-making by consumers 
has led to over-driving by the amount 
Qp-Qs. This leads to a deadweight loss 
to society’s welfare which is represented 
by the shaded area. 
 

 Allocative inefficiency 
results 

 
 

However, rational decision making by 
producers can also lead to inefficient 
allocation of resources 

 Context: Monopoly or oligopoly firm 
 

  Being rational agents, the 
firm would produce Q1 where MC = MR 
so as to maximise profits and set prices 
at P1. 

 
 But at Q1, P1 > MC  the society values 

additional units of the monopolist’s 
product more than what it costs society 
to produce the additional unit of the good 

 the socially optimal level would be 
according to the output that would have 
been produced under the perfectly 
competitive market (Q2). Since Q1 < Q2, 

Context: Mono

 B
fififififirmrmrmrmmrmm wwououldld ppror d
soso aass toto maxim
atat PP11..
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there is now underproduction of the good 
and hence an under-allocation of 
resources towards the production of this 
good. Society suffers from a deadweight 
loss, represented by the shaded area.   

 
 

 
 Allocative inefficiency 

results 
 
Moreover, rational decision making by 
producers can also lead to inequitable 
allocation of resources 
 

 The large supernormal profits that a 
monopoly firm earns may worsen 
existing income inequity as these are 
made at the expense of consumers, who 
are paying higher prices.  
 

 Furthermore, if the monopoly firm 
practices price discrimination, even more 
consumer surplus would be captured 
away with the entire consumer surplus 
captured under first degree price 
discrimination.  
 

 The high profits enjoyed by owners and 
shareholders of the monopoly firm are at 
the expense of the consumers 
 

 Seen as unfair and 
inequitable by society 
 
 
 

consumerr ssurp
awawawawawayay wwitithh ththe e
cacacacacaacacaccaptptptptptpppp uru edd uunde
dididiscscrir miminanatitioon. 

TThe hhigh profit
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However, rational decision making by both 
consumers and producers leads to 
inefficient allocation of resources 
 

 Context: Public good (street lighting) 
 

 Public goods are non-rivalrous and non-
excludable.  
 

 Non-excludability refers to the situation in 
which consumption or use of a good or 
service cannot be limited to the 
consumers who have paid for it. 
 

  Being rational agents, the 
consumers will find it in their interest to 
conceal their demand and free-ride on 
others who are willing to pay for the 
lights  eventually, everyone wants to 
be a free-rider  no effective demand 
 

 Non-rivalry refers to the situation in 
which consumption or use of a good or 
service by one consumer does not 
exclude another consumer from 
consuming or using it  MC of providing 
street lighting to additional consumers is 
zero  P = MC (= 0) for an allocatively 
efficient outcome   the producers 
should not charge a price  
 

  Being rational agents, the 
producers will not want to do so since 
there is no revenue and profits to be 
earned  no effective supply 
 

 no market exists for public goods and 
hence no allocation of resources to the 
production of them 
 

 Allocative inefficiency 
results 

 
 

However, rational decision making by both 
consumers and producers leads to 
inequitable allocation of resources 
 

  In a free market, middle 
and higher-income consumers will signal 
to the producers via higher prices their 
valuation of high-end consumer durables 

 producers will allocate more 

Al
reresusultltss

HoHoHoHoHoweevever,r rratatioional de
consumers and prod
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resources to producing these goods as 
doing so will likely bring more revenue 
 

 Fewer resources will be allocated to the 
production of basic and essential goods 
demanded by the lower-income level 
consumers because limited by their 
ability to pay, these consumers can only 
afford to pay lower prices  
 

 Seen as unfair and 
inequitable by society 

 
 

P1: Rational decision making by 
government leads to efficient and equitable 

allocation of resources 

P2: Rational decision making by 
government does not lead to efficient and 

equitable allocation of resources 

Rational decision making by government 
leads to efficient allocation of resources 
 

 Any  of the three types of 
government intervention explained 
below 

 
Case of negative externalities 

  A rational government 
would implement a tax equivalent to 
EMC to induce the consumers to drive 
cars less often given the higher MC of 
consumption  the PMC shifts to the 
left to PMCwith tax  the socially efficient 
level of car usage, Qs, will thus be 
achieved.  

 
 Example: ERP 

 
 

 Allocative efficiency results 
 

Rational decision making by government 
leads to inefficient allocation of resources 
 

 Any  of the problems explained below 
 

Information problems 
  Due to possibly 

inaccurate information, the 
government may have over-
calculated the true value of the external 
cost resulting in the imposition of a 
excessively high amount of tax  far 
lower level of consumption than 
considered optimal  even greater 
deadweight loss 
  
 
 
 
 
 
 
 
 
 
 
 
 
 

 Allocative inefficiency 
worsens 
 

Incompetence 
  Despite its best intention, 

the government may lack the expertise, 
experience and technical know-how in 
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Case of public goods 
  A rational government 

would decide to directly provide street 
lighting  because the benefits from 
increasing consumption of the good 
outweigh the costs  directly provides 
the good up to the quantity that it 
deems desirable for the society, Qs  

 
 Allocative efficiency results 

 
Case of market dominance 

 A rational government may regulate 
that the monopoly firm set a price equal 
to its MC of production and compensate 
the monopoly firm for the resulting 
losses  
 

 Allocative efficiency results 
 
Rational decision making by government 
leads to equitable allocation of resources 
 

 Any  of the four types of 
government intervention explained 
below 

 
Direct provision 

  The government may 
directly provide essential services such 
as healthcare services, pre-school 
education so that regardless of income 
level, people have access to them 
 

 Equity improves 
 

Progressive taxation 
  The government may 

implement a progressive tax system 
that takes away a higher percentage of 
the income earned by a high-income 
earner than the income earned of a 
lower-income earner  tax revenue 
collected is then redistributed to lower-
income families through transfer 
payments  narrowing of income gap 
between the rich and poor  
 

 Equity improves  
 
Subsidies 

  The government may 
subsidize certain goods and services 
(usually necessities like education, 
healthcare, basic food items and fuel) to 

providing essential services  wastage 
of resources and ends up overspending  

 
 Allocative inefficiency 

worsens 
 

 
Rational decision making by government 
leads to inequitable allocation of resources 
 
Case of negative externalities 

  When a rational 
government implements a tax equivalent 
to EMC on the consumption of 
cigarettes, the burden of the tax may fall 
more on the low-income smokers 
because the tax takes up a larger 
proportion of their income  tax is 
regressive in nature 
 

 Seen as unfair and 
inequitable by society 
 

Political objectives of government 
  When a rational government 

is pressured by large research companies 
to subsidize R & D activities above the 
appropriate level, this can divert scarce 
resources from other sectors which are 
important for other people.  

 
 Seen as unfair and 

inequitable by society 
 

   
 

innnnnncocccc mememememeemee eeeeearaaaa neeeeeedddddddd of aaaaaaaa 
arrrnenenenenenen r r r r r r tttaaax rrrrrreveveveveveveve enenenenene ueueueueueue 
n rerreeedididididiststststststribubuuteteteteteteteddd tototooooo lowowowowowowerrrrrrr--
s thhhhhhhrororoororoouguggghhh hhh ttrtt ansferererere  
arroroorowiww ngngngngngngngg oooooooofff ff inininnnncococococ mememememee ggggggapapapapaaaap 
h and poor 
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ensure that lower income households 
are able to afford them   
 

 Equity improves 
 
Price controls 

  The government may also 
implement minimum wage to 
redistribute earnings to the low-paid 
workers by specifying the lowest 
remuneration that employers are to 
legally pay their workers. 

 
 Equity improves 

 
 
 
 
 

 Among the economic agents, rational decision making by the government is 
more likely to lead to intended consequences than rational decision making by consumers 
and producers. This is due to the following reasons: 

 Achieving efficient and equitable allocation of resources is all along one of government’s 
objectives. The government is therefore more likely to ensure that this will happen. On the 
other hand, consumers and producers are not concerned about efficiency and equity in the 
first place – they aim to maximize their own self-interests – utility and profits respectively. 
As such, if certain assumptions for free markets do not hold, the decisions made by 
consumers and producers are more likely to run counter to efficiency and equity. 
 

 In decision making, the government considers costs and benefits to the society whereas 
the consumers and producers consider costs and benefits to themselves. This, in itself, 
positions decision-making by the government more in alignment with efficient and equitable 
allocation of resources than decision-making by consumers and producers.  

 
Nevertheless, this could also mean that, if for various reasons, 

government fails to achieve efficient and equitable allocation of resources, the 
consequences may be much more severe. This is because the scale in which government 
operates is many times larger than that of consumers and producers. As such, any adverse 
impact on efficiency and equity would be amplified.  
 

Hence, in situations where the likelihood of government failure is high, 
the government should exercise caution in deciding whether to go ahead with the decision 
or not. 

 
 
 
 
 
 
 
 

and equity would be amplified. 

Heeeeencncncncncncnce,eeeee iiiinnn ssisissss tututututututuaatatataata ioooooonsnsnsnsnsnsns wwwwwwwhehh reeee theheheheheheeeeeeee llllllllikikikikikiikikikkeleleleleeleeleee ihihihihi ooo dd ofof go
uldddd exerererererererciciccisesesesesese cauuuuuuutiitititit ononononononon iiiiinnnnnn dededededededecicicicicicic dddiddddd ngggg wwwhhhhehehhhhh ththerer ttoo gog
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For an answer that uses appropriate analysis to explain the positive  
negative consequences of rational decision making of economic 
agents in terms of efficiency  equity. 
  

15 – 
20 

(18) 

For an answer that uses appropriate analysis to explain of the positive 
 negative consequences of rational decision making of  

economic agents in terms of either efficiency  equity . 
  

9 – 14 
(12) 

For an answer that gives an under-developed explanation of the positive 
 negative consequences of rational decision making of  

economic agents in terms of either efficiency  equity. 
 

1 – 8 
(5) 

  
For an answer that uses appropriate analysis to support an evaluative 
conclusion about the consequences of rational decision making of 
different economic agents.  

4 – 5 

For an answer that makes some attempt at evaluation of the 
consequences of rational decision making of different economic agents. 

2 – 3  

For an answer that gives an unsupported evaluative statement about the 
consequences of rational decision making of different economic agents. 

1 
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- Profits can be expressed as Total Revenue (TR) minus Total Costs (TC). 
- Innovation could be classified broadly as product and process innovation. 

The former focuses on the development of new products or improvement 
on existing products, while the latter focuses on developing more efficient 
production techniques over time, resulting in a fall in their average and 
marginal costs of production. 

 

- Product innovation in the form of developing new products (e.g. Apple 
innovated iPad to be smaller thinner and faster)  makes the product less 
substitutable in mobile tablets sphere  DD for the good will become 
relatively less price elastic  firm can increase prices to increase total 
revenue, and ceteris paribus, profits. 

- As seen in Fig below, by making DD for product less price elastic, firm can 
increase their TR by increasing prices, since Total revenue lost due to the 
decrease in quantity demanded (Area B) is less than total revenue gained 
due to the increase in price (Area A). 

- This is as opposed to having to increase TR by decreasing prices if DD for 
product is price elastic, where such decreases in prices cannot sustain into 
the long run. Therefore, firms product innovate to allow them to increase 
P to increase TR and thus profits, ceteris paribus. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 In addition, the development of such new products may influence 

consumers’ tastes and preferences,  increase in DD for the good.  
 Ceteris paribus, this would lead to an increase in total revenue and also 

an increase in supernormal profits from area P1ABC before, to area P2DEF 
after product innovation, 
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 Through process innovation in the form of streamlining production lines, 
for example, a firm like Apple can reduce unit Costs of Production (CoP).  

 This leads to Average Costs (AC) faced by the firm to fall, and 
correspondingly the Marginal Cost (MC) to fall.  

 At the new profit-maximising output, where Marginal Revenue (MR) = MC2, 
output has now increased from Q1 to Q2, allowing the firm to potentially 
earn greater supernormal profits from area P0ABC before, to area P1DEF 
after process innovation,   

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 

L3 Well – developed explanation on how innovation allows a firm to 
increase profits. Answer makes use of fully-relevant diagrams to 
explain the effects of the above strategies on total revenue/total 
costs/revenue.  

8 – 10 

L2 Underdeveloped explanation on how innovation allows a firm to 
increase profits. 

5 – 7 
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Mostly theoretical explanations, with 
incomplete/inaccurate/inconsistent links towards TR/TC.   

L1 Response only addresses part of the question OR Whole response 
does not link to any economic concepts. Pure listing/regurgitation 
of definitions.  

1 – 4 

 

Contestable markets are those that are served by one or few firms, and 
are kept operating at competitive price and output levels due to the threat 
of potential competition/ potential entry of new firms. To engage in 
innovation, firms must first have incentive and ability to engage in 
innovation. Contestability exists due to ease of entry and exit, no sunk 
costs and access to the same levels of technology.  

A firm’s decision to innovate might be dependent on the contestability of 
the market, especially in the case of dominant firms like monopolies.  
For example, should the degree of contestability of the market be low, a 
monopoly would probably have little incentive to innovate as they are the 
sole producer of the good, and regardless of the costs of production or the 
quality of their product, demand for the good is likely to be still present 
since there is no substitute available in the market, nor is there a threat of 
any substitutes that will potentially be developed. This is in spite of them 
having the ability to innovate, due to the high barriers to entry protecting 
any supernormal profit that they might have earned, into the long run. 
Therefore, the firm is likely to produce at the profit-maximising output 
where MR=MC (at Q0) and charge at P0 as seen in the figure below.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In face of the threat of competition however, the monopolist may therefore 
be motivated to operate more efficiently and closer to the competitive level 
so that potential entrants will be deterred from entering the industry. In this 
case, the firm may be more motivated/incentivised to engage in process 
innovation, such as streamlining their operations so as to reduce their unit 
cost of production. Such a reduction would diagrammatically lead to a fall 
in the MC curve from MC0 to MC1, as seen in the figure above, so that at 
the profit-maximising output, the price can be lower at P1 and quantity can 
be higher at Q1.  

ompetitttttt titititittion hhhhowever, thththhht e monopoolilist mmay there
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In addition, the firm may also engage in product innovation such as 
improving their product or service delivery, such that it would be less 
replicable by potential entrants. This would therefore help in  

However, a firm’s decision to innovate may not necessarily be most 
dependent on the contestability of the market – even without the market 
being contestable, firms may still be incentivised to innovate as long as the 
potential profits reaped outweigh the cost of innovation. For example, if a 
monopoly chooses to product innovate so as to make its product even 
more unique to reduce its PED value, it would then be able to increase 
prices even more in order to increase total revenue, and ceteris paribus, 
its profits. The degree of contestability does not necessarily affect a firm’s 
decision to innovate. 
Furthermore, firms’ decisions to innovate may also be dependent on other 
factors like alternative objectives as well. This could be seen in oligopostic 
market structures, where may be incentivised to innovate so as to increase 
market share. This can be seen from firms like Apple, which continually 
come up with new revisions of its iPhone by adding incremental features 
so as to reduce the substitutability of its smartphones, and in so doing 
hopefully increase the market share in the smartphone market. 

A firm’s decision to innovate may also be dependent on whether the firm 
is even affected by contestability. Markets that tend to already be 
competitive such as perfect competition and monopolistic competition do 
not even face the threat of contestability. Therefore, these firms do not 
depend on contestability to decide whether to innovate.  

Consequently, it also depends on whether the firm has the incentive and 
ability to innovate. This is in turn dependent on the market structure that 
the firm operates in. For example, if the firm in question operates in a 
monopolistic competitive market structure, such as neighbourhood 
confectionary shops, then they probably would have no incentive to 
innovate. This is due to the low barriers to entry, where potential new 
entrants can gain easy access to information about the innovations in 
production processes or innovative tastes of breads, allowing new entrants 
to easily replicate them and thus compete away the potential profits gained 
by the initial firm who innovated. In the long run, the firm would therefore 
make normal profits, thereby rendering them unlikely to have the ability to 
engage in innovation in the first place, since innovation requires significant 
financial resources to see to its fruition. Therefore, even if a firm may or 
may not be subjected to contestability, it has to consider whether they have 
the ability and incentive to innovate before even considering the decision 
to innovate. 
[W] In conclusion, a firm’s decision to innovate probably is definitely not 
most dependent on the degree of contestability it faces – rather, it is likely 

o tttttthehhhh lllllowowowowo  bararaara rirrrrrr ers s sss totototototoo eeeentnnn ryyyy,,, where potentntiaial 
accccccccccccesesesesese s ttto inffnfnfnfnfnfnforoooooo mamamamamammam titititititionoononon abobboob utututuutuututt tttttheheheheheehe iinnnnovovatatioion

innonnovavavavavavaativevee ttttttasasaasaaa tetetetetetees s ss ss ofooooo bbbbbbbbrerererererereaaadaa s,s,s,s,s,s,,, alllllllllllllllloowooowowowowowo ininininiinininng g neneww entr
nddddddd tttthuhuhuhuhuhh s compppppppetetetette eeeeeee awayyyyyy ttttthhhhhehh pppppppotentitialal pprorofifitsts gga
nooooovavvateteeteteteted.d.d.d.d.d.dd. Innnnnn thththhhtheeee lllongngngngngngngg rrrrrrunununununununu ,,,,,, thththththtt e firmrm wwououldld there
reby rendering them unlikely to have the abilit
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that it primarily depends on the ability to innovate in the first place.  This is 
because for firms which do not have the ability to innovate in the first place, 
innovation will not even be a potential decision to consider.  
Likewise, even if monopolies and oligopolies are faced with the threat of 
increased competition, they probably would still not innovate if they are 
making sub-normal or normal profits.  
 
[S] Also, whether or not a firm engages in innovation, regardless of 
contestability, may also depend on whether government provides sufficient 
subsidies/rebates to help firms innovate (to maybe develop potential new 
areas of comparative advantage). If government provides substantial 
incentives for firms, it is likely that firms even in the monopolistic 
competitive structure might be incentivised to innovate as long as the 
marginal benefit of innovation is more than or equals to the marginal cost 
of innovation.  
 
 
 
 

L3 A balanced and well-developed answer on whether the firm’s decision to 
innovate is dependent on contestability, with consistent use of examples 
where appropriate.  

8 – 10 

L2 An under-developed, balanced answer on whether the firm’s decision to 
innovate is dependent on contestability, with inconsistent use of examples.  

5 – 7 

L1 A one-sided answer which merely lists and describes whether the firm’s 
decision to innovate is dependent on contestability 
Many/Serious conceptual errors; mainly irrelevant points that does not 
address the question requirement.  

1 – 4 

E3 For an answer that arrives at an analytically well-reasoned judgement 
about whether a firm’s decision to innovate is most dependent on the 
contestability of the market. Might also question any unstated assumptions 
to arrive at this well-reasoned judgement.   

4 – 5 
 

E2 For an answer that makes some attempt at evaluation, but does not explain 
adequately their judgement or base it in analysis, about their judgement on 
whether a firm’s decision to innovate is most dependent on the 
contestability of the market. 

2 – 3 
 

E1 For an answer that gives an unexplained, unsupported evaluative 
statement on whether a firm’s decision to innovate is most dependent on 
the contestability of the market. 

1 

attttt mmmakakakakakkakkesesesesesess sssssomomomomome eeee atttttttetetetetetetempmpmpmpmpmpmpt attatatatatat eeevaluuata ioonn, bbut doe
j d t b it i l i b t th i j

that arrives at an analytically well reasoned
a fifififf rmmmmmm’s’s’s’s’s’ss ddddddecccccccisisisisisissioiiiiii n   totototototot iiiiinnnnnnovataaa e is mmosost t dedepepen
theee mamamammamaaarkkkkeeet. MiMiMiMiMiMiMiggghgggg t ttt alalalalalaalsososososososs qqquestss ioioooooooonnnnnnnnnnnnnnn anananananananaannany y y y yyy yy ununststatatede  a

wellllll-reaeaeaeaeaaeasososososssonenenenenened juuuuuuudgdgdgdgdgdgdgememememememememenenenenenennt.tt.t.t.t.t.t    
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- Deflation refers to a sustained decrease in the general price level of the economy.  
- Deflation can be due to a persistent fall in AD or due to a persistent increase in SRAS.  
- The persistent fall in AD or persistent rise in SRAS can be due to both domestic causes 

and as well as external causes. 

- Government policies:  
 Continual tightening of the monetary policy that results in a higher interest rate, cost 

of borrowing rises and reduces profitability of firms. This leads to a decrease in 
investment,  

 Rise in taxes such as income tax or corporate tax will decrease disposable income 
and after-tax profits of firms respectively. Consumption and investment will 
decrease. 

 Persistent overvaluation of exchange rate to maintain the value of currency- 
resulting in exports being relatively more expensive and this can result in a fall in 
export revenue. 

 
- Debt deleveraging - After a credit bubble, people may be seeking to pay off debts and have 

to reduce spending, resulting in a fall in consumption. For example, in the on-going fiscal 
debt saga experienced by the Greek economy, the Greek authorities are facing immense 
pressures from the European Union to cut spending and raise taxes and show that they 
are able to service their debt obligations.  

  Decrease in AD and therefore a decrease in the general price level of the economy, 
resulting in deflation. 

- Worldwide recession 
  Fall in household incomes globally. This reduces households’ disposable incomes 

and their purchasing power. As a result, the demand for Singapore’s exports will 
also decrease and lead to a fall in export revenue (ceteris paribus). AD will fall 
significantly as export revenue takes up a large component of Singapore’s AD.  

 Pessimistic outlook, firm expects poor demand and consumer are uncertain about 
future outlook, rather save than consume  Fall in I and C  

 Deflation usually occurs during a deep, prolonged, severe recession, when there is 
sustained fall in demand  

  Decrease in AD and therefore a decrease in the general price level of the economy, 
resulting in deflation 

- Rapid growth in technology. For example, the use of automation (such as 3D printing, 
prefabrication of construction material) has reduced cost of production in many industries. 

 

tlooooookoooo ,,,,,, fiffiffff rmrmrmmmrm expxpxpxpxpxpppectststsstsstss pppppppooooor deeeemand and cononsus m
raaaththththththt eeeeree ssssaaaveeeeeee ththththththht anananannanana ccccccconononononono sussusumeeee FFFFFFFF lalalalalala ll l lllll inin II aandnd CC  
llyyyy occcccccccccururuuruu sss dudududududd ringngngngngngng aaaaaaa dddddddeeeeeeeeeeeeep,p,p,p,ppp,p pppppppprrrorrrrrr looooooooongngnnnngnngngededededede , seseveverere re
n dedededdddemamamamamamaamandndnndndndndn   
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- Government policies. For example, the SkillsFuture initiative by SG govt aims to make it 
simple for workers to gain skills and continually sharpen them through their careers. To do 
so, the Government will invest over $1 billion in total from 2016 to 2020 to fund the 
SkillsFuture credits that can be used for work skills-related training. Singapore Workforce 
Development Agency, will also pay up to 90% of skills upgrading course fees. Such 
programmes will improve the level of skill mastery in Singapore and improve labour 
productivity. 

 Reduces cost of production, and increases SRAS, resulting in a fall in GPL and deflation. 

 
- Persistent fall in the costs of raw materials such as crude oil and raw materials/food. Oil 

prices have fallen from a high of $120 in 2012 to as low as $35 in 2017. Fall in cost of 
production due to lower cost of oil-based inputs, transport and energy brought by lower oil 
prices  

 Reduces cost of production, and increases SRAS, resulting in a fall in GPL and deflation. 
 

For a developed answer that shows a comprehensive understanding of the 
different causes of deflation. Explain the domestic and external factors of 
deflation with good use of AD-AS framework. Good use of examples 

8 – 10 
(9)

For an underdeveloped answer that shows some understanding of the 
different causes of deflation. Explain the domestic and external factors of 
deflation. Some use of AD-AS framework 

5 – 7 
(6)

For an answer that is mostly descriptive, with some inaccuracies. Attempted 
to describe some factors (either domestic or external causes) of deflation.

1 – 4 
(3)

- Balance of payments account (BOP) refers to its record of economic 
transactions between its residents (households, firms and government) 
and foreigners over a period of time usually a year.  

- Two main components: current account balance + capital and financial 
account balance.  

- Deflation refers to a fall in the general price level of the economy 

Introduction 

Deflation  Fall in price of X (gain of export price competitiveness)  
 Assume PEDx>1  more than proportionate increase in quantity 
demanded for Japanese’s exports thus a rise in export revenue. 

 Japanese consumers will switch from more expensive imported 
goods to consume more domestic products  decrease in demand 
for import  import expenditure decreases 

 Current account improves 

 
 
 
Deflation 
improves price 
competitiveness 
of X and 
improves BOP 
position of an 
economy 

ts:s:ss  currreeent aaacccc ountntnttntnnt bala ana cece + capital andnd fin

allll iiiiinnnnnn thththththtthee gegegeeeeenenennennn rararararaarallllll prpppppp icicicicicicicceee eeee leeeeeveeeeeellllllllll ofofoffffffff tttttttttttthehehheheheehehehh eecocononomymy 



      

Anderson Junior College Economics Department  Page 22 

 Ceteris paribus, BOP position improve. 
 

 

Deflation,  persistent fall in prices may affect the investors and consumer 
confidence as consumer delays their purchases,  

 Fall in FDI due to falling demand for goods and services (falling 
profits) 

 Capital account worsens 
 BOP position worsens, ceteris paribus 

 

 
Deflation might 
result in 
consumer 
delaying their 
purchases and 
worsen FDI and 
capital account. 

However, besides deflation, there are other factors that may affect BOP.  
 Global downturn worsen investors’ and consumers’ confidence and 
can affect BOP 

 For example, Singapore was the first East Asian country to go into a 
recession in 2009 due to the global slowdown arising from the US 
Financial Crisis. 

 There was a significant decrease in global demand, resulting in a fall 
in net exports which hit Singapore especially hard, in view of the small 
domestic demand and heavy dependence on exports for growth. 
Thus, in this case, when deflation is caused by the falling income of 
the world economies, BOP position is likely to worsen

POV2: 
Other factors 
such as Global 
downturn affects 
the BOP balance  

However, there are other factors such as high inflation that may affect BOP.  

 A higher inflation rate will also mean that the price of Singapore’s 
exports will fall and become less affordable to foreign consumers.  

 For example, the Singapore government has tightened the foreign 
labour quota in recent years. This has led to upward pressure on 
wages and has increased the costs of production of domestic 
producers, which translates to higher prices of final goods and 
services. 

 This results in a fall in Singapore’s export price competiveness. As 
the demand for her exports is price elastic (due to the large number 
of substitutes available for Singapore’s exports), a loss of price 
competiveness will result in a fall in export revenue. An increase in 
the rate of inflation in Singapore will also affect its import expenditure.  

 As domestic prices increase, Singaporean consumers will switch from 
domestic produced goods to imported goods and this is especially 
pertinent to Singapore since a significant amount of domestic 
produced goods in Singapore has close imported substitutes. The fall 
in export revenue and increase in import expenditure results in a fall 
in net exports, therefore worsening the current account balance. 

 BOP position worsens, ceteris paribus.  

POV2: 
Other factors 
such as Global 
downturn affects   

fallll inininnnn Sinnngagaaaaaapopopopopopopoorerr ’s’’s’s’s’s’s eeeexpxpxxpxpooort prpppp iciccccceeeee cococococompmpetetivivenenes
er eeeeexpxpxpxpxpxpppororoooo tstss iiiiiiis s ss sss prprprprprrricicciciciciice eeeee elelelelellasasasasasasastttitttt c (d(d(d(ddddd(dd(ddueeeeeeeeee tttttttto ooooo ththhttthttthttt ee laargrge nu
aillllllababababbabble ffffor Sinnnnngagagagagaaaaapopopoppoppp re’s eeexportss),), aa llososss oof
ill rrressssessulululuuluullt tt t ttt ininininininin aaa fffffalalala lll innnnnnn eeeeeeexpxpxpxpxpxpxpx ororororororoorttt tttt reveenunue.e. AAnn increa
n in Singapore will also affect its import expend
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 Besides, deflation, there are other factors that affects the balance of 
payment position of a country. A monetary authority of an economy 
could manage the of the country to affect its balance 
of payment position. 

 The extent of the impact of a change in exchange rate depends on 
the Price 
elasticity of demand (Ed) measures the degree of responsiveness of 
quantity demanded of a good to a change in its price, ceteris 
paribus. It is calculated as percentage change in quantity demanded 
divided by percentage change in price.

 Should a government decide to bring about a fall in the external 
value of the currency, through depreciation, it will cause a fall in the 
foreign price of exports and a rise in the domestic price of imports. 
Depreciation, which reduces the foreign price of exports, will result 
in a more than proportionate increase in the quantity demanded of 
exports. Export revenue will increase. On the other hand, 
devaluation will raise the domestic price of imports; if the demand 
for imports is price elastic, it will lead to a more than proportionate 
decrease in the quantity demanded of imports. Import expenditure 
will fall. 

 Hence if both demand for exports and imports are price elastic, 
depreciation has effectively help to improve the balance of 
payments deficit.

 
POV2: Other 
factors such as 
depreciation and 
PED affects the 
balance of 
payment 

  and expenditure on new growth sectors 
can also help to attract long term capital and hence affect the capital 
account and hence BOP positively. 
 

 In recent years, the Singapore government has supported the 
development of the bio-medical science industry as a new export 
industry. Through joint-ventures with the private sector, and generous 
grants, the government has for example, built the Biopolis, a complex 
to house research and development companies in the bio-science 
with the hope that Singapore would be exporting new drugs/solutions 

 
POV2: Other 
factors such as 
good 
infrastructure 
that attracts FDI 
can affect BOP 
position 
positively 

aaaandndnddddnd eeeeeexpxpxpxpxpxppenenenenenenee didididididdid tututututututurererererer  on nenew w grgrowowth se
ttract long term capitttttaaala and hence afff ect the c
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to the rest of the world.  As a result, research and development in 
these areas can result in lower prices and better quality products, 
leading to improvement in export competitiveness (both price and 
non-price competitiveness), hence managing Singapore’s BOP.   

 
 The Biopolis, with its advanced infrastructure, has attracted seven of 
the top ten pharmaceutical companies in the world, such as Pfizer 
and GlaxoSmithKline to have units in Singapore to take advantage of 
the lower opportunity cost in production of pharmaceutical products. 
This has help Singapore to attract long term capital, improving the 
LTK account and hence improving BOP position, ceteris paribus. 

 

 With the trends towards globalisation and with it driven by the 
 that enabling the free movement of 

goods and services, investment capital and labour, across national 
borders.  This  according to the 
principle of comparative advantage has led many governments to 
seek trade opportunities and hence signed more FTAs that helped 
affect the balance of payment position. 
 

 Thus the recognition of the benefit of free trade by governments have 
affects the BOP position.  
 

 
 For e.g. Singapore has concluded multilateral FTAs with many 
countries and also signed the Trans-Pacific Partnership trade 
agreement. All of these trade agreements will help to lower trade 
barriers and free our exports from tariffs, maintaining its price 
competitiveness. In addition, the reduction in trade barrier makes the 
economy more open to competition, giving firms incentive to engage 
in R&D to improve product quality or improve technique of production 
to lower unit cost of production, increasing export price 
competitiveness.  
 

 This will help to increase exports revenue and national income, as 
analysed earlier. As embedded in the agreements is also a clause to 
ensure protection of intellectual property rights, this will also attract 
investments, improving competitiveness of Singapore as an 
investment destination. Thus, the degree of FTA affects the balance 
of payment position. 

POV2: Other 
factors such as 
realising the 
benefit of free 
trade and 
signing of more 
FTAs agreement 
can help to 
improve BOP 
position 

 Deflation affects the balance of payment position but it is not the most 
significant factor. The most significant factor that affects balance of 
payment position in Singapore is government recognition of the 

 
Evaluation: 
Situation: Most 
significance 
factor that 
affects the BOP 
position in 
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ofofffofffo iiintntntntntntntelelelelelelelleleleleleleleectctctctctctctuauauall prprprprprp opopopopppopopererererererrertytytytytytyty rrrrrrigigigigigghhhthhh s, tthihiss wiwillll also a
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For a comprehensive and detailed answer that provides a balanced 
discussion on how deflation and other factors affect the balance of payments 
position in an economy. 

8 – 10 
(9)

For an answer that provides a balanced but undeveloped discussion on how 
deflation and other factors affect the balance of payments position in an 
economy 

5 – 7 
(6)

For an answer that is mostly descriptive, with some inaccuracies and is not 
in context. 

1 – 4 
(3)

 

For an answer that arrives at an analytically well-reasoned judgement on the 
extent to which deflation affects the balance of payments position in an 
economy.  

4 – 5 

For a judgement based on economic analysis and makes some attempt at a 
judgment on the extent to which deflation affects the balance of payments 
position in an economy.  

2 – 3 

For an unexplained judgement, or one that is not supported by economic 
analysis 

1 

benefit of free trade and hence its intervention to create the 
comparative advantage of our country. 
 

 Singapore government has created comparative advantage through 
its policies and hence help to improve our balance of payment 
position. For example, Singapore does not start off with having a 
comparative advantage in pharmaceutical and petrochemical 
industries. However, through incentives and provision of 
infrastructure, the government spearheaded the development of 
these industries. The development of Jurong Island serves as a 
catalyst for the petrochemical industry, drawing investors from other 
countries. 
 

  Another example is the Biopolis, a biomedical science research and 
development (R&D) hub. Biopolis area is the largest infrastructural 
project initiated by the Singapore government; this place is dedicated 
to biomedical R&D activities and has an environment that fosters a 
collaborative culture among the private and public research 
community. Seven of the top ten pharmaceutical companies in the 
world, such as Pfizer and GlaxoSmithKline have units in Singapore. 
This explains why one of Singapore’s top exports is pharmaceutical 
products. This has led to the persistent balance of payment surplus 
position in Singapore and has contributed to the 270 billion 
accumulated foreign reserves currently. 

Singapore is the 
SG government 
active 
intervention to 
create the CA in 
Singapore 
through the 
provision of 
infrastructure to 
attract LTK. 

at aaaaaarrrrrrrrivivivvvveseseseseees aaaaaaat tttt an aaaaaaannanananaananalylylylylylylytitititititicacacacaaaalllllllllllllyyyyyy wwwwewww ll-reaeasosonenedd jujudgd e
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 ( ow it works, dvantages) 

  
 

: Modest and gradual  of S$ effective in achieving  . Alleviates imported cost 
push inflation in SG as domestic price of imports will be lower, lowering cost of imported raw materials.  

: May also adopt  policy stance, i.e. zero appreciation (or in effect, a depreciation) to help 
achieve  during times of recession. Helps to increase 
competitiveness of Singapore’s exports and increase AD, thus RNY. Given that MLC is like to hold as 
PEDx is greater than 1 due to availability of many close substitutes, the BOT and thus  will also 

, ceteris paribus. 

: Since exchange rate policy works through controlling external rather than domestic demand, it is rather 
effective (and ) as 

 whereas consumption and investment expenditure do not contribute as much. 

: Since Singapore is a small economy that lacks natural resources and is 
, the  will be . 

 

: Fiscal policy has been used by Singapore to  in order to ride out 
the crises. For example, in the aftermath of the Asian Financial crisis (1998), the bursting of the tech-
bubble (2001) and SARS (2003), the Singapore government relied on fiscal measures, including tax 
credits, transfer payments and various rebates on housing and utilities, especially for the vulnerable low-
income groups, to help cushion the impact of the shock. These helped to reduce the fall in AD and thus 
RNY, helping to  and also ensured that 

.  
 

: Apart from the  component that largely takes place on the expenditure side, Singapore’s 
fiscal policy also consists of an  component. This largely takes place on the revenue 
side, particularly through the . It helps to reduce the magnitude of the 
economy’s cyclical fluctuations by reducing the rate of economic expansion (and thus price increase), 

 or , helping 
the economy to recover. 
 

: The progressive tax system also helps to achieve  as higher income earners pay 
higher marginal tax rates than lower income earners. The tax revenue which is collected can be 
redistributed as subsidies to make healthcare, education and housing affordable to lower income family, 
thereby . In addition, the Singapore government invests heavily in human capital, for 
example, through Skills Future that helps workers learn new skills and raises the average quality of the 
labour force. This creates productive employment opportunities and hence  when more 
secure jobs.
 

: It should be noted, however, that fiscal policy in Singapore is directed primarily at 
rather than cyclical adjustment or distributing income. It does 

so by having a , for example by channelling 
. This approach has enhanced the of the economy, 

helping Singapore to achieve . 
 

: The combination of  has also 
allowed Singapore to  that have led to inflation and 

than lower income earners. The tax revenue w
mamamakeekekekeke hhhhhhhheaeeaaalthchchchchchcccaaaraaara e, eeeeeeedudududududuucaccacac tttion aaand housisingng aafffforordad b
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a heavy burden of national debt in many other countries. It has allowed Singapore to remain an 
which help to increase our LRAS and AD that promotes 

.  
 

:  has resulted too in  in 
Singapore (such as the increasing use of renewable solar energy), as well as less negative externalities 
(such as air and land pollution) through newer and cleaner production processes. Thus fiscal policy in 
Singapore, via its supply side effects, helps to achieve .
 
 

: Singapore’s supply-side policies are multi-dimensional that aim to improve quantity, quality and 
mobility of factors of production; increase efficiency and remove barriers to competition and trade in 
product markets as well as give incentives and encourage enterprise. Helps to achieve  
and thus as well as . Can also help to 

.  
 
 

: One example is tax incentives/liberalisation and deregulation that are used to encourage foreign direct 
investment and encourage R&D. For example, Singapore has one of the world’s lowest corporate income 
tax rates and also has a National Productivity Fund to provide grants to support both industry-wide and 
enterprise-level productivity initiatives. The increase in FDI leads to increase in AD and multiplied 
increase in RNY, contributing to actual growth. In addition, it increases the productive capacity of the 
economy, increasing LRAS and boosting potential growth. Similarly, the productivity initiatives help to 
lower unit cost of production for firms, increasing SRAS and also adds to the productive capacity, 
increasing LRAS, achieving . 
 

 
 

: Singapore is generally a free port and an open economy, more than 99% of all imports enter the 
country duty-free. Singapore continues to pursue trade liberalisation through greater economic co-
operation and signing free trade agreements in order to maximise the benefits that can be gained from 
globalisation and trade. Signing FTAs mean Singapore-based exporters and investors stand to enjoy a 
myriad of benefits like tariff concessions, preferential access to certain sectors, faster entry into markets 
and Intellectual Property (IP) protection.  FTAs set a framework for our businesses to grow and expand 
globally, which in turn generate more employment opportunities. These help to achieve 

: As Singapore has a small domestic market, the access to foreign markets can lead to a 
 the level of  compared to policies that stimulate 

domestic demand. There can also be a transfer of technology and expertise together with the inflow of 
foreign capital that leads to . 

 

 

 
When the government adopts an appreciating exchange-rate centred monetary policy to combat 
imported inflation, it could face a trade-off between inflation and the Balance of Payments (BOP) position. 
 

g
ccomompapare

an aaaaaaaalslslslslssl oooooo beee aa ttttttrararararararannnsnnnn fefeeeeerrr rrrr ofofofofofoff tttecee hnnnooollogogogogoggogggggggogogyyy y y y y yy yy ananannanananannaa ddddd exexpepertrtisise 
.
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The domestic price of final imports will be lower and the cost of production will also be reduced since 
imported raw materials are now cheaper in domestic currency. This will help lower the general price level 
and reduce imported cost-push inflation.  
 
With an appreciation, foreign price of exports increase, domestic price of imports fall. Assuming PEDx >1 
and PEDm >1, a rise in foreign price of exports will lead to a more than proportionate decrease in quantity 
demanded in exports, and a decrease in domestic price of imports will lead to a more than proportionate 
increase in quantity demanded of imports. This leads to a decrease in exports revenue and an increase 
in import expenditure. Hence net exports (X-M) decreases, leading to a worsening CA, and thus BOP 
position. 
 
Furthermore, appreciation of S$ may  Singapore’s export of  as they 
do not benefit from lower imported input prices as much as manufactured goods and the service sector 
contributes to about 2/3 of Singapore’s national income.  
 

 
As the value of the  in Singapore is relatively due to its high marginal propensity to import 
and high marginal propensity to save among households, the scope for active demand management 
through the exchange rate policy is limited. Even though it can help to increase AD, the magnitude of 
increase of RNY is smaller.  
 

Potential growth of an economy is ultimately still determined by supply-side factors such as technological 
progress, capital accumulation, and the size and quality of the labour force. Unlike supply-side policies, 

 these . It can only do so indirectly 
by providing a sound and stable macroeconomic environment with a stable currency that boosts business 
confidence and ensures the smooth and efficient functioning of the economy, thereby sustaining its 
growth. 
 
 

 
Using expansionary fiscal policy to achieve growth may lead to demand-pull inflation when the economy 
is near to full-employment output. This is especially so when the increase in AD is not matched by an 
increase in SRAS/LRAS. 
 

 
Following from the above, if demand-pull inflation results, it will lead to exports becoming less price-
competitive. This might lead to a fall in export revenue.  
 
In addition, as national income increases with economic growth, there will be an increase in import 
expenditure due to greater purchasing power. The extent to which imports will increase depends on 
marginal propensity to import (MPM). If import expenditure (M) grows faster than export revenue (X), the 
trade position and hence balance of payments position worsens, ceteris paribus.  
 

 
As explained earlier, Singapore uses fiscal policy with strong supply-side orientation to restructure the 
economy and achieve growth. However, grants to encourage the growth of certain industries may lead 
to employment in sunrise industries but employment in other sunset industries may contract. People who 
are made redundant are not able to take up the jobs in other parts of the economy immediately due to 
mismatch between the skills of the unemployed and the skills required for the jobs available. This conflict 

p , p
 tooooo a fafafafafafaallllllllll iiiin nnnnn exxxxxxxpopopopoopoport rrrrrreveveveveveveve enenenenenee ueuueue.  

ommmmmeee e inininnininncrcccc eaeaaaasesesesesesesesss wiwiwiwiwiww thththththhthh eeeeecococococococonononononooommimimmim ccc ccccccc grgrgrgrgrrrrowowowowooooo thhthhththt , ththerere e will
puruuruururu chchccchcchasini ggg poppppppp weweweweweewer.rrrrrrr TTTTTTThehehehehe e txtxtxttxttent to wwhihichch iimpmpororts

rt (M(M(M(( PMPMPMPMPMPMPMM).).).).).).). Ifff ffff imimimiimi popopooop rtttrtrtt eeeeeexpxpxpxpxpxxpxpenenenenennnendidididididid tututututututt rerre (M)M) ggrrowsws ffasa ter th
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is exacerbated by the speed in which production processes are modified due to developments in 
technology. 
 

 
Similar to the exchange rate policy, the in Singapore is relatively  due to high 
leakages. The small multiplier thus constraints the scope for active demand management through fiscal 
policy 
 

Singapore is highly trade-dependent with C, I and G forming a relatively smaller proportion of AD. Thus, 
fiscal policy has a smaller impact on the economy. 
 
 

 
Supply-side policies require long-term structural changes to be made to increase AS in the economy. 
They have little relevance from the point of view of short-term economic management. For example, 
when AD is very low (e.g. during a major recession), an increase in the capacity of the economy is of no 
help unless there is a corresponding increase in AD. 
 

If supply-side policies are education related, there could be difficulty in changing people’s attitudes and 
mindsets, particularly towards retraining or switching jobs. Workers may be unwilling to switch 
occupations mid-career or attend training/retraining programmes. 

Manpower planning is difficult given the difficulty to accurately predict the economy’s needs in the future. 
Given the rate of technological advancement, the economic structure of the country could change more 
rapidly or dramatically than the government can imagine. 

 

 
Structural changes might occur in the economy due to economic co-operation and signing of FTAs, as 
different countries consolidate and focus on their competitive industries. Domestic firms existing in a 
relatively less competitive industry may find it difficult to compete with foreign firms and have to leave 
the industry. The retrenched workers from these firms might not be able to enter the new industries as 
they lack the necessary skills required in the new industries, leading to .  
 

The relocation and offshoring of production process in many developed countries leads to an increase in 
demand for skilled workers and a fall in demand for lower skilled workers. This results in an increase in 
wages for those with relevant skills while low or even no income for those who are displaced. There will 
be a widening income and wealth gap. 

nduuuustryyyyyy mmmmayaaaaa  finiinnd it ddddddififififfiffiffff cuuultl  tooo coccc mpete with ffororeig
d wwwororororororkekekekkk rsss fffrooooooommmmmmmm tthttttt eseseseseseee e eee e e fifififff rmrrmrmrms mmmim ggghhhhhhttttt nononononottttt bebe aablblee toto e
s reqeqeqqequiuiuiuiuiirererr d inininininnn tttheeheehee nnnnnneweeeee iiiiiiindndndndndndnduuusuu trrrrrrrieeeeeeeeees, lllllllleaeeeeaeaeaee ddiddidididdiiidingng to o 
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According to Tinbergen’s rule which states that for every policy target, there must be at least one policy 
tool, Singapore will need to implement a range of policies to sustain a successful economy. Specifically, 
to achieve all of its macroeconomic objectives, there is a need for several alternative policies to be 
implemented simultaneously given the conflicts or limitations faced by the government for each policy. A 
careful adoption of alternative policies help to complement one another and reduce the conflicts or 
limitations faced. 
 
For Singapore, the exchange rate policy complements the supply-side oriented fiscal policy very well in 
achieving inclusive growth, low inflation, low unemployment as well as a favourable balance of payments. 
One without the other would seriously limit the effectiveness of the policies. Given Singapore’s need to 
remain competitive globally, supply-side oriented fiscal policy is still considered the key policy 
responsible for achieving many of its macroeconomic objectives, with the exchange rate policy playing 
a complementary role. With its ethos of fiscal rectitude, the MAS has been able to focus on its primary 
goal of ensuring price stability and preserving confidence in the domestic currency through the 
appropriate management of the S$ exchange rate, without needing to balance this against the 
requirements of deficit financing. This has allowed Singapore to ensure low inflation for sustained 
economic growth and low unemployment over the medium term.
 
Nevertheless, careful calibration and balance between the policies going forward are even more 
important as global growth slows and there is an increasing protectionist stance in the world. A greater 
emphasis on supply-side policies may be needed since increasing productivity and encouraging 
innovation are two vital elements to helping Singapore achieve its macroeconomic objectives in the long-
term. 
 
 
  

For an answer that uses appropriate analysis to discuss a range of policies and 
their effectiveness in achieving all the government’s macroeconomic objectives. 
Discusses H & L in the context of Singapore for at least 3 policies (must include 
exchange rate and supply side policies) and considers all 4 macro objectives. 
 

15 – 
20 

(18) 

For an answer that gives a descriptive discussion of policies and their 
effectiveness in achieving some of the government’s macroeconomic objectives. 
Discusses H & L in the context of Singapore for at least 2 policies (exchange rate 
and supply side) and considers at least 3 macro objectives. 
 

9 – 14 
(12) 

For an answer that shows knowledge of 1 or 2 policies to achieve some of the 
government’s macroeconomic objectives or one- sided. 

1 – 8 
(5) 

  
For an answer that uses appropriate analysis to support an evaluative conclusion 
about the effectiveness of alternative policies implemented by the Singapore 
government to achieve its macroeconomic objectives.  

4 – 5 

For an answer that makes some attempt at evaluation of the effectiveness of 
alternative policies implemented by the Singapore government to achieve its 
macroeconomic objectives. 

2 – 3  

For an answer that gives an unsupported evaluative statement about the 
effectiveness of alternative policies implemented by the Singapore government to 
achieve its macroeconomic objectives. 

1 thhhhhatatatat gggggggivivvvvvviveseseseeeee aaaaaannnnnn ununununununsususususususus pppppppppppppororororororo tetetetetettedddddddd evalaluauativeve sstatem
alttttternatitititititive pollllicieii s imiiii plplplplpllementtted byby tthee SSiingapore

chieve its macroecooooooononononononoomic objejjj ctives.  
thatatatt mmmmmmakesee sssssssomomomomomomomo e aatatataatteeeeeempmmpmmpt att eeevavaluluatatioionn ofof thehe e
iesss iiiiiimpmpmpmpmpmpmm leemememeeeeentnntntntnn ededededededed bbbbby y thththththhththeee ee Singngngngnggnggggapapppppppppororororoororooroororeeeeeeeee gogogogoggggg vvernrnmem nt
obbbbbjejejejectctcttctttiviviviviviveseseseses.
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Countries can mutually benefit from free trade, including those countries that are the most 
efficient at producing all products which can be explained by the theory of comparative 
advantage (CA). The theory states that even where one country has absolute advantage over 
another in both industries, , if each 
country has a comparative cost advantage. Comparative cost relates to the opportunity costs of 
producing the commodities. 
 
A country is said to have a comparative advantage over another in the production of a commodity 
if it incurs a lower opportunity cost in producing the good or service. The cost of producing goods 
can be measured as an opportunity cost of not being able to produce alternative goods with the 
resources that are used up.  
 
The theory assumes that there are two countries, two commodities and they have the same 
resource endowment and divide their resources equally between the 2 goods. 

Table 1: Production pattern before specialisation 
 

 

100 50 
5 10 
105 60 

 
For example, USA has absolute advantage over Singapore in the production of both R&D 
products and pharmaceutical products, but the margin of advantage differs in the two products. 
USA can produce 20 times more R&D products than Singapore using the same amount of 
resources, but only 5 times more for pharmaceutical products. USA is said to have comparative 
advantage in the production of R&D products and a comparative disadvantage in the production 
of pharmaceutical products and this can be illustrated by table 2. 

 
 

Table 2: The opportunity cost of producing 
 

 

0.5 
Pharmaceutical 
products 

2 R&D products 

2 Pharmaceutical 
products 

0.5 R&D products 

 
The sacrifice of pharmaceutical products production in producing one unit of R&D products is 
much lower in USA than it is in Singapore. On the other hand, the loss of R&D products 
production in the production of pharmaceutical products is lower in Singapore than in USA. Thus, 
USA has lower opportunity cost in the production of R&D products while Singapore has lower 
opportunity cost in the production of pharmaceutical products. This means USA has a 
comparative advantage in R&D products production while Singapore has a comparative 
advantage in pharmaceutical products production.  

 

0.0.0.00 5 
PhPhPhPhPhPharaarara mmmacecceeututuuuuu icicalalal 
prprrprrododododododooduuucuu tssssss 

2 R&R&D 

2222222 PPPPhPPP araarararara mmmmammm ceuticicalal 
prprpprprpprprodododododododducucucucuuccuctstststststs 

0.0.55 RR&D
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Assuming that USA decides to transfer 1/10 of her resources from pharmaceutical products 
production to R&D products production and that factors of production are perfectly mobile and 
costs remain constant, the production with specialisation pattern will be as shown in Table 3. 
 

 

110 45 

0 20 

110 65 
 
Table 3 shows that world output for both goods have now increased and both countries will 

now consider to trade, provided that there is a favourable terms of trade. Since USA will not pay 
more than 2 R&D products for 1 pharmaceutical products from Singapore (as it only takes USA 
2 R&D products to produce 1 pharmaceutical product herself) and Singapore will not exchange 
1 pharmaceutical products for anything less than 0.5 R&D products (as 0.5 R&D is what 
Singapore has given up for every unit of pharmaceutical products that she produces), 0.5 R&D 
products represents the lowest international price of pharmaceutical products while 2 R&D 
products represents the highest international price of pharmaceutical products (i.e. 0.5 R&D ≤ 
1P ≤ 2 R&D). Conversely, the terms of trade for USA’s export of R&D products must lie between 
0.5 pharmaceutical products and 2 pharmaceutical products (i.e. 0.5P ≤ 1R&D ≤ 2P).  
 
The actual ratio at which goods are traded will depend on factors such as the price elasticity 
demand of each country’s imports and exports. Assuming that the terms of trade for this example 
settles at 1 R&D product = 1 Pharmaceutical product and the countries trade 7 R&D products 
for 7 pharmaceutical products, the consumption level after trade will be as shown in Table 4. 
 

Table 4: Consumption after trade 
 
 
 
 
 

, assuming that there are no barriers to trade and no transport 
costs, USA gains 3 units of R&D products and 2 units of pharmaceutical products while 
Singapore gains 2 units of R&D products and 3 units of pharmaceutical products after 
specialisation and trade. Both countries consume a higher level of total output and world output 
increases as well.  
 
In conclusion, the theory of CA explains that countries can mutually benefit from specialization 
and trade in terms of , based on a favourable terms of trade, which further 

 of these countries. Moreover, these countries can benefit from 
, especially those goods which they do not produce themselves, 

Table 3: Production pattern with specialisation 
 

 

 

103 52 
7 13 
110 65 
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prior to trade. In actual fact, countries can benefit much more due to the dynamic benefits from 
specialization and trade from economies of scale and competition.  
 

L3 For an answer that gives a detailed and analytic explanation of specialisation 
and trade gained through explanation of comparative advantage and 
appropriate terms of trade. 

8 – 10
(9)

L2 For an answer that describes the reasons why countries benefit from free 
trade or a response that only refers to specialisation or only refers to trade. 
 

5 – 7 
(6)

L1 For an answer that shows unexplained knowledge of the benefits from free 
trade. 

 

1 – 4 
(3)

 

  ↑ scope for 
specialization and trade according to Theory 
of CA  ↑ world output and consumption  
↑ variety of goods and services  

  ↑ scope for trade 
 ↑ X > ↑ M  ↑ AD  ↑  RNY by multiplied 

amount  achieve  
 
↑ RNO  demand for labour ↑ since demand 
for labour is derived from the demand of final 
goods and services  
 
↑ RNO  ↑ production  ↑ scope to reap 
EOS (especially for small countries like 
Singapore with small domestic markets  
increased market size through increased 
openness and trade allows them to increase 
their scale of production)  achieve 

 

  allow for 
offshoring to occur  differences in the 
demand for high-skilled workers and 
low-skilled workers  differences in the 
wages of these 2 groups of workers  
income gap ↑  worsen across 
countries 
 

  ↑ 
vulnerability to external shock (i.e. open 
economies such as Singapore was one 
of the first to be hit during the global 
financial crisis in 2009)  ↓ X  ↓ AD 

 ↓ RNY by a multiplied amount  

↓ RNO  demand for labour ↓ since 
demand for labour is derived from the 
demand of final goods and services  

↓ X-M (extend from the point above)  
worsen current account and hence 

  susceptible 
to rising costs of imported raw material 

mall countries like 
domomommmeseseseseesstttitt ccc maaaaaaaarkrkrkrkrkkrketsss ssss

e thhhrorororororor uguguguuguuu hhh ininnnnncrcrcrcrcrcc eaeaeaeaeaeaeaseseseseedddddddd
llowowowows ththththththemememmmme to innnnnncrcrcrcrcrrcreaeaeaeaeaeaeaasssessss  
on)n)n))) aaaaaachchchchcchcchieeeieieeveveveveveve 

↓↓↓↓↓↓ RNRNRNRNRNNRNNNNNNNNNNO O OOOOOOOOOO ddememanand f
dedddeddd maaaa dndndnd fforor llababouour i
dedeedededeedemaandnd of f fifinanal goo
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 COP ↑  SRAS ↓  worsen 
 

  allows for inflow of FDI 
 improve long term capital flow and hence 

capital and financial account, thus improving 
 

 
Inflow of FDI could bring about technological 
transfer which improves the quantity and 
quality of FOP. LRAS ↑  productivity 
capacity ↑  achieve  
 
↑ productivity could have a knock-on effect 
on SRAS  COP ↓  SRAS ↑  coupled 
with the ↑ AD, SRAS and LRAS  achieve 

 

  allows for inflow 
of FDI who may bring technological 
transfer  if the local workers do not 
have the skills required to operate such 
technology  mismatch of skills  

 
  If FDI are 

footloose and withdraw capital in times 
of negative outlook  worsen long term 
capital flow and capital and financial 
account  

  inflow of foreign talents 
and/or workers  improve the quality and 
quantity of FOP (especially desirable for 
Singapore that faces a declining birth rate 
and an ageing population  thus ensuring 
increase in the pool of productive labour)  
LRAS ↑  productivity capacity ↑  achieve 

 
 
↑ productivity could have a knock-on effect 
on SRAS  COP ↓  SRAS ↑  coupled 
with the ↑ AD, SRAS and LRAS  achieve 

 

  allows for ↑ 
demand for cheaper foreign labour  
displace more expensive local workers 

 ↑ unemployment of local workers 
 

  skilled workers 
leave countries in search of better 
wages  brain drain in home country 

 ↓  quality and quantity of FOP  
LRAS ↓   productivity capacity ↓   
worsen 

Brain drain could lead to concentration 
of low value-added production in 
certain countries  worsen  
across countries 
 

  firms are more likely to 
conduct R&D which may bring about 
technology advancement  improve the 
production process  LRAS ↑  productivity 
capacity ↑  achieve  

  countries may speed 
up process of structural changes in 
search of new CA  workers without 
the relevant skills will not be employed 
due to mismatch of skills  

p
LLLLLRARARARARAAS SSSS S S ↑↑↑↑ ppppppprorrrrrr duuuuuuuctctctctctctctivivivivivivittttyyy ththhhthhhe relevavantnt sskikilllls s w

dudduud e e e ee ee totototottttttt mmmmmmmmisisisisismamatctchh of
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 Depends on the various policies implemented to address the costs of 
globalization  For example: Singapore has implemented policies such as the 
foreign worker quota to restrict the inflow of foreign labour and Skillsfuture to 
improve the skills of workers to keep them relevant in the changing economy  

 
 Depends on the nature of economy  For example Singapore being small and 

lack natural resources  cannot turn to small domestic market for growth  
have to open her market to the rest of the world to reap the benefits of 
globalization   

L3 For a balanced answer that uses appropriate analysis and 
framework to discuss if globalisation is often but not always 
desirable, with good usages of examples

8 – 10 
(9)

L2 For a balanced answer that gives a descriptive discussion if 
globalisation is often but not always desirable, with limited usages 
of examples

5 – 7 
(6)

L1 For an answer that shows superficial discussion if globalisation is 
often but not always desirable 

1 – 4 
(3)

 
E3 For an answer that arrives at an analytically well-reasoned 

judgement about whether globalisation is desirable
4 – 5 

E2 For an answer that makes some attempt at a judgement about 
whether globalisation is desirable

2 – 3 

E1 For an answer that gives an unsupported statement about whether 
globalisation is desirable 

1 




	Anderson Junior College



