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Questions
(a) Compare the change in visitors' arrivals from Asia with those from China over the period 2002-2007. [2]

(b) In Extract 2, Singapore Tourism Board announced that "Revenue Per Available Room (Rev par) grew by 13.1% to reach S$205 for June 2008".
Using a demand and supply diagram, explain the rise in Revpar. [4]

(c) Explain the rationale for government intervention in the gambling industry. [6]

(d) Evaluate the effectiveness of the measures implemented by the Singapore government to solve the market failure in the gambling industry. [8]

(e) Identify the present challenges in Singapore's tourism industry and assess to what extent Singapore's upcoming  integrated  resorts is effective in dealing with these challenges. [10]
[Total: 30 marks]






















Suggested Answers

(a) Compare the change in visitors' arrivals from Asia with those from China over the period 2002-2007. [2]

 The percentage change over the previous year for visitors’ arrival from Asia and those from China over the period 2002-2007 followed similar changes in the pattern but it can be observed that the percentage of over for China fluctuated more volatile than for Asia.

(b) In Extract 2, Singapore Tourism Board announced that "Revenue Per Available Room (Revpar) grew by 13.1% to reach S$205 for June 2008".
Using a demand and supply diagram, explain the rise in Revpar. [4]

Change in the Revpar would mean that the average revenue or price of a typical hotel in the industry has increased which is derived by the total revenue attained divided by the number of occupants.  When the Revpar has increased or the price has risen despite the fall in number of visitors over 2007,it would mean that the supply of hotel accommodation has decreased as result of higher cost of production whereby the supply rooms can be supplied at a higher price level. As the reduction is supply is greater than the fall in demand, the price will still rise despite the fall in the number of tourist. 










As seen from the diagram, the fall in supply that will induce a rise in the price which is sharp as the demand in price-inelastic, given the fact that the tourist would have a high degree of necessity of demand for hotel accommodation when they visit Singapore.
  



c) Explain the rationale for government intervention in the gambling industry. [6]

Government needs to intervene into the gambling industry as it will create deadweight-loss which will undermine the welfare of the society when there is over consumption and production in the industry as this is a demerit good which creates external cost.

Without the consideration of the external cost, the industry will attain market equilibrium level where the private cost (PMC) represented by the cost of production of the gambling services will intersect with the private benefit (PMB) of the society will be represented by the utility of satisfaction and revenue of the consumers or national income produced by the gambling industry at the level of quantity. However, with the consideration of the external cost which is the cost that arises from the social problems in the gambling industry that will affect the society, it will mean that the efficient level of production or consumption should be at the level where the PMB is equal to the SMC which will include the private and external cost. Without government intervention, there will dead weight loss incurred at the market equilibrium level of production as the society will need to pay for the cost of social problems such as high crime rates that may occur because of the gambling problems














As seen from the diagram, the current market equilibrium without government intervention is at Qm where MPC intersects the MPB. The presence of external cost will lead to the pivotal shift of the PMC to SMC as there is incurrence of MEC which means that there is over production as the social equilibrium level of output at Qs is above the market equilibrium level of output at Qm. Thus, at the market equilibrium of output, deadweight loss is seen between Qm an Qs, represented by the shaded portion will arise if there is no government intervention.




(d) Evaluate the effectiveness of the measures implemented by the Singapore government to solve the market failure in the gambling industry. [8]

In this industry, the government can adopt rules and regulation, public education and tax regulation to regulate the gambling industry and these measures will be attempt to adjust the consumption and production level to the social optimal level where the PMB is equal to SMC.

Through public education and counselling, the government will attempt to discourage the consumers from excessively consuming the services. The public education will be focusing on inculcating the right attitude in seeing it as a form leisure that we shall not indulge. However, such a measure is not effective when the consumers are very compulsive gamblers whose mindsets are hard too changed. The nature of promotion will also determine the success as the coverage may not be extensive enough to help the individuals who have not been targeted by the promotion. Furthermore, the industry may not want to be regulated as it will interfere with their development as seen in how the RWS has dropped the counselling services by social group.

In addition to this, membership levy of $100 will act like a tax imposition that will raise the cost of consumption which will raise the price of the services and thus, lower the quantity of demanded to the social optimal level at Qs. This will then lower down the external cost and eradicate DWL.

Through this measure, the government is able to discourage consumption to the social optimal level as it affects the consumer’s cost of services since the consumers will have to internalize the external cost. Furthermore, the government will also be able to attain a new source of government expenditure which can be used for other aspects of development. Nonetheless, the demand for this gambling service may be price inelastic due to the high degree of necessity of demand and the unwillingness to substitute other forms of leisure and thus, the reduction in quantity will be not able to reach the social equilibrium level and the level of DWL will still exist. The imposition of the local citizens and residents will undermine the rights of the consumers and reduce the market demand which will threaten the profitability of the industry. 

As for the use of regulation, the government can create exclusion list to forbid those who are compulsive gamblers and high risk individuals from patronizing the casino so as prevent the rise of social and family problems. However, in thisapproach, it may create infringements of the rights of the consumers in a democratic society. The government can also prevent the excessive use of advertisements in a targeted approach to forbid the operators to conduct targeted advertising to encourage gambling but such a measure will be too restrictive for the operators. It is also impose such a measure as the content and approach of advertising is debatable.
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The potential gains from allowing casino gambling can be grouped into three areas. First,
for those individuals who gamble in moderation and receive enjoyment from the overall
entertainment experience, the gain in utility arising from the presence of an additional
recreational facility is a benefit. However, this aspect of the social gain is typically
discounted in the overall calculation of the social cost and benefits. A second level of
economic gains is the creation of jobs, stimulation of investment and tourism
development, as well as potential for urban or waterfront redevelopment. Finally, for
‘many governments, a third benefit from the legalisation of casino gambling is the
creation of an additional source of revenue to the public sector. |

Evidence from economic impact studies conducted in other countries such as Australia
and United States suggests that tourist numbers and spending do increase with the
development of casino-resort. In Singapore’'s case, proponents argue that having a
casino might increase the average length of stay of tourists, entice them for repeat visits
as well as attract a new group of high-rolling tourists to Singapore. In light of plans by
Macau and South Korea to liberialise the gaming sector further, there are concerns that
Singapore would see further erosion in tourist arrivals and lose out if the integrated
resort-casino is not developed. - |

‘A substantial amount of tax revenue is generated from casino-gambling activities. The
total amount of gambling duties collected by the Inland Revenue Authority of Singapore
(IRAS) in the fiscal year 2003-2004 amounted to $1.524 billion, or 9.22% of the total tax
revenue. |

Source: Winston Koh, Institute of Policy Studies, 17 November 2004

Extract 4: Government Measures to Tackle Gambling Problem

As part of the national framework to address problem gambling, a National Council on
Gambling will be set up in the second half of this year which includes public education
on problem gambling and working with the community to reach out to those who need
help. In addition to the national framework which will apply to all forms of gambling,
stringent social safeguards for casinos will be put in place. A levy of $100 per day or
$2,000 a year for membership will be imposed on all citizens and permanent residents.
The entry levies collected will be channeled to the Singapore Totalisator Board for
charitable and worthy causes. | |

The following provisions have been put in place to exclude local residents from casino
premises. Spouses and family members will be empowered to exclude persons with
gambling problems. Persons on publicly funded social assistance programmes,
bankrupts and those with poor credit record will be excluded from the casino.

The casino operator will not be allowed to accept credit cards and post-dated cheques
from local residents and will also not be permitted to extend credit to local residents. All
forms of advertising of the casino in the local mass media will be prohibited. MCYS will
work with the Ministry of Home Affairs, which will set up the casino regulatory agency, to
ensure the strict enforcement of all the safeguards.

Source: Singapore Government: Ministry of Community Development, Youth and Sports
(MCYS) Webpage, 18 April 2005
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The Tourism Industry
Extract 1: Emerging economies are transforming the travel industry

The rise of emerging economies marks the third revolution the travel industry has
undergone in the past 50 years. The first came in the 1960s, in the shape of cheap air
travel and package tours. Rising incomes enabled people of modest means to travel
more, to farther-flung parts of the globe, and to take advantage of “all-in” offers that may
have included sightseeing trips, scuba diving or camel rides. The second was the advent
of the internet, which has allowed millions to book flights, hotels, hire cars and package
tours without going near a high-street travel agent.

Now fast-growing emerging economies—not just Dubai but also the BRICs (Brazil,
Russia, India and China) and others, such as South Korea and Vietham—are changing
the world of travel once again, either as destinations or as sources of newly affluent
travellers. According to McKinsey, a consulting firm, by the middle of the next decade,
almost a billion people will see their annual household incomes rise beyond $5,000—
roughly the threshold for spending money on discretionary goods and services rather
than simple necessities. Consumers' spending power in emerging economies will rise
from $4 trillion in 2006 to more than $9 frillion—nearly the spending power of Western
Europe today.

For the next year or two, the travel industry is likely to find its long-standing customers in
rich Western countries a less than reliable source of growth. As American families plan
their holidays, many will be worrying about the frailty of their country's economy, the
rising cost of petrol and—for those venturing outside the United States—the weakness
of the dollar. Some European travellers, by contrast, will at least have the benefit of a
strong Euro. Even so, Europeans are likely to feel the slowdown of the economy and the
impact of the high price of oil. |

What might stop tourism's latest revolution? Political violence is one possibility.
Developed countries are no strangers to terrorism, but the . dangers in emerging
‘economies are greater. Another possible obstacle is the growing concern, especially in
Western countries, with the environment. The industry, which contributes 5-6% of all
carbon emissions, seems worried. Green strategies are multiplying.

~ Source: The Economist, 15th May 2008

Extract 2: Singapore’s Tourism Sector Performance

In June 2008, visitor arrivals to Singapore were at 816,000, representing a decline of
4.1% compared to June 2007. Indonesia (153,000), India (83,000), Australia (74,000), P
R China (70,000) and Malaysia (53,000) were Singapore’s top five visitor-generating
markets. These markets accounted for 53% of total visitor arrivals for the month.
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10 out of the top 15 markets experienced a dip in visitor arrivals in June 2008 compared
to June 2007. The likely factors for this decline in visitor arrivals include the global
economic slowdown, as well as rising inflation and oil prices, which in turn may have
impacted consumers’ discretionary spending.

Singapore gazetted hotels were estimated to reap S$177 million in room revenue,
representing a growth of 7.5% versus June 2007. The Average Room Rate (ARR) in
June 2008 was estimated to be S$251, representing an increase of 20.1% over June
2007. The Average Occupancy Rate (AOR) for hotels was estimated to reach 82% in
June 2008, posting a 5.0 percentage point decrease over June 2007. Revenue per
Available Room (Revpar) grew by 13.1% to reach S$205 for June 2008.

Source: Singapore Tourism Board Monthly Fact Sheet, 2008

Figure 1: Visitors’ arrivals from Asia and China
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Source: Singapore Tourism Board, 2007

Extract 3: An Integrated Resort-Casino for Singapore

Gaming revenues for East Asia are expected to reach US$23 billion by 2010. Singapore
is not the only country in Asia that is eyeing a slice of the gaming industry. Macau has
already ended the local monopoly on the casino industry, and has issued new licenses
in 2002. Besides Macau, South Korea, the Philippines and Vietnam have also
announced plans to expand existing operations while Japan, Taiwan and Thailand have
also contemplated legalising casinos.
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