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JC Economics Tuition 2021

Essay Q1 - Unemployment

a)
 Analyze the causes of unemployment in Singapore in recent years. [12]

b) 
To what extent is the use of fiscal policy an effective solution to the problem of unemployment in Singapore in recent years? (13)
Introduction

Definition of unemployment

State that the nature of unemployment is quite high and the recent systemic changes in the global environment have strong impact on the unemployment condition

Main body

a) Economic shocks – systemic factors such as Asian Currency crisis, September 11 and SARS will affect the economy extensively, contributing to falling demand for our products and disruption of production and distribution structure. These incidents will prompt local and foreign enterprises to adjust their ‘organization structures’ leading to the retrenchment.

b) Demand deficient unemployment will arise as falling export demand will affect most of the export-oriented industries. The fall in demand is the result of the fall in export demand which is caused by regional or global economic downturns. This will lead to a fall in the production which means less labour is needed, contributing to excess labour supply condition. Since wage rate is sticky downward, unemployment will occur under the condition where the labour market is unable to attain market equilibrium which is the feature of disequilibrium unemployment due to demand deficient As Singapore is highly dependent on external market for growth, the impact has considerable consequences on the employment rate.

c) The fall in demand will lead to the enterprises to make adjustment to increase their competitive edge, giving rise to outsourcing and cost-cutting exercises which lead to retrenchment. These cost saving measures to raise the firms’ competitiveness are making it tougher for the older workers to sustain their employment. Though MOM tries to find new jobs for these laid-off workers, it may not be easy as the workers may not match the skills of the jobs demanded by the new industries. 

d) The change in the economic structure gives rise to sunset and sunrise industries have also contributed to structural unemployment which is induced by sectoral adjustment. The workers are laid off from the sunset industries may not have the relevant skills to work in the new industries.

e) As the economy adjusts its production structure, it will mean the development of new investment which will lead to technological advancement. This will lead to technological unemployment as less workers are needed as the industries are more productive with more capital usage and skill incompatibility. 

Conclusion

b) To what extent is the use of fiscal policy an effective solution to the problem of unemployment in Singapore in recent years? [13]

Introduction


To solve unemployment condition with the use of fiscal policy, the government must introduce expansionary fiscal policy whereby there is an increase in government and reduction in taxation. Whether such a policy can solve unemployment, it depends on the nature of unemployment and the manner on how the policy is conducted.

Main body

1. Explain how the expansionary fiscal policy can be used to solve demand deficient unemployment

Increase in government expenditure – increase AE – via the multiplier – increase production – increase national income and employment 

Decrease tax – increase disposable income – increase consumption – increase AE – increase demand for goods and services – increase production.

Decrease tax – increase rate of return on investment – increase profitability – increase investment
All the increase in investment, consumption and government expenditure will lead to rise in aggregate expenditure  (increase in production and this will increase demand for labour)will overcome demand-deficient unemployment.
Limitations: the local domestic expenditure may not be able to cover the loss of output due to reduction in external demand – our local expenditure is indirectly induced by external demand – either the supporting industries for export / export demand provide employment that support local expenditures
2. Explain how the expansionary fiscal policy can be used to solve structural unemployment and frictional unemployment.

The adoption of fiscal policy in solving frictional and structural unemployment will transform fiscal policy into a supply-side management policy which will enable the government to regulate the structures and the labour market to raise employment opportunities.

Government expenditure on manpower development will raise the skill level of the workers, enabling them to adapt to structural changes. The improvement in skill level will raise their productivity and allow them to compete with other countries, preventing the outflow of investment and increase the rate of increase in FDI. The training expenditure can also provide them new skills to work in the new industries, overcoming structural changes.
Government expenditure spent on the development of infrastructures for new industries will expand the scope of the economic growth which will enable the development of new industries that widen the scope of employment. Taxation reduction given to the firms in the new industries will also help to expand the scope of growth for the economy and thus, expand the scope of growth of the economy.
The set up of government agency that promotes employment through trade show, job consultancy and coordinated arrangement with the employers from the various business sectors will help to reduce frictional employment which will be part of the expenditure used in the fiscal policy.

3)
Evaluation of fiscal policy in solving unemployment

Advantages
· Impact on the employment sector is direct and immediate
· May enhance the growth of the economy and raise the standard of living with the expansion of infrastructures
· Government can coordinate the policies more effectively under a recession as they examine the issue of unemployment from a macro view.


Disadvantages
· High cost of financing may lead the rise of debt, demanding the government to increase tax in the future.

· Crowding out effect may occur if the expansionary fiscal policy is implemented with debt financing

· May leads to inefficiency as the government spending does not contribute to development in the economy as a result of weak administrative system

· May create disguised unemployment as some of the jobs created are redundant.

· Less effective if the economy has a small multiplier effect.

· Time lag
· Conclusion
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