Question 2: Concerns over China’s Slowdown
Extract 5: EU Sees Weaker Growth in Eurozone and Wider EU as China Slowdown 

      Weighs
Figure 3: GDP changes in Europe
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Source: European Commission
Growth in the Eurozone and the wider European Union will be slightly weaker this year than previously forecast, the European Commission predicted Tuesday, warning that the economic slowdown in China and other emerging markets, geopolitical tensions and uncertainty ahead of the U.K. referendum on EU membership could weigh on the economy. The EU’s economists also cautioned that the impact of factors that have been supporting growth in the region, such as low oil prices and a weaker euro, could start to fade. Fundamental problems in many of the bloc’s economies, including high levels of private debt and unemployment, continue to hold back the recovery, they said. The EU economy expanded 1.7% in 2015.

Source: Adapted from Wall Street Journal, 3 May 2016
Extract 6:  How Exposed Is Europe To A Chinese Economic Slowdown?

China has become one of the EU’s key external trading partners in goods. It ranks second overall in terms of total trade and in particular has been a key source of demand for exports in recent years. At a time when the Eurozone is struggling, it should not be under-estimated as a source of external demand and cheap inputs. While it is important in terms of goods trade, total trade in services is relatively limited.

It is clear from the above that Europe does have some exposure to China. Any slowdown in China and emerging markets more broadly might hamper the fragile economic recovery which is in place in the Eurozone. Additionally, while China is one of the EU’s largest external trade partners, it ranks fairly low for most individual countries in terms of trade as much of their trade is with other EU states or the US.

Germany has brushed off concerns that turmoil in China could impact its economy with a spokeswoman for the Economy Ministry saying the “immediate consequences” should be “limited”. One of the reasons behind this could be that net exports have actually been a less important driver of German economic growth than domestic consumption since 2012. 
Germany has also shown impressive export flexibility in the face of crisis – when Eurozone demand for its exports halted it was able to shift towards China and other markets; it could yet try to pull off such a move again. For example, it has shown some success in tapping into the nascent US recovery with exports growing quickly in past few months. Similarly, the surprisingly impressive recovery in Spain has been driven by consumption and domestic demand rather than net exports, let alone demand from Asian markets.

Source: Adapted from Forbes, 25 August 2015 

Extract 7:  China's Slowdown Could Be a Plus for U.S. and Europe in the End

China’s slowdown is blamed for causing everything from global market turmoil to falling sales of crocodile-skin handbags. Yet the slowest growth in 25 years in the world’s second-biggest economy is proving a boost for consumers and companies in Western Europe and the U.S., according to Neville Hill, an economic analyst in London.

When China grew at double-digit rates, its voracious demand for materials drove up commodity and energy prices. That hurt the buying power of consumers in Western economies and weighed on corporate sentiment as rising costs hurt profits.

Now, that situation is being reversed. Plunging commodity prices are boosting European and American shoppers and spurring corporate earnings growth. "China is exporting deflation, but for the West it is good deflation rather than bad deflation in that the cost of the stuff we buy has gone down" Hill said.

Source: Adapted from Bloomberg, 4 November 2015
Extract 8:  China's Slowdown will Hit Singapore Hardest: ANZ Warns

The slowdown in China will hit Singapore faster and harder than any country in the region, economists from Australian bank ANZ have warned.

Other economists were not as dire in their prognoses, but agreed that the open nature of the local economy and the strong trade, investment and tourism links between the two nations mean that slower growth on the mainland will have a direct and broad-based impact on businesses and jobs here. "Singapore's economy has been on a structural shift - getting more dependent on China - over the last 10 to 20 years," said DBS economist Irvin Seah. Unlike its Asean neighbours, Singapore does not have a big domestic market to act as a buffer against weaker demand from China, said Mr Seah. 

But DBS and HSBC take a slightly more positive view. "Singapore's manufacturing sector is already in recession, but domestic services are holding up relatively well," said HSBC economist Joseph Incalcaterra. He noted that services exports, even those to China, are still growing.

Other than slower growth, Chinese import demand is also sliding, partly because of the weak yuan, said Barclays economist Leong Wai Ho. This could have a larger-than-expected impact on China's trading partners and suppliers in Asia, which will hit Singapore factories and worsen the ongoing manufacturing recession, he added.
Source: Adapted from Straits Times, 12 Jan 2016
Figure 4: Singapore Exports To Major Partners(S$bn)
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Source: Department of Statistics, Singapore

Extract 9: Singapore Must Prepare for Economic Slowdown: PM Lee

With the global economy facing cyclical headwinds, Prime Minister Lee Hsien Loong has warned that Singapore must brace itself to handle a possible downturn.

Advances in technology, meanwhile, is also disrupting industries and displacing workers at all levels, be they blue-collar workers in the factories or professionals such as lawyers and doctors. 

"We know our direction, (which is) to improve productivity so that we can sustain higher wages for all. But we need to review specific measures - how to help our domestic sectors grow, how to attract investments and help companies develop new markets, and how to make best use of the foreign workers and talent that we need in Singapore," he said.

Overall, Singapore is in a better position than most other countries to tackle the tough challenges ahead. Mr Lee highlighted the Republic's strengths such as a well-educated population, an ethos that is outward-looking, a tech-savvy society and competent unions.

Source: Adapted from Business Times, 27 October 2015
	Table 1: Singapore: Selected Indicators
	
	
	
	

	Indicators (Quarter-on-Quarter)
	2015 1Q
	2015 2Q
	2015 3Q
	2015 4Q
	2016 1Q

	Change in GDP At 2010 Market Prices (%)
	0.2
	-1.6
	2.3
	6.2
	0.2

	Workers made redundant in  Manufacturing 
	950
	870
	920
	2,480
	1,790

	Workers made redundant in  Services
	1,930
	2,100
	2,120
	2,360
	2,530

	Net Exports Of Goods And Services (bn)
	29.4
	26.9
	25.6
	29.9
	25.7

	CPI (Base Year 2014 = 100)
	99.9
	99.7
	99.4
	99.2
	98.9

	Tourism Receipts (S$m)
	5,314
	5,039
	6,039
	5,385
	na


Source: Department of Statistics, Singapore

Answer all questions

(a)
(i)
Compare the economic growth of the countries shown in Fig 3 from 2012 to 2015.

[2]


(ii)
Account for the economic growth trend of Eurozone over the same period.
[3]

(b)
(i)
Explain why economists consider deflation to be undesirable.
[3]


(ii)
With the aid of a diagram, explain why the London analyst used the term “good deflation” in Extract 7.

[4]

(c)
In view of the current economic conditions, Monetary Authority of Singapore announced a policy change to zero appreciation of currency in January 2016.

Comment on the appropriateness of this policy for the year 2016.

Based on the economic analysis made by ANZ and PM Lee, explain an evaluate the policies Singapore may undertake to dampen economic impacts identified in both extracts.
[8]

(d)
With reference to the data where appropriate, discuss the view that China’s economic slowdown will impact Singapore more than Europe.

[10]
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Title

		Variables		2015 Jan		2015 Feb		2015 Mar		2015 Apr		2015 May		2015 Jun		2015 Jul		2015 Aug		2015 Sep		2015 Oct		2015 Nov		2015 Dec		2016 Jan

		Total Merchandise Exports (Thousand Dollars)		41,672,647		33,160,409		44,258,666		41,212,623		38,739,883		40,268,362		41,543,510		37,559,991		39,935,726		42,407,361		37,175,303		38,350,907		35,359,377

		Asia (Million Dollars)		31,471.7		24,767.3		32,563.4		30,708.5		28,890.9		29,768.4		31,028.9		27,628.7		29,515.5		31,921.5		28,050.8		29,090.2		26,223

		China People's Republic (Thousand Dollars)		5,837,883		4,138,407		5,436,751		5,569,669		5,665,265		5,528,481		5,778,169		4,988,860		5,681,218		6,434,566		5,392,205		5,100,642		4,702,217

		Europe (Million Dollars)		3,721.9		2,883.7		4,221.5		3,570.8		3,281		3,738.1		3,586.6		3,400.6		3,397		3,675.9		3,526.3		3,532.2		3,989.8

		Malaysia (Thousand Dollars)		4,468,970		3,592,837		4,743,324		4,284,970		4,223,977		4,385,868		4,811,129		4,501,121		4,172,306		4,554,995		3,981,480		4,167,168		3,860,391

		Indonesia (Thousand Dollars)		3,312,747		2,785,304		3,692,433		3,524,170		3,231,885		3,470,580		3,566,292		3,146,795		3,117,746		3,220,873		3,032,674		2,844,730		2,772,681

		United States (Thousand Dollars)		2,275,017		2,055,297		2,706,590		2,565,551		2,330,656		2,418,279		2,769,499		2,629,719		2,691,799		2,710,624		2,235,201		2,456,653		2,253,490

		India (Thousand Dollars)		1,120,659		998,263		1,321,742		1,403,451		1,149,907		1,343,837		1,298,161		1,216,023		1,203,510		1,238,802		1,057,711		1,235,326		1,000,393

		Germany, Federal Republic Of (Thousand Dollars)		602,530		596,060		717,598		630,907		588,032		628,016		643,737		588,764		670,745		695,514		585,351		677,037		752,443

		Prior to January 2003, merchandise trade data excludes Singapore's merchandise trade with Indonesia.

		SOURCE: INTERNATIONAL ENTERPRISE SINGAPORE

		Region		2015 Jan		2015 Feb		2015 Mar		2015 Apr		2015 May		2015 Jun		2015 Jul		2015 Aug		2015 Sep		2015 Oct		2015 Nov		2015 Dec		2016 Jan

		Total Merchandise Exports		41.7		33.2		44.3		41.2		38.7		40.3		41.5		37.6		39.9		42.4		37.2		38.4		35.4

		Asia		31.5		24.8		32.6		30.7		28.9		29.8		31.0		27.6		29.5		31.9		28.1		29.1		26.2

		China		5.8		4.1		5.4		5.6		5.7		5.5		5.8		5.0		5.7		6.4		5.4		5.1		4.7

		Europe		3.7		2.9		4.2		3.6		3.3		3.7		3.6		3.4		3.4		3.7		3.5		3.5		4.0

		Malaysia		4.5		3.6		4.7		4.3		4.2		4.4		4.8		4.5		4.2		4.6		4.0		4.2		3.9

		Indonesia		3.3		2.8		3.7		3.5		3.2		3.5		3.6		3.1		3.1		3.2		3.0		2.8		2.8

		USA		2.3		2.1		2.7		2.6		2.3		2.4		2.8		2.6		2.7		2.7		2.2		2.5		2.3

		Germany		0.6		0.6		0.7		0.6		0.6		0.6		0.6		0.6		0.7		0.7		0.6		0.7		0.8

		Region		2015 Jul		2015 Aug		2015 Sep		2015 Oct		2015 Nov		2015 Dec		2016 Jan

		China		5.778169		4.98886		5.681218		6.434566		5.392205		5.100642		4.702217

		Europe		3.5866		3.4006		3.397		3.6759		3.5263		3.5322		3.9898

		Malaysia		4.811129		4.501121		4.172306		4.554995		3.98148		4.167168		3.860391

		USA		2.769499		2.629719		2.691799		2.710624		2.235201		2.456653		2.25349
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