

Page | 3

  
JC Economics CSQ – Term 3 2016
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Questions

(a)(i) From Figures 2 & 3, compare the trends for unemployment and consumer prices from 2008 to 2010. [2]
(ii) Explain how the data suggest that the US is heading towards stagflation. [2]

(b)(i) Account for the US government's concern with unemployment and inflation. [4]
(ii) Evaluate the effectiveness of the policies implemented by the US to address the issues of low economic growth and high inflation. [6]

(c) Using AD/AS analysis, explain why the Senior Minister of State remains upbeat about the future economic situation in Singapore in spite of the high inflation rate. [6]

(d)(i) Using Figure 4, describe the trend of GDP growth in Singapore from 2007 (Q3) to 2009 (Q3). [2]
(ii) Discuss the view that the problems of increasing globalisation have outweighed the benefits for Singapore. [8]

[Total: 30 marks]



Suggested Answers
(a)(i) From Figures 2 & 3, compare the trends for unemployment and consumer prices from 2008 to 2010. [2]

Both trends were generally rising. [1m] CPl, however, fell sharply at the end of 2008 by about 30%. [1m]

(ii) Explain how the data suggest that the US is heading towards stagflation. [2]

The data indicates that US is likely to head towards stagflation. With reference to Fig 2, USA is facing a rising unemployment rate.  Her unemployment rate has been rising from 4% to about 10% in 2010. This suggests a sharp contraction of her national output over the same period of time. [1 m]

Extract 1 states that there might be cost-push inflation due to surging oil and gasoline prices. This is supported by Figure 3 where US CPl has risen by about (660-608/608X100= 8.8%) from 2007 to 2010. [1m]

(b)(i) Account for the US government's concern with unemployment and inflation. [4]

Effects of unemployment:
1) Loss in Production and Income
The loss of jobs brings about reduction in production and income, worsening likelihood of a double-dip - seen in extract 2

2) Loss in Tax Revenues + increase in G
The government loses tax revenues due to the loss in income due to the unemployed no longer pay income tax. Moreover, the government needs to spend on welfare payments. - increased spending seen in extract 2

Effects of inflation:
1) Negative effect on investment & growth

Investors may not be willing to invest due to lack of consumer confidence & cost push inflation may worsen the situation - seen in extract 1

2) Worsens unemployment










(b)(ii) Evaluate the effectiveness of the policies implemented by the US to address the issues of low economic growth and high inflation. [6]

Since the US is facing 2 main problems: high inflation rate and unemployment rate, they have tackled the problems by adopting:

1) Expansionary monetary policy i.e. cutting of interest rates
     In an expansionary monetary policy, the central bank will increase the money supply through the quantitative or qualitative monetary tools so as to lower interest rate which will lead to lower cost of borrowing. This will lower the cost of credit consumption which will induce higher level of consumption while the cost of borrowing will make investment more profitable, leading to higher level of investment. Consequently, there will be a rise in aggregate demand which will induce rise in national income and production via the multiplier effect. Hence, expansionary monetary policy can solve low economic growth.

2) Expansionary fiscal policy (through tax breaks & higher public spending)
     The expansionary fiscal policy will increase the aggregate demand by raising government expenditure and lowering taxation which will contribute to the rise in the national income that will raise the production level, leading to rise in employment. Through the building of infrastructural development and provision of public services, production of goods and services will lead to more employment. Also, lowering of taxation will induce investment which will lead to more production. Hence, expansionary fiscal policy will solve low economic growth.

These 2 policies would increase AD of the economy, hence increasing national output and reducing unemployment rate. However, this policy will worsen the inflation rate as they will cause GPL to increase. Hence, Fed Reserve has to manage the two problems carefully as there are apparent conflict between the policy and the achievement of two goals.




(c) Using AD/AS analysis, explain why the Senior Minister of State remains upbeat about the future economic situation in Singapore in spite of the high inflation rate. [6]

The Minister remains upbeat about the Singapore economy as Singapore is expecting a strong pipeline of foreign investments and tourism projects that will provide support to the Singapore economy. The expected rise in FDI and X will bring about a rightward shift of AD curve and hence increase the real national income of the country hence creating employment for the locals. 

Inflationary pressure arising from the rise in AD is not a concern for the country as the rise in I will also bring about a rightward shift of the LRAS curve. Hence, cushioning the rise in GPL, bring about a sustained economic growth for Singapore. 
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     As seen from the diagram, the increase in aggregate demand from AD0 to AD1 will raise Real GDP from Y0 to Y1 but price level will increase from P0 to P1. With corresponding supply will expand from AS0 to AS1, and thus, lowering cost condition to decrease price which will induce increase in AD on a quantity basis. Consequently, the real GDP will increase from Y1 to Y2 while price falls from P1 to P2 without incurring inflationary effect where sustainable economic growth is atta ined.





(d)(i) Using Figure 4, describe the trend of GDP growth in Singapore from 2007 (Q3) to 2009 (Q3). [2]

GDP growth fell sharply for the period 2007Q2 to 2009Q1 before it started to increase until Q3 2009.




(d)(ii) Discuss the view that the problems of increasing globalisation have outweighed the benefits for Singapore. [8]

Structure of Development
1. Explain the benefits of globalization

· Increased consumption and production possibilities
· Promotes efficient allocation of resources
· Promote a higher level and value of investment
· Accelerate economic growth and raise employment opportunities
· Increase in welfare
· Keeps government power in check

2. Explain the problem of increasing globalization is eroding the benefits

· Higher degree of competitiveness for resources and export market
· Occurrence of structural unemployment
· Inflationary condition contributing to rising cost of living
· Growing income inequality among the nations and within the nations
· Labour market inequality
· Exploitation of cheap resources in developing countries
· Environmental issues

3. Explain why these problem may not eradicate the benefits

4. Evaluation

5. Conclusion
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.. . Figure 3: US Consumer Price Index
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igure 4: Singapore’s GDP Growth
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Question 2 Stagflation concerns
Extract 4: The spectre of stagflation looms over the US economy

With economic growth sagging and oil prices surging to new heights, economists are
worried that stagflation might be making a comeback. Gold prices are on the rise, along
with the prices of basic commodities like wheat and steel. And there are signs that overall
inflation, after years of only modest increases, may be breaking out of its box.

For central bankers, especially the Federal Reserve chairman, Ben Bernanke, all this could
not come at a worse time. With the credit markets in disarray from the collapse of the
housing bubble, Bernanke is cutting rates in a headlong rush to blunt the risks of recession.
Analysts say that by tolerating such price rises, and maybe even allowing them to escalate,
the Federal Reserve is risking its hard-won credibility as an inflation fighter, which will
~ultimately require it to push interest rates higher than they would have had to in order
-.-contain the damage.

On one hand, officials are cutting interest rates to keep the economy growing. On the other
hand, the fear of rising inflation makes it more difficult for the Fed to jolt the U.S. economy
with another wave of cheap money.

Source: Adapted from The New York Times, December 2008

Extract 5: Possibility of a double-dip recession haunts uneasy usS

A crippled housing market. Stubbornly high levels of unemployment. Falling consumer
confidence. Slower growth in industrial production. Nobel prize winning economist Paul
Krugman, warns that America has been here before: in 1937, when a pick-up in activity
from the depths of the Great Depression was cut short by a premature tightening of policy.

Cheap money, tax breaks, higher public spending and bank bailouts acted like a massive
shot of adrenaline and appeared to do the trick. The US economy has traditionally had
- - good self-healing properties, and after plunging into recession in late 2008 and early 2009 it
~.returned to growth in the middle of last year. In the final quarter of 2009, it grew by 1.4%.
- But-growth since the start of 2010 has dropped back, and leading indicators point to even
weaker activity in the second half of the year, leading to a possible double-dip recession.

Stubbornly high unemployment and the bombed-out state of the housing market help to
explain why consumer confidence has nose-dived recently. Those who fear a double dip
recession warn that companies, even if awash with cash, are not gomg to invest ‘unless
they can expect strong demand for their products. ~

Americans can expect the Federal Reserve to leave interest rates at current emergency

levels for some time to come. But cheap money alone is unlikely to turn the economy
around soon.

Adapted from: The Guardian, July 2010
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Extract 6: Singapore not facing stagflation, but inflation will remain high

The Singapore economy is not facing stagflation, despite rising prices — with inflation hitting
a 26-year high of 7.5 per cent in April and May. Worldwide growth is expected to remain
soft in the second half of this year, following months of cooling due to high oil prices and
weakening consumer confidence. |

And this slowing growth is compounded by steps to contain accelerating inflation — a
situation not unique to Singapore. However, the Senior Minister of State for Trade and
Industry, S Iswaran, remains upbeat. He said, "In Singapore, the strong pipeline of foreign
investments and tourism projects that we have secured will also provide a certain level of
support to the economy for the rest of the year and beyond. These projects will give rise to
new activities and help to create jobs."

Source: Adapted from International Monetary Fund Public Information Notice, August 2008
and Channel News Asia, July 2008

Extract 7: Share the spoils of globalisation

Economic growth is good only to the extent that it transforms people's lives for the better.
With an increase in share of world trade and inflows of foreign capital, talent and
technology, Singapore has indeed greatly benefited from globalisation.

However, this chief ingredient needed to achieve such growth — openness and engagement
with the global economy — is now coming under attack because of its Impact on income
inequality. Most countries, including Singapore are experiencing a widening gap between
the rich and the poor. This is especially on vulnerable workers who missed out on
opportunities to acquire the skills and education needed to compete in today's fast-
changing world. Governments need to consider how to find better ways to distribute the
spoils of globalisation. |

Furthermore, the closer integration of the economies has also led to Singapore being more

susceptible to stronger contagion effects — something that the government needs to
address. |

Source: Adapted from The Straits Times, September 2008
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