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DUNMAN HIGH SCHOOL 
Preliminary Examination 
Higher 1 Economics 
Suggested Answers and Mark Schemes 
 

QUESTION 1: Food (Supply) Chain 
 
(a) (i) With reference to Figure 1, compare the fertilizer price and grain price in the 

first two months of Russia’s invasion of Ukraine. [2] 
 

S: Both increased [1] 
D: Fertilizer price increased by a larger magnitude [1] 

 
(ii) Explain one possible reason for the difference in the above trends. [2] 

 
Accept possible reasons including: 

• Fertilizer is only one of the factor inputs for grain farmers. Increase in overall 
marginal cost < increase in fertilizer price => smaller increase in grain price 

• As long as dd for grain is not perfectly inelastic, prs are unable to pass on the 
full extent of the cost increase => price increase of final product (grain) must 
necessarily < increase in marginal cost 

• Gestation period for grain crops => effect of higher fertilizer price has yet to 
affect grain ss 

 
1m – for reason 
1m – for reasoning 

 
(b) “Consumers are going to make choices too.” (Extract 1) 

 
Explain the decision-making process of food consumers facing the fallout of the 
war in Ukraine. [4] 
 
Fallout → increase in grain price 
 
Crs face budget constraints, and will need to make decisions on how to allocate their 
budgets to alternative goods / services e.g. food, accommodation, utilities 

• MPB of consuming an additional unit of grain => additional utility derived 

• But with the increase in grain price, this increases the MPC / opportunity cost of 
consuming an additional unit of grain, i.e. needs to give up more units of other goods 
like accommodation (rent payment), utilities, etc. 

 
The increase in grain prices raises MPC of consumption an additional unit of grain relative 
to the MPB, consumers may be compelled to cut back consumption of grains (e.g. by 
cutting down number of meals per day) until MPB = MPC for the last unit of the good 
consumed. At this point, the consumer is unable to increase utility further by consuming 
more or fewer units of the good and utility is said to be maximised. 
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1m – for recognition of the increase in MPC of food consumption following the war 
1m – for expressing the increase in MPC as the opportunity cost (“make choices”) paying 
more to consume food means having to give up more units of other goods and the 
associated utility 
1m – for exemplification of MPB 
1m – for adjustment process to arrive at the new eqlm 
 

(c) “Agriculture is absolutely going to get hit. Farmers are going to get hurt because 
they’re going to pay a lot more (for fertilizer).” (Extract 1) 
 

Using the case evidence and a demand and supply diagram, explain and comment 
on how the development would impact consumer expenditure on food. [6] 
 
R1: Effect on rising fertilizer prices on the eqlm P & Q in the food market 
 
Rising fertilizer prices would increase the marginal cost of producing food. Food producers 
(farmers) would “economise on the amounts of nutrients they use” to protect their profits, 
causing “yields” to be “lower”. The decrease in supply, holding demand constant, creates 
a shortage of Q0Q2 at the original equilibrium price P0. In competition for the limited supply 
of goods, buyers bid up its price. As price rises, quantity demanded declines while quantity 
supplied increases. The adjustment will continue up to the point where Qd balances Qs 
and the shortage is eliminated. Resultantly, equilibrium price rises to P1 while equilibrium 
quantity falls to Q1. 
 

 
 
R2: Effect on consumer expenditure 
 
Demand for food is price inelastic. As price rises, quantity demanded will only decrease 
less than proportionately given that it is a necessity for sustenance and survival. 
Consumer expenditure on food, given by P × Q, must thus increase (from OP0aQ0 to 
OP1bQ1). 
 
Comment 
 
From Figure 1, the increase in fertilizer / grain price appeared to be short-lived. Thus, 
whilst consumer expenditure on food might increase in the short term, it is likely to fall 
back over time. 
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Accept also: Gov policies to mitigate the price increase and ease the burden on consumers, 
esp. low-income consumers e.g. subsidies. 
 
2m – for R1 
2m – for R2 
2m – for comment 
 

(d) With reference to Extract 2, and using an elasticity concept, explain the influence 
of expectations on the price of DEF in South Korea. [4] 
 
[DD] Expectations of shortage / price increase → current dd for DEF increase as rational 
drivers, seeking to maximise utility with their given budget, stock up to secure ss / buy 
while the price is still low 
 
[elasticity] PES likely to be inelastic in the SR given the “low industrial urea inventory” 
which limits the ability of sellers to increase Qs in response to price increase. 
 
Increase dd + inelastic ss → sharp increase in P 

• As dd rises, holding ss constant, this creates a shortage at the original price, exerting 
an upward pressure on price 

• Given the price inelasticity of ss, <L> price will have to increase sharply to induce a 
sufficiently large increase in Qs and decrease in Qd before the market clears and a 
new eqlm establisehd 

 
1m – for demand effect 
1m – for recognising low PES of DEF 
1m – for direction of price change 
1m – for magnitude of price change 
 

(e) (i) With reference to Extract 2, explain the difference between private cost and 
social cost. [4] 

 

Private cost:  

<define> Refers to the cost incurred by the buyer/seller of the good/service 

<exemplify> The private cost of DEF use is just the price that buyers/drivers have 

to pay for the fuel [1] 

 

Social cost:  

<define> Refers to the cost incurred by the society when the good is 

produced/consumed. It includes the cost incurred by the buyer/seller and other 

third-party cost, i.e. social cost = private cost + external cost [1] 

<exemplify> The social cost of DEF use consists of the  

• private cost = price that buyers/drivers pay for the fuel 

• external cost (express in $ terms) = income loss from “absences from work”, 

lifetime output loss from “premature deaths”, revenue loss from damaged 

“crops” [2] 
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1m – for specifying the difference between private and social cost (that social costs 

includes third-party cost, over and above private cost, i.e. MSC = MPC + MEC) 

1m – for exemplification of private cost 

2m – for exemplification of external cost (cap at 1m if not expressed in $ terms) 

 

 

(ii) Discuss whether DEF mandate is the best policy to achieve allocative 
efficiency when private and social costs diverge. [8] 

 
R1: Explain the workings of DEF mandate 
<Case evidence> mandatory for diesel vehicles and some manufacturers to use 
DEF to control emissions 
<Ec analysis> Users of diesel vehicles will consume up to QP, where MPB = MPC, 
the private equilibrium level. The existence of the MEC raises the marginal social 
cost (MSC) above MPC. Considering the full cost of diesel vehicle use to the 
society as a whole, the socially-optimum output should only be QS, where MSB = 
MSC. 

 
Figure 1: Diesel vehicle use 

 
By compelling the use of DEF through regulation / mandate, MEC generated by 
the use of diesel vehicles is reduced while the MPC is raised (compared to using 
urea-free fuel), closing the gap between QS and QP, <L> reducing the allocative 
inefficiency. 
 
R2: Explain the workings of cap-and-trade programme 
The gov sets a limit on the amount of emission permitted (at what it estimates to 
be the socially-optimal level). Having set the cap, the gov either  

• allocates permits to individual firms, and allow the firms to trade the permits 
among themselves. If the firm produces less emission than what they are 
legally permitted to emit, the unused credit can then be sold to another firm, 
allowing the other firm to exceed its original limit.  

• puts up the permits in the market for sale through a system of auction. 
Similar to indirect taxes, the external cost is internalised in the form of price paid 
for the permit. QP falls towards QS, <L> reducing the allocative inefficiency. 
 

Benefit / 

Cost ($)
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MSC = MPC + MEC

c
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QuantityQS QP
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Evaluation: 
[certainty of outcome] The cap-and-trade programme, by setting an absolute 
limit on NOX emissions, has greater certainty in terms of the extent of NOX 
emissions. On the other hand, the DEF mandate only reduces the NOX emissions 
for every trip made in diesel vehicles. Without curtailing the total number of trips 
made, total NOX emissions could still increase if strong economic activity / 
economic growth drive up demand for transport. 
 

Level 2 (4–6 marks) Answers in this level will provide analysis of DEF mandate (a 
command-and-control measure) and one other measure work to correct the market failure.  
Level 1 (1–3 marks) Answers in this level will show an awareness of one or both policies. 
Evaluation (1–2 marks) Evaluation marks will be awarded for evaluative comment on 
which policy is ‘best’.  

 
(f) Discuss the desirability of the Malaysian government’s policies of price ceiling and 

export ban in stabilising chicken prices. [10] 
 
R1: Explain the workings of price ceiling 
<Case evidence> retail price of chicken is currently capped at RM8.90 per kg 
<Ec analysis> Price ceiling is the maximum legal price allowed by government.  
 

 
In the absence of price control, price will equilibrate at the market-clearing level OPe where 
quantity demanded equals quantity supplied. A legally-binding price ceiling, set below the 
market equilibrium price will thus force price down to OPc. <L> Set against the backdrop 
of sharp price increase, this helps to stabilise chicken prices. 
 
Point evaluation: 
<Case evidence> when the government imposed a ceiling price below actual costs, you 
naturally get supply shortages as firms exit production 
<Ec analysis> As the price decreases below costs, firms reduce quantity supplied (QSQe) 
to avoid marginal loss. Simultaneously, the decrease in price increase crs w&a to purchase 
chicken, increasing quantity demanded (QeQd). Overall, a shortage of QdQS develops. This 
is undesirable for 

• the group of consumers who no longer get to consume chicken → <L> loss of 
satisfaction, utility declines 

• higher-cost producers who are compelled to exit production due to <L> losses 
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• other producers who are forced to accept lower prices. <L> Whilst they might not make 
a loss, they experience reduced profits 

 
R2: Explain the workings of export ban 
<Case evidence> ban on chicken exports until supply and prices stabilise 
<Ec analysis> By banning exports, this leaves more chicken available in Malaysia locally.  
 

 
 
As ss increases from S0 to S1, a surplus of Q0Q2 is formed at the original price P0, exerting 
a downward pressure on price as firms lower price in attempt to get rid of the excess 
supply. As price declines, quantity demanded rises while quantity supplied declines. The 
adjustment will continue up to the point where price falls enough to remove the entire 
surplus (P0 to P1). <L> Set against the backdrop of sharp price increase, this helps to 
stabilise chicken prices. 
 
Point evaluation: 
<Case evidence> Chicken suppliers in Malaysia are working overtime and rushing to send 
as many chickens as they can across the Causeway before the export ban kicks in on 
June 1. 
<Ec analysis> This suggests that selling chickens to Singapore is more profitable than 
selling them in Malaysia. <L> Banning such sales thus means reduction in profits for the 
Malaysian producers. 
 
Overall evaluation 
 
Stand: The desirability of the policies thus depend on whose POV is considered 
 
Justification:  
From Malaysian consumers’ standpoint, export ban is the more desirable of the two 
measures. Whilst both measures stabilise prices, export ban results in larger Q of chicken 
while price ceiling reduces Q of chicken available. Export ban therefore allows more wants 
to be satisfied, raising utility. 
From Malaysian producers’ standpoint, price ceiling is the more desirable of the two. 
Faced with a price ceiling within Malaysia, the producers would at least have the option to 
sell the chickens at a higher price in Singapore, minimising the adverse effect on their 
profits. Export ban, however, forces all producers to only sell within the domestic 
Malaysian market. 
 

Price S0

S1 (after export ban)

D0

Q1Q0 Quantity

P0
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Level 2 (4–7 marks) Answers in this level will provide analysis of the workings of price 
ceiling and export bans in stabilising prices.  
Level 1 (1–3 marks) Answers in this level will show an awareness of one or both policies 
though policy mechanism might not be well analysed or meaning of ‘price stabilisation’ 
might not be well understood.  
Evaluation (1–3 marks) Evaluation marks will be awarded for evaluative comment with 
reference to the overall “desirability” of each policy.  
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QUESTION 2: Challenges facing the Asian Economies 
 
(a) With reference to Extract 5 

 
(i) Explain one aggregate demand factor and one aggregate supply factor that 

have contributed to the “lower growth” of the Asian economies. [4] 
 
[AD] <E> Chinese gov’s zero-Covid policy <E> limits outward tourism by Chinese. 
For the other Asian countries, the decrease in tourism revenue presents a 
decrease in X, <L> contributing to decrease in AD (or at least a slowdown in AD 
growth 
 
[AS] <E> Rising global food and energy price <E> raise unit cost of production 
faced by firms. Prs <L> respond by reducing AS. 
 
Accept other AD / AS factors derived from Extract 5 
 
For each factor,  
1 mark for identification of factor 
1 mark for reasoning 
 

(ii) Explain why economists have called for central banks to persevere with their 
policy tightening until inflation “durably falls back to target.” [3] 

 
Not lowering inflation till it “durably falls back to target” risks having the <E> inflation 
expectations feeding a wage-price spiral. <E> A stubbornly high inflation may 
cause households to expect inflation to stay high. To protect the real value of their 
nominal wages, they demand for wage increase. Without a matching increase in 
productivity, this wage increase adds to firms’ uCOP. To protect their profits, firms 
pass on part of the cost increase by raising prices of final g&s. <L> It is thus 
necessary for central banks to persevere with their policy tightening to avoid the 
acceleration of inflation lest wage-price spiral takes hold. 
 
1 mark for the reason 
Up to 2 marks for the reasoning 

 
(b) With reference to Extract 6,  

 

(i) explain the effect of the decision by major central banks to raise interest rate 
on households and firms in Singapore. [4] 

 
<Case evidence> Domestic interest rates in Sg “follow the lead of those set by 
major central banks” 
 
[hhs] Higher i/r raises the cost of borrowing, discouraging purchases financed by 
credit, <L> reducing consumption. 
OR Higher i/r increases the rewards (or marginal benefits) from savings, <L> 
incentivising higher rates of savings, and hence reducing consumption. 
[firms] Higher i/r raises the cost of borrowing relative to the expected rate of return 
on investment, <L> reducing investment. 
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Accept also:  

• Households that have loans will have to devote a larger share of their budget 
towards loan repayment, leaving them less w&a to consume. 

• Households that are savers will experience an increase in interest income, 
raising their w&a to consume. 

 
For each economic agent (household and firm),  

• 1 mark for effect 

• 1 mark for reasoning 
 

(ii) comment on the effect of the increase in goods and services tax (GST) rate 
on Singapore’s macroeconomy. [6] 

 
<E> Increase in GST rate adds to firms’ uCOP. The same output will be supplied 
by firms only at higher prices, represented as an upward shift of the AS from AS0 
to AS1, described as a decrease in AS. Firms respond to the higher unit cost by 
partly decreasing output and partly increasing price of final goods and services to 
protect their profits. As firms cut back production, demand for factors of production 
also fall. Overall, the general price level rises from P0 to P1 and real national income 
falls from Y0 to Y1, away the full employment level of real national income Yf.  
 

 
 

<L> This could undermine the attainment of macroeconomic goals by exacerbating 
inflationary pressure, adding to the slowdown in economic growth, and raising 
unemployment. 
 
COMMENT 
 
<E> Its effect on inflation is, however, expected to be “transitory”. <E> The GST 
increase raises the UCOP, which, in subsequent years stayed high. As long as it 
does not to continue to increase, it would not contribute to inflation (price increase) 
in the subsequent period. 
 
Up to 2 marks for an analysis of the GST increase on RNY and employment 
Up to 2 marks for an analysis of the GST increase in the GPL 
Up to 2 marks for a relevant comment on the severity of the problems – magnitude 
and/or duration 
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(c) Extract 7 raises concerns that commodity booms “may cause permanent de-

industrialisation”.  
 
(i) Using a production possibilities diagram, explain the effect of a commodity 

boom. [3] 
 
(ii) Using Table 1, explain why this concern may not be altogether well-founded 

in Indonesia. [2] 
 

(i) <E> Commodity booms “compete with the other sectors for scarce resources”. <E> 
The diversion of resources from industrial goods to commodities or minerals (e.g. 
coal) production reduces the output of industrial goods from OI0 to OI1 as it 
supports the increase in output of fossil fuels from OF0 to OF1. <L> This change is 
represented as a movement along the PPC from Point A to Point B. 
 

 
 

Up to 2 marks for a well-referenced PPC diagram 
1 mark for the reasoning 

 
(ii) <E> High-technology exports as a share of manufactured exports declined over 

the period, offering some basis for concern. 
 
<E> However, there was a sharp increase in this share in 2022, suggesting that 
there might not a really need to be overly concerned about ‘permanent’ de-
industrialisation in Indonesia. 

 
1 mark for each feature offering different readings about de-industriailisation in 
Indonesia 
 

(d) Discuss whether supply-side policies or a weakening of the exchange rate is a 
better policy to counter de-industrialisation. [8] 
 
Supply-side policies 
 
<P> One way to counter de-industrialisation is through supply-side policies. <E> To move 
away from the trap of reliance on commodities, FDI promotion could be focused on 
attracting green investment. (Extract 7) <E> FDI promotion could include policies such as 
targeted tax holidays to attract investment in the green technology sector. This increases 
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A
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the expected rate of return on investment, incentivising foreign firms to increase 
investment. This could be complemented by human capital development (e.g. expanding 
university intake, subsidised training, etc) to equip its workforce with skills relevant to the 
green economy. With the skills and capital accumulation directed into the green economy, 
factor quantity and quality increase.  
[analyse how this counters de-industrialisation using the PPC analysis (follow-up from part 
c) or AD/AS analysis] 
<L> Overall, this could help increase in the industrial output’s share of total output. 
 
Weakening of exchange rate 
 
<E> Commodity booms put upward pressure on the exchange rate, undermining the 
competitiveness of other export sectors. (Extract 7) <P> To counter the above, the 
Indonesian gov could weaken its exchange rate. <E> As the INR weakens against foreign 
currencies, prices of Indonesia’s exports fall in foreign currency terms, causing the 
quantity demanded for exports to rise, including exports of industrial goods. The more 
price elastic the demand, the larger the increase in Qd. <L> Overall, this could help 
increase in the industrial output’s share of total output, countering de-industrialisation. 
 
Evaluation 
 
Stand: SSP is a better policy than depreciation of the INR. Even though long gestation 
period is involved in SSP, it avoids the adverse effects of the INR depreciation and is thus 
a policy that can be sustained over time. 
 
Justification:  
 

• Depreciation as a means to support the growth of the industrial sector, without adding 
capacity, would likely prove self-defeating. This is because it would result in inflation 
and the rising prices would then erode the competitiveness of Indonesia’s industrial 
exports. 

• In contrast, SSP keeps down unit COP by building capacity. This would prove to have 
a more long-lasting benefit. 

 
OR 
 

• Inflation in Indonesia rose sharply in 2022 (Table 1). Weakening of its currency would 
add further inflationary pressure, threatening macroeconomic stability. With a 
weakening of the INR, prices of imports (including imported fops) increase in domestic 
current terms, adding to cost-push inflationary pressure. 

• A low inflation environment is one that is conducive to investment. By accelerating 
GPL increases, weakening of the INR undermines the efforts of SSP in attracting green 
investment. 

• In contrast, SSP, by bringing about the expansion of productive capacity, supports non-
inflationary sustained growth. 

 
Level 2 (4–6 marks) Answers in this level will provide analysis of how supply-side policies 
and managed depreciation work to successfully support the growth of the industrial sector 
in Indonesia.  
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Level 1 (1–3 marks) Answers in this level will show an awareness of one or both policies. 
The answers are also not focused on countering de-industrialisation. 
Evaluation (1–2 marks) Evaluation marks will be awarded for evaluative comment on 
which of the two policies is ‘better’.  
 

(e) Discuss the extent to which the commodities boom provides the basis for inclusive 
and sustainable growth in Indonesia. [10] 
 
R1: GROWTH 
 
Commodities boom appears to have driven sustained growth in Indonesia. 
 
<E> “Coal and fossil fuel contribution to total export revenue increased” (Extract 7). <E> 
With large reserves of fossil fuels, Indonesia is able to continue to meet the rising demand 
for commodities by the rest of the world. Facing an increase in AD, driven by increase in 
commodities X, firms will increase output. To do so, firms enter the factor market to 
demand for more factors of production, including labour, paying out more factor income. 
Through the multiplier process where spending creates income and income generates 
more spending, AD eventually increases from AD0 to AD1. 
 
Where the commodities boom also raise the expected rate of return on investment in 
Indonesia, this creates the incentive for firms to increase investment. With the capital 
accumulation, productive capacity expands, shown by the rightward shift of AS from AS0 
to AS1.   
 
With AD and AS both increasing, real output increases from Y0 to Y1 with an increase in 
AD from AD0 to AD1, and further to Y2 following an expansion of the productive capacity, 
yielding sustained growth. 
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R2: INCLUSIVENESS & SUSTAINABILITY 
 
2.1 GROWTH IS INCLUSIVE 
 
<E> “The windfall increased the government’s fiscal revenues… from export taxes and 
non-tax revenues on natural resources” which can be directed towards “targeted social 
assistance programmes” to raise the disposable income of lower-income households. <E> 
Through redistribution policy, the benefits of growth is shared out equitably. 
 
<E> This is corroborated by the data in Table 1. Not only did GNP per capita, PPP increase, 
the income share held by the lowest 20% also increased. <L> This helps to reduce income 
gap, lower the Gini coefficient, suggesting that the commodities boom not only brings 
about EG but that this growth has been inclusive. 
 
2.2 GROWTH IS NON-SUSTAINABLE 
 
<E> The commodities boom is accompanied by increased negative externalities. Coal 
power plants needed to process nickel and deforestation to allow for the production of 
palm oil, have resulted in increased CO2 emissions. <E> The resultant global warming 
and climate change could, in the worst-case scenario, cause a contraction of the 
economy’s productive capacity (relate to destruction of productive resources caused by 
extreme climate event, and loss of labour productivity from heat wave and other climate-
related diseases). Future generations could thus face negative EG and declining SOL, <L> 
indicating that non-sustainability of growth. 
 
EVALUATION 
 
It all depends on what the gov does with the dividends of growth – whether the revenue 
windfall is directed towards  

• <E> fuel subsidies – which disproportionately benefits the middle- and higher-income 
households who tend to own private large-engine vehicles, and incentivizes over-
consumption of pollutive fuels – or are distributed out to lower-income households 
through targeted subsidies. 

• <E> long-term reforms, including climate change mitigation, attracting green energy  
 
Accept other arguments for / against inclusive and sustainable which are derived from the 
data 
 

Level 2 (4–7 marks) Answers in this level will provide analysis of the effect of the 
commodities boom on the inclusiveness and sustainability of growth.  
Level 1 (1–3 marks) Answers in this level will show an awareness of growth though 
concepts of inclusiveness and sustainability might not be well analysed.  
Evaluation (1–3 marks) Evaluation marks will be awarded for evaluative comment with 
reference to the overall “inclusiveness” and “sustainability”, with the top marks awarded for 
comments that make reference to ‘extent’.  


