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Section A

Answer all questions in this section.

Question 1
Changes in Higher Education

Extract 1: Reduction in subsidies for university education in the UK

A generation ago, students paid nothing for university education. Tony Blair then charged £3,000 in
2006 and David Cameron raised it to £9,000 in 2012. A spokesman for the government said: "We
believe the £9,000 fee allows universities to deliver high-quality teaching, with many institutions now
planning to invest more in improved teaching facilities for students." There is also more competition,
with new universities offering robust, no-frills degrees.

It seemed to stand to reason that the fees would deter all but the wealthiest families but now, four
years on, 592,000 students have applied for university, the highest ever. And not just the offspring
of the well-heeled: the number of teenagers from deprived backgrounds has also jumped to a
record high. Strikingly, 22% of deprived children in England have applied.

Sir Howard Newby, vice-chancellor of the University of Liverpool, said that the next step could see
universities able to charge as much as they want for courses, provided they subsidise the costs
incurred by students from poorer backgrounds. “The most rational way to deal with the financing of
higher education is to have fees which are uncontrolled, with no cap, but in return universities have
to make adequate provision for looking after students who can't afford to pay that fee,” Sir Howard
said.

In this way, the English system is moving a step closer towards that of America, home to 22 of the
world’s top 30 universities. vy League members are entirely independent of the US government,
yet operate a system of social outreach that no government could rival. Their admission system is
needs blind. Only once admitted is a student’s ability to pay considered: if students are rich, they'll
pay sky-high fees. But if they're poor, they'll be given what help they need to graduate. Using
ingenious fundraising techniques, US universities are now rolling in resources, with which they can
poach Britain’s best academics in what is becoming a global marketplace.

Sir Christopher Snowden, vice-chancellor of the University of Surrey and president of Universities
UK concurred that the £9,000 fee cap was not sustainable and should rise in line with inflation. His
comments follow a recent call from the vice-chancellor of Oxford University, Andrew Hamilton, for
undergraduate fees to be "more closely related to the true cost” of a degree at Oxford, £16,000.
Last month Prof Hamilton said the funding shortfall meant Oxford faced an annual funding gap of
£70m.

Universities UK will publish a report next week on the future of university financing. This is expected
to look at how universities will fund a predicted 26% rise in demand for university places within the
next 20 years. Universities Minister David Willetts has said a rising birth rate will mean the number
of university places needed will grow from 368,000 to 460,000.

Adapted from: www.timeshighereducation.co.uk; www.telegraph.co.uk; and www.bbc.co.uk,
accessed 3 August 2015



Extract 2: Singapore Government’s subsidies to universities

The Government will continue to subsidise substantially the cost of university education to ensure
that it remains affordable to Singaporeans. Currently, the Government generally subsidises 75% or
more of the cost of education for general courses such as Engineering, Humanities and Social
Sciences provided by the autonomous universities, or about $76,000 to $105,600 for a four-year
course per student. Students are expected to bear their fair share of the cost of education as they
are the prime beneficiaries who would benefit from higher starting pay and successful careers after
graduation. Specialised courses such as Medicine and Dentistry cost much more than general
courses and students within these courses should therefore be prepared to pay higher fees.

However, MOE and the universities will ensure that no deserving student will be denied a place due
to financial difficulties. There is a wide range of financial assistance schemes — loans, bursaries,
and work-study schemes — offered by the Government, universities, foundations, community
groups, etc. As such, a Singaporean student can obtain up to 100% of funding for fees and living
expenses through a combination of loans and bursaries.

University fee increases have been modest over the years. For example, this year's fee increase
(AY2010) for most undergraduate programmes is under 2% on an annualised basis. This is below
the average annual inflation rate of about 3% for the past three years. When economic conditions
require it, the universities have also chosen to defer fee increases, such as in AY2009 due to the
global economic crisis.

Source: www.moe.edu.sg, accessed 3 Aug 2015
Extract 3: “Brexit” would harm higher education and research

Leaving the European Union (EU) would hit the economy, harm scientific research and damage
graduates’ job prospects, university vice-chancellors warn as they launch a drive to rally support
behind Britain remaining in the EU. They insist that membership of the 28-nation bloc has had an
“overwhelmingly positive” impact on the standard of higher education and has helped to cement the
strong global reputation of Britain’s universities. Universities UK argues that there are 125,000 EU
students at British universities, generating more than £2.2bn for the economy and creating 19,000
jobs, while 14% of academic staff come from other EU nations, contributing to greater collaboration
across borders. Academics warn that “Brexit” would have a serious impact on student numbers as
EU nationals would have to submit to tougher visa checks to obtain a place. Universities have
already protested that existing rules deter bright young adults from countries such as China and
India from taking degrees in Britain.

Universities UK’s president-elect, Dame Julia Goodfellow said, “The UK’'s membership of the EU
makes the UK’s outstanding universities stronger, contributing to economic growth, employable
graduates and cutting-edge research discoveries. The European Union supports research,
knowledge, innovation and technology — the factors that will decide future economic growth,
productivity and human progress.”

Campaigners point to the development of graphene as an instance of Britain reaping the benefits of
EU investment. Research on the super-strong material at the University of Manchester received
start-up funding from Brussels in 2007 — three years before the team behind it was awarded a
Nobel Prize. The global market for graphene is expected to be more than £250m by the middle of
the next decade.

Source: Nigel Morris, The Independent, 27 July 2015



Figure 1: Government recurrent expenditure on education (‘000 SGD)
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Source: Ministry of Education (MOE), 2014
Questions

(@ (i) With reference to Figure 1, compare the trend in government expenditure on
primary and university education in Singapore between 1998 and 2013. [2]

(i)  Explain one possible reason for the difference observed in (a)(i). [2]
(b) Using evidence from the extracts where possible, explain two reasons why there was
a considerable increase in university undergraduates in the UK, despite the rise in

university fees. [4]

(c) With reference to extract 3 where applicable, comment on the validity of the concerns
of UK leaving the European Union from the perspective of the UK government. [4]

(d) (i) With reference to the extracts provided, explain why governments subsidise
university education. (4]

(i) ‘A generation ago, students paid nothing for university education’. Comment on
the advantages of this approach. [6]

(e) Discuss if you would recommend UK’s policy approach to reduce subsidies to
university education for Singapore. [8]

[Total: 30]



Question 2
Uncertain US Economic Recovery
Extract 4: The US recovery is frustrating — but it's the envy of the advanced world

The notion of the United States as a global engine is a reminder of what may now seem like an
ancient era. In the aftermath of the Great Recession, emerging economies like Brazil and China
took the lead role, but growth in those countries slowed as well. Economists caution that the US
economy remains fragile. And it's unclear if the US can lift up other struggling economies -- or will
be pulled down by them.

The optimists say the US can persist as an island of growth, in large part because of healthy
homegrown consumer demand. If consumer confidence remains high, the country can weather
global shocks — as it did during the Asian Financial Crisis in the late-1990s. Strong consumer
demand at home can even give a boost to other export-driven nations.

The US economy has been coming out of the recession by reliable consumer spending. But
Thursday’s data also came with an unexpected boost: The government, a negative drag in recent
years, is again lending a hand. In the latest quarter, it was a spike in defence spending that
provided the greatest lift. But more important, state and local governments — after a long period of
austerity — are now injecting significantly more money into the economy.

“The US is pretty well-insulated, mostly because exports play a fairly small role,” said Nariman
Behravesh, a chief economist at IHS. “By far, consumers are the most important factor, and the
good news is, US consumers are in pretty good shape as gas prices are down, home values are on
the rise, and there is an increasingly healthy debt-to-income ratio.”

Others say that the story of the economic recovery in the US is underway, yet uncertain. The US is
still vulnerable to unexpected global fluctuations — say, a larger-than-expected slowdown in China
and declining demand everywhere from France to Japan will trim US economic growth in the
coming quarters. Jobs are coming back, but millions are reluctantly accepting part-time work.

Adapted from www.washingtonpost.com, accessed on 23 Jul 2015
Extract 5: Federal Reserve still uncertain on when to raise interest rates

Total US job creation for 2014 hit 2.95m, the Labor Department figures showed. The strong job
growth data reinforce the growing evidence that the US is powering ahead of other large economies
and is likely to increase the gap in growth rates in the first half of this year.

Investors are betting that the US Federal Reserve will raise interest rates this summer. The figures
showed a better than expected fall in the US unemployment rate from 5.8% to 5.6%, ahead of
predictions of 5.7%. Economists have warned that as unemployment continues to fall to the rate the
Fed considers normal — between 5.2% and 5.5% — pressure will build for interest rates to
rise sooner rather than later.

However, the low level of inflation, which remains below the Fed'’s target of 2%, is still an area of
concern for the Fed.

Source: www.ft.com, accessed on 20 Jul 2015



Table 1: Selected US economic indicators from 2009 — 2014

2009 2010 2011 2012 2013 2014
0,
Real GDP (% 2.8 25 1.6 2.3 2.2 2.4
change)
Unemployment 93 9.6 8.9 8.1 74 6.2
rate (%)
Labour Force 154.2 153.8 153.6 154.9 155.4 155.9
(Millions)
Inflation rate (%) -0.4 1.6 3.2 2.1 15 1.6

Source: World Bank, US Bureau of Labour Statistics

Table 2: Trade Data between US and Rest of the World (Selected Countries) in 2014

Country Exports to US % of country’s | Imports from US | % of country’s

(in billions of GDP (in billions of GDP
UsD) USD)

Vietnam 30.6 16.5 5.7 3.1

Russia 23.6 1.2 10.7 0.5

UK 54.4 1.8 53.8 1.9

Singapore 16.4 5.3 30.5 9.9

Japan 133.9 2.9 67.0 15

Source: US Census Board & World Bank

Table 3: Russia: selected economic indicators 2010 — 2013

2010 2011 2012 2013
GDP growth (annual %) 4.5 4.3 34 1.3
Inflation, consumer prices (annual %) 6.9 8.4 5.1 6.8

0,

Unemployment, total (% of total labour 73 6.5 55 56
force)
Current account balance (BoP, current
US$ billion) 67.5 97.3 71.3 34.1

Source: The World Bank
Extract 6: Russia’s economy

Russia is one of the world's leading producers of oil and natural gas and is also a top exporter of
metals such as steel and primary aluminium. Russia's manufacturing sector is generally
uncompetitive on world markets and is geared toward domestic consumption. Russia's reliance on
commodity exports makes it vulnerable to boom and bust cycles that follow the volatile swings in
global prices.

The economy, which had averaged 7% growth during 1998-2008 as oil prices rose rapidly, was one
of the hardest hit by the 2008-09 global economic crisis as oil prices plummeted and the foreign
credits that Russian banks and firms relied on dried up. Slowly declining oil prices over the past few



years and difficulty attracting foreign direct investment have contributed to a noticeable slowdown in
GDP growth rates.

In late 2013, the Russian Economic Development Ministry reduced its growth forecast through 2030
to an average of only 2.5% per year, down from its previous forecast of 4.0% to 4.2%. In 2014,
following Russia's military intervention in Ukraine, prospects for economic growth declined further,
with expectations that GDP growth could drop as low as zero.

Faced with mounting uncertainty over the immediate future of the Russian economy, investors have
been piling out of the rouble. As a result, the rouble has fallen sharply against the dollar, hitting
record lows against the US currency.

In a drastic attempt to stem the rouble sell-off, Russia’s central bank raised interest rates to 17.5%

from 10.5%. It was the biggest one-day increase since the 1998 financial crisis that plunged Russia
into recession and shook stock markets around the world.

Source: CIA-The World Fact Book, The Guardian, 2015
Questions

(@ (i) Compare the trend of unemployment rate and inflation rate in the US from 2011 to
2014. [2]

(ii) Explain one possible reason for the US wanting to raise interest rates. [2]

(b) Explain the economic rationale for specialisation and exchange between US and its
trading partners. [4]

(c) (i) Explain how an increase in interest rate will cause the external value of the US
dollar to increase. [2]

(ii) With reference to Table 2, assess the extent to which standard of living in different
countries will improve with an increase in interest rate in the US. [8]

(d) (i) Explain why “the economic recovery in the US is underway, yet uncertain”. [4]

(ii) Discuss the relevance of the US economic recovery on whether the Russian
government should focus on lowering inflation. [8]

[Total: 30]



Section B

Answer one question from this section.

In Singapore, the retail price of a pack of 20 cigarettes has gone up from $2.80 in 1987 to
$11.00 in 2012 — almost a 300% increase.

Source: ASEAN Tobacco Tax Report Card, May 2013

(a) Using demand and supply analysis, explain the possible reasons for this significant
increase in price. [10]

(b) Discuss the effectiveness of the policies the Singapore government currently adopts to
improve resource allocation in the market for cigarettes. [15]
(a) Explain the key determinants of sustained growth in Singapore. [10]

(b) With reference to Singapore, evaluate the current policies to maintain sustained
economic growth. [15]

End of Paper



