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Conventions Used
1.

A dash – before an answer indicates that the answer is a separate answer, which may be considered
as independent of any other suggested answers to the question.

2.

A single forward slash / before an answer indicates that the answer is synonymous with that which preceded
it. Answers separated by a forward slash cannot therefore be taken as different answers.

3.

A double forward slash // is used to indicate where multiple answers are given but not all are required.

4.

Round brackets ( ) indicate material which is not considered to be essential in order to gain full marks.

5.

‘etc.’ is used in this marking scheme to indicate that other answers may be acceptable.
In all other cases, only the answer given or ‘words to that effect’ may be awarded marks.

6.

Answers which are given in this marking scheme should not be considered as the only possible answers that
may be accepted. Answers which are synonymous with or equivalent to those in this marking scheme are also
acceptable.

7.

Marks for diagrams are shown as follows (e.g. 0m, 3m, 6m), where 0m indicates the lowest possible
and 6m the highest.

Current Marking Scheme
Assumptions about these marking schemes on the basis of past SEC marking schemes should be avoided.
While the underlying assessment principles remain the same, the exact details of the marking of a particular
type of question may vary from a similar question asked by the SEC in previous years in accordance with the
contribution of that question to the overall examination in the current year. In setting these marking schemes, we
have strived to determine how best to ensure the fair and accurate assessment of students’ work and to
ensure consistency in the standard of assessment from year to year. Therefore, aspects of the structure, detail and
application of the marking schemes for these examinations are subject to change from past SEC marking schemes
and from one year to the next without notice.

Copyright
All rights reserved. This marking scheme and corresponding papers(s) are protected by Irish (EU) copyright
law. Reproduction and distribution of these materials or any portion thereof without the written permission of
the publisher is prohibited except for the immediate use within a classroom.
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Section A

100 marks

Answer six questions in Section A.
1.

In relation to the following economic ideas, match the economic idea with the associated economist.
(4 × 4m)
Economic Idea

2.

Economist

A Law of Comparative Advantage

1 Adam Smith

B Canons of Taxation

2 John Maynard Keynes

C Theory of Population and Food Supply

3 David Ricardo

D Liquidity Preference Theory

4 Thomas Malthus

ECONOMIC IDEA

A

B

C

D

ECONOMIST

3

1

4

2

Name the economic system (Free Enterprise, Mixed Economy or Centrally Planned) to which
each statement below best applies. (6m + 5m + 5m)
Statement

(16)

Economic system

Major government involvement in the economy.

–

centrally planned

The market system decides what to produce.

–

free enterprise

Production is carried out by the public sector and
the private sector.

–

mixed economy

2018.1 L.58/59_MS 4/80
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3.

(cont’d.)

Homelessness is a major social problem in Ireland, with the number of homeless people continuing
to increase.
(i)

(16)

Outline one economic reason for the increase in homelessness.
Any 1: (8m)
**

State (4m), Explain (4m).

–
–
–
–
–

growing demand for housing caused by increased population //
reduced supply of social housing due to less building of homes by local authorities //
reduced availability of rental properties //
rising rent costs, which are in excess of government rent supplements //
poverty / unemployment, leading to the inability of some people to pay the high rents for housing
in Ireland //
high personal debt during the recession, making it difficult for some people to meet their
mortgage repayments //
profit margin on new houses and apartments is too low to encourage property developers
to invest // etc.

–
–
**

(ii)

Accept other appropriate answers and material.

Outline one economic measure that the Irish government could take to help reduce the
number of people becoming homeless in Ireland.
Any 1: (8m)
**

State (4m), Explain (4m).

–

increase the availability of social housing - suitable housing acquired by the National
Asset Management Agency (NAMA) could be sold to local authorities to provide
affordable housing //
provide modular housing, which is cheaper and quicker to build, such as has been provided in
some areas of Dublin //
repair and supply boarded-up houses and apartments owned by local authorities //
increase provision of emergency short-term accommodation by local authorities //
increase subsidies for people on low incomes / increase rent supplements for people in receipt
of social welfare to make renting more affordable //
reduce taxation on construction / on rental income, which may lead to an increase in the supply
of rental properties //
introduce taxes / penalties for property owners who leave their properties vacant //
strengthen the regulations introduced in December 2015 to protect the security of tenure
of tenants and the regulations introduced in January 2017 to limit rent increases in
certain areas (Rent Pressure Zones) // etc.

–
–
–
–
–
–
–

**

2018.1 L.58/59_MS 5/80
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4.

(cont’d.)

The Irish government announced that a tax of 20–30c per litre on sugar-sweetened soft drinks
would be introduced on 1 April 2018.

(16)

Outline two possible economic advantages of this measure.
Any 2: (2 × 8m)

5.

**

State (4m), Explain (4m).

–

revenue for the state //
this tax would bring in revenue for the government and fund improved state services

–

reduce consumption of sugary drinks //
the tax would increase the price of sugary drinks, and this may act as a disincentive to
purchasing them

–

help fund health initiatives //
the revenue raised could be used to fund programmes which tackle obesity, particularly among
young people

–

reduce future health costs //
by helping to reduce current consumption, this may result in fewer health problems in the future,
leading to less expenditure on health

–

healthier population //
reduced consumption among the population will help to reduce obesity levels, thus making the
population healthier

–

opportunities for entrepreneurs // etc.
opportunities may occur for entrepreneurs to be innovative and supply
healthier alternatives

**

Accept other appropriate answers and material.

More students are deciding to avail of third level education in Ireland.
(i)

(16)

Outline one economic advantage of this development for the Irish economy.
Any 1: (8m)
**

State (4m), Explain (4m).

–
–
–

future employment prospects for these citizens may improve //
standard of living for these citizens may increase, resulting in increased economic growth //
workforce becomes more highly skilled / more productive / businesses may become
more efficient //
more educated workforce may help attract foreign direct investment (FDI) / encourage
entrepreneurship in Ireland //
more educated workforce may result in better / more enlightened decision making
by government //
towns / cities where third-level colleges are located may benefit from increased
economic activity //
more people availing of third-level education may result in a reduction in social
welfare payments // etc.

–
–
–
–
**
2018.1 L.58/59_MS 6/80

Accept other appropriate answers and material.
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Section A
5.

(cont’d.)

(cont’d.)
(ii)

Outline one possible opportunity cost of this decision for students.
Any 1: (8m)
**

State (4m), Explain (4m).

–

by attending third-level institutions, students are forgoing the opportunity to enter the workforce
after school and start earning a wage / salary //
by attending third-level institutions, students are forgoing the opportunity to start gaining
workforce experience / achievements at an early age, which may benefit their careers more
in the long term //
by attending third-level institutions, students are forgoing the opportunity to travel or take
a ‘gap year’ in which to broaden their life experiences / improve their personal
development / learn non-academic skills // etc.

–
–

**

6.

Accept other appropriate answers and material.

A firm produces 40 units each week. It receives €10,000 in total from the sale of these 40 units.
The firm pays the following costs:
Raw Materials: €3,100; Rent of Premises: €1,700; Wages: €2,400; Light and Heat: €800.

(17)

Calculate the following, showing your workings.
(i)

Total cost of producing 40 units.
–

(ii)

=

€3,100 (raw materials) (2m)
+ €1,700 (rent of premises) (2m)
+ €2,400 (wages) (2m)
+ €800 (light and heat) (2m)
€8,000 (2m)

=

€10,000 (sales revenue) (1m)
– €8,000 (total costs) (1m)
€2,000 (1m)

=

Total costs
Number of units produced

=

8,000
(2m)
40

=

€200 (2m)

Profit made on sales.
–

(iii)

total cost

profit made on sales

Cost of producing one unit.
(average cost)
–

2018.1 L.58/59_MS 7/80
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Section A
7.

8.

(cont’d.)

State three barriers to entry in monopoly markets.
–
–
–
–
–
–
–
–
–

Any 3: (6m + 6m + 5m)
legal restriction on competition / government confers sole right of supply on one firm //
ownership of a patent / copyright //
sole rights to raw materials //
economies of scale / an industry requires a large investment in capital //
firms may enter into trade agreements with other firms //
mergers / takeovers //
monopolies based on fear, force or threats - supply of illegal drugs //
limit pricing //
proliferation of brands on the market // etc.

**

Accept other appropriate answers.

(17)

Outline two economic problems which Less Developed Countries (LDCs) are currently experiencing.

(17)

Any 2: (9m + 8m)
**

State (4m + 4m), Explain (5m + 4m).

–

famine //
too frequently famine occurs, resulting in disease, deaths at an early age and high medical costs

–

uneven distribution of wealth //
in some LDCs a minority may control a large part of the country’s wealth, resulting in
widespread poverty

–

population growth //
population growth rates are very high, which puts increasing pressure on resources and on the
need for food, housing, health facilities, etc.

–

dependence on one crop //
some LDCs are over-dependent on one crop; the country may be subject to crop failure and/or a
wide variation in export prices

–

percentage of the population engaged in extractive / primary industries //
this is generally high, resulting in a poor standard of living

–

adverse / unfavourable terms of trade / restrictions on free trade //
countries may face low export prices and high import prices. LDCs may be prevented from
exporting to other countries, e.g. the EU has established quotas for certain goods

–

poor living conditions //
a large percentage of the population live in shanty towns with no water and poor sanitation

–

lack of capital //
LDCs lack the capital which is essential for economic development, resulting in an
inadequate infrastructure

–

high national / foreign debt //
LDCs often have very high levels of national debt. Their repayment uses up government revenue
and can cripple the economy

2018.1 L.58/59_MS 8/80
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Section A
8.

9.

(cont’d.)

(cont’d.)
–

per capita income for the majority of the population //
this is generally low, resulting in a poor standard of living and a consequent low demand for
goods and services

–

levels of education / literacy //
these are generally very low, which acts as an impediment to economic development, resulting in
high unemployment

–

war / political corruption / instability //
wars in LDCs disrupt the economy and do not allow ordinary economic activity to take place //
some LDCs’ spending on bureaucratic administration / military expenditure is excessive,
resulting in civil unrest

–

exploitation by multinational companies (MNCs) // etc.
this may take the form of low wage rates for workers and lack of care for the environment,
resulting in damage to the environment

**

Accept other appropriate answers and material.

Suppose the Apple iPhone X has a Price Elasticity of Demand (PED) of –2.6.
(i)

Explain what is meant by the negative (–) sign.
–
–

(ii)

(17)

Any 1: (10m)
this means that as the price of this good rises (5m), the quantity demanded falls (5m) //
this means that as the price of this good falls (5m), the quantity demanded rises (5m)

Circle the correct answer in each case to complete the following statement. (4m + 3m)
A 10% decrease in the market price of this Apple iPhone X will result in a fall / rise in the
quantity demanded by 26% / 2.6%.

2018.1 L.58/59_MS 9/80

Page 9 of 79

DEB
exams

2018 LC Economics [OL]
Section B

300 marks

Answer four questions in this section.
Section B
1.

Question 1

(75 marks)

The diagram below represents the long run equilibrium of a firm in Perfect Competition.

(30)

P
MC

AC

E

D = AR = MR

Q

(a)

Copy the diagram into your answer book.
(i)

Write out what each of the six underlined labels represents. (6 × 4m)
P
Q
AC
MC
AR
MR

(ii)

–
–
–
–
–
–

price
quantity
average cost
marginal cost
average revenue
marginal revenue

Equilibrium occurs at point E on the diagram.
Show on your diagram: (2 × 3m)

The output the firm will produce in equilibrium.

The price the firm will charge for this output.

(use label Q1)
(use label P1)

P
MC

P1

E

D = AR = MR

Q1

2018.1 L.58/59_MS 10/80
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(b)

Question 1 (cont’d.)
One of the characteristics of perfect competition is that perfect knowledge exists.
(i)

Explain the underlined term. (3m + 2m)
–
–

(ii)
(iii)

(21)

in the market every firm has full knowledge as to profits made by the other firms in
the industry
consumers are fully aware of the prices being charged for products

State two other characteristics of perfect competition.
Write brief notes on each of these two other characteristics.
Any 2: (2 × 8m)

2018.1 L.58/59_MS 11/80

**

State (4m), Explain (4m).

–

there are many buyers in the industry //
no individual buyer can influence, by his / her own actions, the market price of
the goods

–

there are many sellers in the industry //
no individual seller can influence, by his / her own actions, the market price of
the goods

–

free entry and exit //
companies already in the industry cannot prevent new companies from entering
the industry //
no barriers to entry exist within the industry //
it is possible for companies to enter or leave the industry as they wish // etc.

–

companies produce homogenous goods //
the goods that are supplied by the producers are identical goods //
companies do not advertise or use brand names in attempting to convince
consumers that their product is different // etc.

–

companies try to maximise profits //
the aim of each company is to produce that quantity where MC = MR //
each company will try to minimise costs // etc.

–

elastic supply of factors of production //
companies can acquire the scarce factors of production at existing prices //
scarcity of factors of production will not force prices upwards // etc.

–

no collusion in the market // etc.
buyers do not group together with other buyers to influence the price //
sellers do not group together with other sellers to influence the price at which the
product is sold // etc.

**

Accept other appropriate answers and material.
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Section B
(c)

Question 1 (cont’d.)
The prices of petrol and diesel have decreased in Ireland in recent years.
(i)

(24)

State and explain one reason for these price decreases.
Any 1: (4m)

(ii)

**

State (2m), Explain (2m).

–

falling international prices for oil //
decreasing demand coupled with increasing supply has caused international oil
prices to fall

–

increase in value of euro //
when the euro increases in value, it may be less expensive to buy oil on
international markets as it is priced in US dollars

–

availability of oil // etc.
relative political stability and lack of natural disasters affect the supply of oil and
may decrease price //
the US has considerably increased its domestic production over the last
few years // etc.

**

Accept other appropriate answers and material.

State and explain one economic effect which lower petrol and diesel prices may have on
each of the following:


Irish motorists
Any 1: (5m)



**

State (2m), Explain (3m).

–

decreased cost of transport //
this results in increased disposable income and a higher standard of living

–

increase in number of journeys //
as car journeys are cheaper, motorists may take more / longer journeys

–

less incentive to switch to more economical vehicles // etc.
motorists have less incentive to change to more economical / energy-efficient
vehicles such as electric cars

**

Accept other appropriate answers and material.

Irish economy.
Any 1: (5m)

2018.1 L.58/59_MS 12/80

**

State (2m), Explain (3m).

–

deflation //
decreased transport costs may be passed on to the consumer in the
form of lower prices

–

potential job increases // etc.
increased disposable incomes will increase consumer demand and may result
in job creation

**

Accept other appropriate answers and material.
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Section B
(c)

Question 1 (cont’d.)
(cont’d.)
(iii)

Outline two measures the Irish government could take to help further reduce the costs
for Irish motorists.
Any 2: (2 × 5m)

2018.1 L.58/59_MS 13/80

**

State (2m), Explain (3m).

–

decrease indirect taxation on petrol / diesel //
if VAT / excise duties were reduced, the cost of petrol / diesel would fall

–

reduce cost of NCT //
a national car test is required on older cars, which increases the costs for Irish
motorists. Reducing costs of the NCT test would reduce costs for Irish motorists

–

reduce car taxes //
if car taxes such as motor tax and vehicle registration tax were lowered, then Irish
motorists would face lower costs

–

reduce VAT on car repairs //
a reduction in VAT charges on car repairs would help reduce the costs for
Irish motorists

**

Accept other appropriate answers and material.
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Section B

Question 2

2.

The diagram below represents the market for tickets for the Harry Styles concert in the 3Arena.

(a)

(75 marks)

1

(21)

Supply

3
2
(i)

Copy the diagram into your answer book. Clearly label each of the lines 1 to 3. (3 × 3m)
1
2
3

(ii)

–
–
–

price
quantity
demand

Show on your diagram: (2 × 3m)

The market equilibrium price for the tickets (use label P1)

The market equilibrium quantity of the tickets (use label Q1).

1

Supply

P1
3
2

Q1

(iii)

Explain the relationship between the price of tickets and the supply of tickets, as shown
in the diagram. (6m)
–

2018.1 L.58/59_MS 14/80

as the price of tickets changes, the supply of tickets remains unchanged / fixed
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(b)

Question 2 (cont’d.)
The following factors cause either a demand curve or a supply curve to shift to the right
or to the left:

income levels in the economy fall

the price of a substitute good rises

the firm’s production technology improves.

(30)

In relation to each factor above, answer the following three questions:
(i)
State whether the demand curve or supply curve will shift. (3 × 4m)
(ii) State whether the curve you mention will shift to the right or the left. (3 × 3m)
(iii) Explain why the curve has shifted in the direction you have stated. (3 × 3m)


income levels in the economy fall
–
–
–



the price of a substitute good rises
–
–
–



shift in the demand curve
curve will shift to the right
consumers will switch consumption from the more expensive substitute good to this good,
as it has become relatively cheaper, so demand will increase

the firm’s production technology improves
–
–
–

(c)

shift in the demand curve
curve will shift to the left
consumers have reduced incomes with which to buy the good, so demand will fall
(assuming it is a normal good)

shift in the supply curve
curve will shift to the right
the firm’s ability to produce goods improves as its technology is more efficient, so supply
will increase

As consumers consume more units of a good, their marginal utility will eventually fall.
(i)

Explain the underlined term. (6m)
–

(ii)

2018.1 L.58/59_MS 15/80

(24)

marginal utility is the extra utility / satisfaction gained when you consume one extra unit
of a good

State one good a person may consume which may not result in a fall in marginal utility.
–
–
–
–

Any 1: (4m)
medicines //
cigarettes //
alcohol //
any addictive drugs // etc.

**

Accept other appropriate answers.
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Section B
(c)

Question 2 (cont’d.)
(ii)

(cont’d.)
Explain your answer.
–
–
–
**
**

(iii)

Any 1: (4m)
for medicine, each additional dose is as important as the previous one //
for addictive goods, the consumer may get the same utility from each extra
unit consumed //
for addictive goods, larger and larger quantities may be required to ‘fulfil the need’
of the consumer // etc.
Accept other appropriate answers.
Explanation must be appropriate to the good stated.

Complete the following table in your answer book. (3 × 2m)
Number of units consumed

1

2

3

4

5

6

Total utility in units

14

31

49

68

85

97

Marginal utility in units

14

17

18

19

17

12

State at what point diminishing marginal utility sets in.
–
–

Any 1: (2m)
after the 4th unit //
at the 5th unit

Explain your choice. (2m)
–

2018.1 L.58/59_MS 16/80

the marginal utility of the 5th unit (i.e. 17) is less than the marginal utility of the 4th unit
(i.e. 19)
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Section B

Question 3

3.

The factor of production labour receives a payment called wages.

(a)

(i)

(24)

Explain the underlined term. (5m)
–

(ii)

(75 marks)

labour is the human effort involved in the production of goods and services / output / in
the creation of wealth

State and explain one reason why a worker may choose to work fewer hours.
Any 1: (7m)

(iii)

**

State (3m), Explain (4m).

–

preference for more leisure time //
workers might prefer to increase their leisure time rather than their time
at work

–

desire not to pay higher tax //
workers may find that the extra tax paid does not make it financially worthwhile to
work extra hours

–

standard of living // etc.
the worker’s standard of living / quality of life may be satisfactory without having
to increase the number of hours worked

**

Accept other appropriate answers and material.

Explain the term occupational mobility of labour and outline one factor which
may influence a worker’s occupational mobility.


Explanation of occupational mobility of labour (5m)
–



the ability / ease of a worker to move from one job to another

Factors which may influence a worker’s occupational mobility
Any 1: (7m)
**

State (3m), Explain (4m).

–
–

availability of and access to affordable education courses //
availability of and access to training, retraining courses and courses to
update skills //
government policies that aid mobility, e.g. work permits, elimination of language /
cultural barriers, offering internship programmes, etc. //
there may be barriers to entry in some occupations, e.g. journalism, law,
medicine, etc. //
loss of seniority resulting from changing jobs, which affects pay, holiday
entitlements, etc., and so employees may be less inclined to change jobs //
workers may be so specialised that they find it difficult to adapt their skills to other
jobs and will have to retrain to find alternative employment // etc.

–
–
–
–
**

2018.1 L.58/59_MS 17/80

Accept other appropriate answers and material.
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(b)

Question 3 (cont’d.)
The national minimum wage in Ireland was increased from €9.25 to €9.55 in Budget 2018.
(i)

Explain the underlined term. (7m)
–

(ii)

(21)

the lowest (hourly) wage that employers must by law pay their employees

State and explain one economic effect which this increase may have on any two
of the following:
Any 2: (2 × 7m)






(c)

Supply of labour (7m)
**

State (3m), Explain (4m).

–

will increase - because as the wage rate increases, more people may be encouraged
to join the workforce as their rewards have increased

Demand for labour by individual firms (7m)
**

State (3m), Explain (4m).

–

may fall (in certain sectors) - because employers now face higher costs, resulting in
lower profitability, they may reduce their demand for workers

Rate of inflation in Ireland. (7m)
**

State (3m), Explain (4m).

–

will increase - with employers paying higher costs, they may pass these costs on to
consumers in the form of higher prices. Workers with higher disposable incomes
will increase their spending, and this will also tend to push prices up

**

Accept other appropriate answers and material.

An entrepreneur takes a risk in combining labour with the other two factors of production
in setting up a business.
(i)

2018.1 L.58/59_MS 18/80

(30)

State and explain the two factors of production, other than enterprise and labour. (2 × 5m)
**

State (2m), Explain (3m).

–
–

land - this is anything supplied by nature which helps in the production of output
capital - this is the man-made wealth / machinery used in the production of output

Page 18 of 79

DEB
exams

2018 LC Economics [OL]
Section B
(c)

Question 3 (cont’d.)

(cont’d.)
(ii)

Outline one reason why entrepreneurship is important for the Irish economy,
other than creating employment.
Any 1: (6m)

(iii)

**

State (3m), Explain (3m).

–

improves the balance of payments //
if the goods produced are exported, this will improve the balance of payments position

–

encourages further investment / economic growth (GNP) //
entrepreneurs put their money and skills into a business in the hope of making a profit,
which may encourage further investment in the economy, if successful

–

innovation: new products //
successful entrepreneurs may invest part of their profits into developing new products that
benefit society

–

helps generate tax revenue for the government / reduce current expenditure // etc.
entrepreneurs, by producing output, providing services and creating employment, help
generate tax revenue for the government, which helps fund state expenditure. The amount
of social welfare spending may be reduced

**

Accept other appropriate answers and material.

Outline two actions which the government could take to encourage entrepreneurship
in Ireland.
Any 2: (2 × 7m)
**

State (3m), Explain (4m).

–

enterprise education //
greater emphasis on enterprise education in schools and colleges could be encouraged, and
more individuals may be willing to take the risks involved

–

government policies //
if the government reduced corporation tax, then individuals may see the possibility of
greater profitability //
a reduction in VAT rates may increase demand for goods / services and provide greater
investment opportunities //
reduction of the regulations involved in setting up a business may encourage more people
to become entrepreneurs //
increase government grants and other incentives for establishing a business / create a
favourable business environment // etc.

–

labour market skills / training //
if the government improved worker skills through increased training / education, then this
increasingly skilled workforce may become entrepreneurs

–

develop the country’s infrastructure //
investment in infrastructure such as communications technology / broadband access,
transport, power, etc., makes it easier for people to start a business

–

promoting / maintaining stability in the banking sector // etc.
by stabilising the banks, the government may make it possible for the banks to provide
credit and so encourage people to borrow and establish a business

**

Accept other appropriate answers and material.
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Question 4

(75)

4.

A new series of €50 notes went into circulation throughout the Euro zone on 4 April 2017.

(20)

(a)

(i)

‘Money should be durable’. Explain this statement. (4m)
–

(ii)

(iii)

it should be capable of withstanding a lot of handling

State one other characteristic of money.
–
–
–
–
–

Any 1: (4m)
relatively scarce //
portable //
generally acceptable //
homogeneous //
divisible // etc.

**

Accept other appropriate answers.

In 2017 the euro currency increased in value relative to some other currencies.


State and explain one economic advantage of the euro (€) for the Irish economy.
Any 1: (6m)
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**

State (3m), Explain (3m).

–

low interest rates //
consumers have benefited from the lowest interest rates in Ireland for
many years

–

foreign travel //
no foreign exchange costs / no conversion charges apply to those travelling
to Euro zone member states

–

increased trade opportunities //
access to foreign markets within the Euro zone is easier, leading to greater
opportunities

–

exchange risk eliminated / easier payment for trading //
no devaluation or revaluation takes place, resulting in increased certainty in
international trade //
as no conversion charges apply to trade within the Euro zone, payments can
be made more cheaply // etc.

–

price comparisons // etc.
price comparisons across all Euro zone member states allow for
greater transparency

**

Accept other appropriate answers and material.
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Question 4 (cont’d.)

4.

(iii)

(a)

(cont’d.)


State and explain one economic disadvantage of the euro (€) for the Irish economy.
Any 1: (6m)

(b)

**

State (3m), Explain (3m).

–

exports from Ireland depend on the value of euro //
if the value of the euro increases, then exporting from Ireland to countries
outside of the Euro zone becomes more difficult //
the euro has risen significantly in value against the UK pound sterling, and
this is having a negative effect on Irish exporters to the UK, as their exports
are now dearer for UK consumers // etc.

–

economic policies dictated by EU //
the Irish government loses some of its independence in economic matters,
and the EU has a greater influence on Irish economic policy

–

adherence to EU agreements //
to continue membership of the euro, Ireland must reduce its deficit and
adhere to EU directives and regulations

–

loss of businesses // etc.
with the emergence of cheaper manufacturing areas outside the Euro zone,
some businesses have relocated to these areas, resulting in closures and job
losses within the Irish economy

**

Accept other appropriate answers and material.

The rate of DIRT is one factor which influences the level of personal savings.
(i)

What do the letters DIRT stand for? (8m)
–

(ii)

Deposit Interest Retention Tax

Explain the underlined term. (6m)
–

(iii)

(30)

that part of a person’s income which is not spent

State and explain two factors, other than the rate of DIRT, which may influence
a person’s decision to save.
Any 2: (2 × 8m)
**

State (4m), Explain (4m).

–

interest rates //
if the interest rates being offered by the financial institutions are considered low by
the potential saver, then a person may decide not to save //
if the rate of interest is higher than the rate of inflation, this may encourage people
to save // etc

.
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Question 4 (contd.)

4.

(iii)

(b)

(c)

(cont’d.)
–

income levels //
the greater a person’s level of income, the greater his / her ability to save

–

level of inflation //
inflation results in a reduction in the real rate of return on savings //
inflation means that you must spend more to buy goods and services, and so your
ability to save is diminished // etc.

–

level of social welfare benefits //
if the levels of social welfare benefits provided by the state are very good, this may
discourage people from saving as they know that the state will provide adequately
for them

–

tax levels //
if rates of income tax decrease, then disposable incomes rise, and this may result in
a greater ability to save

–

future expectations / confidence in the economy //
if people are concerned about the future of the economy, this may result in a loss of
consumer confidence and people may be encouraged to save

–

demands on disposable income // etc.
younger members of society may face greater demands on their income, e.g.
repaying mortgages, etc., and therefore have less income for saving //
older members of society may have repaid their mortgages and so have more
disposable income for saving // etc.

**

Accept other appropriate answers and material.

In June 2017 the Irish government sold 29% of its stake in Allied Irish Bank (AIB).
(i)

(ii)

(25)

Name two commercial banks, other than AIB, operating in Ireland.
–
–
–
–

Any 2: (2 × 3m)
Bank of Ireland //
Permanent TSB //
Ulster Bank //
KBC Bank // etc.

**

Accept other appropriate answers.

State and explain two functions of commercial banks.
Any 2: (2 × 6m)
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**

State (3m), Explain (3m).

–

saving facilities //
commercial banks offer security for depositors’ funds and pay interest on
their savings
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Question 4 (cont’d.)

4.

(ii)

(c)

(iii)

(cont’d.)
–

lending money //
a range of loans, overdrafts and mortgages are provided by commercial banks

–

operating cheque system / current accounts //
they enable the business community and the general public to make payments by
cheque / they provide an efficient clearing system for cheques

–

24-hour banking service //
this service is operated through a variety of methods including ATMs, telephone
banking and internet banking

–

computerised transfer of money / automated bill payment //
included in the range of automated fund transfer facilities offered by commercial
banks are standing orders, direct debits, credit transfers, PayPath, etc.

–

foreign exchange // etc.
commercial banks have a range of facilities which enable international traders and
the public to make or receive payments in foreign currencies, e.g. eurocheques,
foreign currency, etc.

**

Accept other appropriate answers and material.

Outline one economic reason why commercial banks should be regulated.
Any 1: (7m)

2018.1 L.58/59_MS 23/80

**

State (3m), Explain (4m).

–

to protect consumers //
regulation will ensure that the interests of the banks’ customers are protected and
that savers’ deposits are secure

–

to ensure that they operate proper lending policies //
regulation will ensure that the banks follow correct lending procedures and that
excessive / reckless lending is avoided

–

for banking system stability //
regulation will ensure that the banking system should remain stable

–

for economic stability / to maintain confidence in banking system //
proper regulation may ensure that the banks operate efficiently, resulting in public
confidence in the banking system / allow for the flow of credit and for growth of the
economy / prevent a ‘run on the banks’ developing

–

less need for government intervention // etc.
if the banks are properly regulated, then there will be less need for the government
to become involved, as it had to do with the guarantees for savers’ deposits, the
nationalisation of Anglo Irish Bank and the setting up of NAMA

**

Accept other appropriate answers and material.
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Question 5

5.

Explain any three of the following:

(a)

(75 marks)
(24)

Any 3: (3 × 8m)


Consumption
–



Investment
–



(b)

the production of capital goods / increase in the capital stock of the economy

Transfer payments
–
–



income which is spent on goods and services

Any 1:
money received without the supply of goods or services //
payment for which no factor of production is supplied, e.g. state pension,
student grants, etc. // etc.

Income-in-kind.
–

income received in a form other than cash (non-monetary form), e.g. company car

**

Accept other appropriate material.

One method for calculating National Income is the output method.
(i)

Explain the underlined term. (6m)
–

(ii)

income earned by the permanent residents of a country from current economic activity in
one year

Name the two other methods used to calculate National Income. (2 × 5m)
–
–

(iii)

(30)

income method
expenditure method

State and explain two possible uses of National Income statistics for a country.
Any 2: (2 × 7m)
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**

State (3m), Explain (4m).

–

changes in the level of economic growth //
national income statistics will inform us about the rate of economic growth within
the country from one year to the next

–

changes in standard of living //
if national income is rising, then we may deduce that the standard of living within
the country is rising (assuming that costs / prices are not rising faster than
national income)
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Question 5 (cont’d.)

5.

(iii)

(b)

(c)

(cont’d.)
–

changes to employment levels //
an increase in GNP results in an increase in demand, which should translate into
more jobs

–

international comparisons //
Ireland’s national income statistics allow comparisons to be made with other
countries as to the rate of economic growth

–

distribution of income //
an examination of the statistics will give us a general indication of the distribution
of incomes between different sectors in the country, e.g. agricultural sector, etc.

–

contribution of government //
the statistics will tell us the overall contribution made by the government to the
national income within the country

–

negotiation of social partnership agreements // etc.
the statistics indicate the rate of economic growth, which can be used as a basis for
negotiations in future social partnership agreements

**

Accept other appropriate answers and material.

The ‘multiplier effect’ tells us by how much National Income will increase, following a given injection
into the economy (e.g. an increase in government spending).
(21)
(i)

State and explain two economic effects which an injection may have on an economy.
Any 2: (2 × 7m)
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**

State (3m), Explain (4m).

–

increased demand //
an injection will lead to an increase in the demand for goods and services within
an economy

–

increased employment //
increased spending should lead to the creation of more jobs within an economy

–

increased inflation //
with higher spending, there will be pressure on prices to increase

–

increased savings //
higher demand will result in higher incomes, and part of these incomes may
be saved

–

increased imports //
with higher spending on goods and services, the demand for imports will increase
(due to MPM)

–

government revenues // etc.
an injection which increases spending and employment will result in increased
taxation revenues

**

Accept other appropriate answers and material.
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Question 5 (cont’d.)

5.

(cont’d.)

(c)

(ii)

Given the following information:
National Income is €800m; The Multiplier is 2; Injection of €30m.
Calculate the new level of National Income. Show your workings. (7m)
–

2018.1 L.58/59_MS 26/80

€30m (1m) × 2 (1m) = €60m (1m) + €800m (1m) = €860m (3m)
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6.

Irish people attending the 2018 FIFA (soccer) World Cup in Russia is an example of an invisible import
for Ireland.
(20)

(a)

(i)

(75 marks)

Distinguish between a visible import and an invisible import.
Visible import (5m)
–

this is the purchase of a foreign good by a person in Ireland (money leaves Ireland)

Invisible import (5m)
–

(ii)

this is the purchase of a foreign service by a person in Ireland (money leaves Ireland)

State and explain two reasons why imports are important for the Irish economy.
Any 2: (2 × 5m)

(b)

**

State (2m), Explain (3m).

–

more choice for consumers / higher standard of living //
consumers have a larger selection of goods and services available to them, e.g.
exotic fruits, foreign holidays, etc.

–

raw materials unavailable in Ireland //
certain raw materials are not available in Ireland and must be imported, e.g. oil.
Our climate is unsuitable for the production of certain crops, e.g. oranges

–

employment in the distribution sector //
the importation of goods requires people to help in their importation, processing and
distribution. Imports create jobs in those sectors

–

tax revenue for the state //
if the government places tariffs on some imports, then this will generate revenue for
the State

–

small domestic market // etc.
due to the small Irish market, certain products cannot be produced economically
and so must be imported, e.g. cars

**

Accept other appropriate answers and material.

‘In the seven months to the end of July 2017, the total number of trips to Ireland increased
by 3.1% when compared with the same period in 2016.’
(Source: www.cso.ie, August 2017)
(25)
(i)

State and explain two economic advantages of an increase in tourism for the Irish
economy.
Any 2: (7m + 6m)
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**

State (3m + 3m), Explain (4m + 3m).

–

increased employment //
more jobs will be created in the hotel, restaurant and catering industries, etc.
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6.

(i)

(b)

(ii)

(cont’d.)
–

increased income / GNP //
tourists spend income in Ireland, and this increases the circular flow of income

–

benefits to businesses within the tourism sector //
hotel, restaurants and pubs will face a less uncertain future, and demand for their
services will increase

–

tax revenues //
increased employment will boost direct tax revenues, and increased spending will
boost indirect tax revenues

–

international reputation //
Ireland’s profile as a holiday destination is improved, and more tourists may be
attracted to Ireland

–

spin-off industries benefit // etc.
suppliers to the hospitality and tourism sector will experience increased demand,
leading to increased sales and profits

**

Accept other appropriate answers and material.

State and explain two economic factors which people might consider if they were
deciding whether to visit Ireland in 2018.
Any 2: (2 × 6m)
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**

State (3m), Explain (3m).

–

price / availability of air transport //
the cost of travelling to Ireland, if competitive, may encourage visitors to travel //
the availability of low-cost air fares would benefit Ireland //
the more carriers that fly here, the greater the number of visitors may be // etc.

–

prices of accommodation / food / cost of living //
if these are high relative to other countries, then they may act as a disincentive to
holiday here

–

VAT levels //
the rates of VAT that apply to different types of goods and services affect the prices
paid by tourists for these

–

cost of visas //
the costs of visas for non-EU citizens visiting Ireland may be a factor in their
decision to come

–

quality of services //
if the service provided is high-quality, then this may attract more people to Ireland
if visitors feel welcome, then they may be more likely to return // etc.

–

advertising / promotion //
television and internet advertising may attract people to visit Ireland //
events such as The Gathering in 2013 may encourage more tourism //
special promotions could be offered by the tourism industry for different groups,
e.g. senior citizens, etc. // etc.
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6.

(ii)

(b)

(c)

(cont’d.)
–

range of services / activities available //
hotels / service providers could provide special programmes which target certain
sectors, e.g. holidays for single people, golfers, etc.

–

exchange rate / value of the euro //
the value of the euro compared to the US dollar and UK sterling will determine how
expensive Ireland is as a tourism destination //
the value of the euro against sterling is currently high, and this may discourage UK
tourists from visiting Ireland // etc.

–

peaceful country // etc.
with conflicts in traditional holiday destination such as Turkey and Egypt and
terrorist attacks in some other European countries, Ireland may be seen as a
peaceful country, and this may encourage people to choose Ireland as
a destination

**

Accept other appropriate answers and material.

‘Many businesses are concerned about the potential impact of tariffs on trade and lengthy
border stops after Brexit is complete.’
(Source: www.rte.ie, March 2017)
(30)
(i)

Explain the term tariff. (6m)
–

(ii)

(iii)

this is a tax on imported goods

State two other methods which governments could use to restrict free trade.
–
–
–

Any 2: (2 × 5m)
quotas //
embargoes //
administrative barriers // etc.

**

Accept other appropriate answers.

Outline two reasons why governments may wish to restrict free trade.
Any 2: (2 × 7m)
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**

State (3m), Explain (4m).

–

protect domestic industries //
young industries may have a difficult time competing with established industries in
other countries, and the government may choose to protect them by limiting
competitive imports

–

protect domestic employment //
foreign competition may lead to job losses; by limiting imports, such jobs may
be protected
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6.

(iii)

(c)

2018.1 L.58/59_MS 30/80

(cont’d.)
–

protection against cheap-labour economies //
domestic firms may not be able to compete with those countries that gain their
competitive advantage by paying workers low wages; the government may restrict
imports from these countries

–

national security //
free trade could result in the spread of animal diseases, e.g. foot and mouth disease;
during such crises the government banned the importation of cattle to protect this
vital industry

–

revenue for the government //
customs duties will result in an increase in taxation revenue for the State

–

production of strategic goods //
the production of certain commodities which a country deems essential to the
operation of the economy (e.g. energy, food) may be safeguarded from competition
to ensure continuity of supply

–

protect the balance of payments //
a government may wish to restrict imports to protect the balance of payments and
prevent it moving towards a deficit

–

for political reasons // etc.
a country / trading bloc may decide to impose trade barriers if one of its trading
partners has done the same to it //
sanctions in the form of trade barriers may be used by countries / groups of
countries to incentivise political change in another country, e.g. US sanctions
against Cuba, UN sanctions against North Korea // etc.

**

Accept other appropriate answers and material.

Page 30 of 79

DEB
exams

2018 LC Economics [OL]
Section B

Question 7

7.

In Budget 2018 the government reduced some of the rates of USC.

(a)

(i)

(21)

What do the letters USC stand for? (7m)
–

(ii)

(75 marks)

Universal Social Charge

Explain one possible economic effect which the reductions in the rates of USC may have
on any two of the following:
Any 2: (2 × 7m)


Government current budget deficit
Effect
–
–

Any 1: (3m)
may decrease //
may increase (in the longer term)
Reason

–
–
–



Any 1: (4m)
if there is no increase in employment, then the level of revenue from Universal
Social Charge will fall //
if there is an increase in employment, then the level of revenue from Universal
Social Charge will rise //
the level of indirect tax revenues may rise if the level of spending rises due to
consumers having higher disposal incomes // etc.

Level of employment in Ireland
Effect (3m)
–

may increase
Reason

–
–



Any 1: (4m)
if spending increases, this may boost demand, and so employment
may increase //
as disposable incomes increase, employees may moderate wage demands, costs
may fall, and this may lead to increased demand for employees // etc.

Level of emigration from Ireland.
Effect (3m)
–

may decrease
Reason

2018.1 L.58/59_MS 31/80

–
–

Any 1: (4m)
greater disposable incomes may encourage workers to remain in Ireland //
if demand rises due to higher disposable incomes, further job opportunities may
result, so there will be less need to emigrate // etc.

**

Accept other appropriate answers and material.
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Question 7 (cont’d.)
‘Ireland’s national debt per capita is the second highest in the world at €42,000–€44,000 each.’
(Source: Irish Independent, July 2017)
(30)
(i)

Explain the term national debt. (7m)
–

(ii)

State one reason why Ireland’s national debt is high.

–
–

Any 1: (7m)
borrowing by the State for current budget deficit purposes (due to reduced tax revenues /
increased current spending during the recession) //
borrowing by the State for infrastructural projects //
borrowing to finance the State’s bailout of the banks // etc.

**

Accept other appropriate answers.

–

(iii)

the total amount of government borrowing which is outstanding

State and explain two economic disadvantages of Ireland’s high national debt.
Any 2: (2 × 8m)

2018.1 L.58/59_MS 32/80

**

State (4m), Explain (4m).

–

annual interest repayments //
our high national debt means that the country must meet the annual cost of repaying
our national debt

–

increased burden on taxpayers //
the government may have to consider increasing future taxes, introducing new
taxes, etc., resulting in a lower standard of living for citizens

–

risk to provision of public services / cuts in government spending //
the government may have to consider cutting spending on public services, resulting
in a deterioration in the provision of some services, e.g. the health service,
education service, etc.

–

circular flow of income //
with more money leaving the country, a lower amount remains here, thereby
reducing the circular flow of national income. This may have a negative effect on
economic activity

–

reduced public confidence //
citizens’ confidence in the economy may decline, resulting in reduced spending,
which would reduce economic growth

–

opportunity costs involved //
with funds being used to meet the annual interest repayments, the government has
less funds available for other purposes

–

diminished international credit rating // etc.
the fact that Ireland is seen to have a high national debt means that our credit rating
is lower than it was before the recession

**

Accept other appropriate answers and material.
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Question 7 (cont’d.)
‘Unemployment has fallen to a new post-crash low of 6.1 per cent.’
(Source: Irish Times, October 2017)
(24)
(i)

State one method of measuring unemployment in Ireland.
–
–

(ii)

Any 1: (8m)
Live Register //
Quarterly National Household Survey

Discuss one economic effect which a fall in unemployment may have on any two of the
following:
Any 2: (2 × 8m)


Retailers in Ireland
Any 1: (8m)



**

State (4m), Explain (4m).

–

increased profits //
more employment leads to increased spending power //
sales increase, and so too will profits // etc.

–

expansion // etc.
retailers may be able to expand / continue in production

Government finances
Any 1: (8m)

2018.1 L.58/59_MS 33/80

**

State (4m), Explain (4m).

–

increased tax revenues //
increased employment will result in increased income tax revenues //
corporation tax will increase if profits rise //
VAT / excise duties should increase with increased spending // etc.

–

reduced social welfare spending //
expenditure on social welfare should fall if employment rises

–

reduced state borrowing //
the improvement in the State’s finances may mean that the level of state
borrowing will fall

–

reduced spending on social problems / health // etc.
fewer resources should be required to combat anti-social behaviour due to
boredom and poverty //
there may be fewer health issues like depression, etc., as people are happier
in work; this may lead to reduced spending on healthcare // etc.
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Question 7 (cont’d.)
(ii)

(cont’d.)


Ireland’s Balance of Trade (i.e. visible exports less visible imports).
Any 1: (8m)
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**

State (4m), Explain (4m).

–

increased imports //
spending power increases, and thus imports of consumer goods may rise

–

increased imports of raw materials //
businesses may expand and require increased imports of raw materials

–

increased exports // etc.
if unemployment is falling, this may suggest that businesses are expanding,
and so they may be exporting more

**

Accept other appropriate answers and material.
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Question 8

8.

The Irish economy is forecast to grow by 3.9% in 2018.
(Source: European Commission, Autumn Economic Forecast – Ireland)
(25)

(a)

(i)

State one measure of economic growth.
–
–

(ii)

(75 marks)

Any 1: (7m)
Gross National Product / GNP //
Gross Domestic Product / GDP

State and explain two possible economic advantages of the above development
for the Irish economy.
Any 2: (2 × 6m)
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**

State (3m), Explain (3m).

–

increased employment //
a rise in economic growth will lead to increased demand for goods and services,
with more labour being demanded to produce these

–

improved government finances //
with a rise in spending, indirect tax revenue rises; more people at work will result in
an increase in direct tax revenue; expenditure on social welfare
should fall

–

effects on balance of payments //
if the extra economic growth results from increased output and if some of this
output is exported, then our balance of payments position improves

–

improved standard of living //
higher economic growth results in increased wealth in the economy, allowing us to
buy more goods and services / a reduction in poverty

–

effects on emigration //
if job opportunities exist, then people who had planned to emigrate may remain, and
more immigrants may be attracted to the economy, thereby increasing the demand
for new goods and services

–

investment opportunities // etc.
rising economic growth indicates a growing economy, and this may attract
more investment

**

Accept other appropriate answers and material.
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Question 8 (cont’d.)
(cont’d.)
(iii)

Outline one possible cost of economic growth.
Any 1: (6m)
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**

State (3m), Explain (3m).

–

pressure on housing market //
the rise in economic growth may increase spending power, and this may cause
further increases in house prices

–

demand for wage increases //
workers may demand pay increases to compensate for pay reductions in recent
years, e.g. this is currently the case in the transport sector

–

revised expectations of citizens //
during a period of economic growth, expectations may change and may conflict
some citizens may wish to see more investment in infrastructure or improved state
services, while others may prefer to see a reduction in taxation

–

increased demand for imports //
an increase in economic growth increases incomes and spending power, and
demand for imports may rise, worsening the balance of payments position

–

inflationary pressures //
with the rise in the level of economic activity, the level of demand inflation
will rise

–

inequitable distribution of wealth //
rising economic growth may increase the wealth of the wealthy disproportionately
while poverty may continue to exist in Ireland, e.g. homelessness, lack of state
services, etc.

–

labour shortages //
the rise in demand for goods and services may increase the demand for labour in
certain sectors, resulting in labour shortages

–

pressure on state infrastructure //
higher economic growth results in greater demand for scarce resources, e.g. greater
demand for motorways, etc.

–

social / environmental costs // etc.
economic growth may have social costs such as traffic congestion / urban sprawl,
and the increased production / consumption may lead to greater environmental
damage to the country, as well as adding to the problem of global climate change

**

Accept other appropriate answers and material.
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Question 8 (cont’d.)
The government is considering abolishing employers’ mandatory retirement ages,
to allow people to continue to work if they choose to.
(i)

(20)

Outline one reason why the government may abolish employers’ mandatory
retirement ages.
Any 1: (8m)

(ii)

**

State (4m), Explain (4m).

–

people living longer //
as people are living longer / in better health for longer, they may wish to work
longer, and this allows for people to continue working

–

close ‘pension gap’ //
the age to qualify for the state pension is currently 66 (rising to 68 in 2028). If
employers are allowed to force employees to retire at less than age 66, those retirees
will have no employment income and no entitlement to the state pension

–

retain experienced workforce //
increasing the retirement age means that experienced workers are retained, and this
may result in greater efficiencies in the workplace / better delivery of public
services / reduced training cost for new workers

–

reduce costs of services for ‘older’ people // etc.
people will retire at an older age, and this saves the government the cost of
providing services for these people. The government also continues to earn tax
revenue from their continued employment

**

Accept other appropriate answers and material.

State and explain one possible economic effect which this may have on each
of the following:


Irish labour market
Any 1: (6m)
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**

State (3m), Explain (3m).

–

reduced job vacancies / increased competition for jobs //
this may lead to increased unemployment for those seeking jobs, e.g.
graduates, school leavers, etc. //
there may be increased competition among workers for limited
job vacancies // etc.

–

days lost due to illness //
as the workforce gets older, there may an increase in sickness / illness,
resulting in days lost

–

productivity //
older workers may be more skilled / trained / experienced and so may be
more productive //
alternatively, they may become tired, and so productivity may fall // etc.

–

lower training costs (in the short term) // etc.
with fewer workers retiring, the costs of training new workers may fall

**

Accept other appropriate answers and material.
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(b)

Question 8 (cont’d.)
(ii)

(cont’d.)


Consumer spending.
Any 1: (6m)

(c)

**

State (3m), Explain (3m).

–

increased spending by those retained workers //
wages / salaries provide more disposable income, and so their spending
may increase

–

changed pattern of spending // etc.
due to the changed composition of the workforce, the pattern of spending
may change

**

Accept other appropriate answers and material.

The government has committed to spending an extra €1.5bn on infrastructure between 2019
and 2021.
(Source: Department of Finance, Summer Economic Statement, July 2017)
(30)
(i)

(ii)

Explain the underlined term.
–
–
–

Any 1: (6m)
goods / services which are essential for the smooth running of an economy //
goods / services which industry requires to function properly //
capital equipment used to supply publicly available services // etc.

**

Accept other appropriate material.

State and explain two reasons why improvements in infrastructure are important for
the Irish economy.
Any 2: (2 × 6m)
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**

State (3m), Explain (3m).

–

to improve quality of life //
when our infrastructure improves, we can avail of better roads, a clean water supply
and improved broadband access; these help to improve the way we live

–

to protect the environment //
investment in a good public transport system will reduce private car use, reducing
fuel emissions and pollution

–

to improve productivity / efficiency //
firms face fewer delays in production / distribution, and so they can achieve
increased output

–

to maintain economic growth //
as output and incomes increase, this leads to further demand, employment
creation and further increases in incomes

–

to attract investment // etc.
as our infrastructure improves, foreign firms may see Ireland as a more
attractive location

**

Accept other appropriate answers and material.
Page 38 of 79

DEB
exams

2018 LC Economics [OL]
Section B
(c)

Question 8 (cont’d.)
(cont’d.)
(iii)

Outline two areas of infrastructure which you consider need further investment and
explain the reasons for your choices.
Any 2: (2 × 6m)
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**

State (3m), Explain (3m).

–

hospitals //
as there is an overcrowding problem in hospitals, with many patients on trolleys, the
government should build more hospitals or extend existing ones to cater for the
increased numbers using them

–

schools //
with the increase in population, there will be greater need for primary and
secondary education, so the government should build more schools

–

broadband //
access is not uniform throughout the country, and so the government needs to invest
so that all citizens have access to high-speed broadband

–

public transport // etc.
to make travelling / commuting times shorter and improve the mobility of
citizens / workers //
to reduce the amount of car use and protect the environment // etc.

**

Accept other appropriate answers and material.
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Answer six questions in Section A.
The diagram below shows a firm operating under conditions of perfect competition in the short run.
(a)
What is represented by the lines numbered 1 to 3?
Use the answer box provided. (3 × 2m)
1.
2.
3.

Marginal Cost
Average Cost
Average Revenue / Marginal Revenue / Demand

Price / Cost

1.

(16)

1

2
3

Quanty

(b)

Outline two advantages of perfect competition.
Any 2: (2 × 5m)

2.

**

State (2m), Explain (3m).

–

low prices //
the firm sells its products at the lowest possible prices

–

efficient //
the firm produces at the lowest point of average costs so there is no waste of
scarce resources

–

no advertising //
as the goods are homogeneous, there is no need for wasteful advertising

–

normal profits earned // etc.
because freedom of entry exists, no firm will continue to earn supernormal profits / SNPs
in the long run as new firms will enter / no exploitation of consumers

**

Accept other appropriate answers and material.

Explain why ‘choice’ is fundamental to the study of economics. (6m + 5m + 5m)
–
–
–

(16)

in economics, resources are limited / finite / scarce and have alternative uses
however, wants are unlimited / infinite
as a result, choices must be made, and these choices involve an opportunity cost

2018.1 L.58/59_MS 41/80

Page 41 of 79

DEB
exams

2018 LC Economics [HL]
Section A
3.

(cont’d.)

Outline two reasons why small firms survive in the Irish economy.

(16)

Any 2: (2 × 8m)
**

State (4m), Explain (4m).

–

small size of market / scale of operation //
the restricted size of the market may not facilitate the operation of large-scale business, e.g. in
a rural area a small shop may be viable while a large supermarket may not be

–

personal service //
consumers may desire personal attention in the provision of goods or services, and a small firm
may be the only type of business which can provide this, e.g. a plumber providing repair services
to households

–

consumer loyalty //
a small firm may have built up a reputation over the years in the provision of goods and services
to its customers, and consumers may respond by giving their loyalty to that firm, making it
difficult for other firms to gain a foothold

–

desire of citizens to maintain a viable community //
citizens in smaller communities may support local businesses so that the continuity of supply
is ensured, thus helping to maintain a viable community

–

traditional / niche markets //
the type of product / service being supplied might make it more suitable for a small firm,
e.g. wedding planners, handmade / craft products, perishable products

–

exclusive nature of commodity being provided //
unique or one-off goods such as designer-made wedding dresses are suitable only for small,
exclusive firms

–

transport costs //
heavy goods which are costly to transport may be manufactured locally on a small scale to supply
nearby markets, e.g. the manufacture of concrete blocks in areas that service
local markets

–

availability of capital //
small firms may find it very difficult to get the finance to expand their operations, and hence the
business remains small

–

membership of voluntary groups // etc.
some firms producing on a small scale may offset the disadvantage they have in competition with
large producers by a joint marketing strategy with other small suppliers - hotel groups,
individually owned grocery shops trading under a shared name (Spar, Centra, etc.)

**

Accept other appropriate answers and material.
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(cont’d.)

The table below shows the annual average level of income in a country and the corresponding
demand for Product A for two years.
Year
Year 1
Year 2
(a)

Income (€)
54,000
66,000

100
 12,000

×

(1m)
100
×
 12,000

54,000  66,000
150  250

(2m)
–

=

–

= +2.5 (2m)

(4m)
120,000
400

Using your knowledge of YED, explain the economic meaning of the figure you calculated
in (a) above. (4m + 3m)
–
–

5.

Product A (units)
150
250

Calculate the income elasticity of demand (YED) for Product A. (Show your workings.)
–

(b)

+ sign - this is a normal good
2.5 - this is a luxury good as the good is income elastic (>1). The percentage increase in quantity
demanded is greater than the percentage increase in income / as income rises, consumers spend
proportionally more on the good

In 2017 the Irish Government sold almost 29% of its 99% stake in AIB, and it intends
to fully privatise the bank in the coming years.
Outline one possible economic advantage and one possible economic disadvantage of this course
of action.


(16)

(16)

Economic advantage
Any 1: (8m)
**

State (4m), Explain (4m).

–

revenue for the state //
the sale raised c. €3.4bn for the exchequer. The government can use this revenue to
reduce its borrowings or reduce taxes / increase public spending

–

reduces state interference //
too much state involvement in commercial businesses such as banks may discourage
domestic / international investors

–

less pressure on the government finances //
there is a reduced requirement for on-going government investment in AIB

–

shareholders benefit //
those who held shares in AIB before the government effectively nationalised it should see
the value of their shareholdings increase

–

profit motive increased // etc.
with more of the bank in private hands, the pressure to improve services, achieve
efficiencies and maximise profits may be increased

**

Accept other appropriate answers and material.
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(cont’d.)

(cont’d.)


Economic disadvantage
Any 1: (8m)

6.

**

State (4m), Explain (4m).

–

may have been sold too cheaply //
to ensure that the sale was a success, the government may have priced its AIB shares too
cheaply and thereby missed an opportunity to gain more revenue for the exchequer

–

may reduce availability of credit //
with more of the bank in private hands, it may mean that less credit flows to those
individuals and businesses that require it

–

employment / consumer protection //
jobs that had been protected by state intervention may come under threat. Consumers may
be offered less protection than when more of the bank was in state hands

–

cost of the sale //
during the privatisation process, all costs in preparation for such a sale, legal work, etc.,
must be paid for by the taxpayer

–

threat to continued provision of banking services to the community / foreign ownership // etc.
bank may not continue to provide retail services to local communities if these are no
longer profitable / social objective
with the sale of a state-owned asset, overseas buyers may become the owners of an Irish
company, and so control of the asset may go outside the state // etc.

**

Accept other appropriate answers and material.

State three areas of responsibility of the National Treasury Management Agency (NTMA).

(17)

–

Any 3: (6m + 6m + 5m)
borrowing on behalf of the Irish government / sale of government bonds //
managing the Irish national debt on behalf of the government //
managing the Ireland Strategic Investment Fund, previously the National Pension Reserve Fund //
managing other government funds such as the Social Insurance Fund and the Dormant
Account Fund //
borrowing on behalf of the Housing Finance Agency //
providing financial advice, possibly funding, and providing guarantees for all major public
investment projects carried out by the National Development Finance Agency operating through
the NTMA //
providing a Central Treasury Service for taking of deposits from and lending to local government
bodies, and liquidity management for the Central Bank and the Financial Services Authority
of Ireland //
management of personal injuries claims brought against government departments and other
state authorities / the state’s Clinical Indemnity Scheme managed by the NTMA as the State
Claims Agency //
through NewERA, providing centralised financial and commercial advisory services to the government
with respect to state bodies including ESB, Irish Water, EirGrid and Coillte //
providing staff and business support services to the National Asset Management Agency and the
Strategic Banking Corporation of Ireland //
acting as Ireland’s agent for the purchase of carbon credits // etc.

**

Accept other appropriate answers and material.

–
–
–
–
–
–
–
–
–
–
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(cont’d.)

The Irish Government is considering introducing a recycling deposit scheme, where consumers would receive
a refund for returning bottles and cans.
Outline two economic advantages of introducing such a scheme.
(17)
Any 2: (9m + 8m)

8.

**

State (5m + 4m), Explain (4m + 4m).

–

money back for consumers //
consumers would benefit economically by receiving potentially 10c per bottle / can

–

lower landfill costs //
it would lead to fewer bottles / cans being sent to landfill, which would reduce waste disposal
costs to consumers and local authorities

–

protection of the environment / reduction in litter //
increasing recycling rates would help to protect the environment and may lead to a reduction
in littering

–

biodegradable packaging //
it may encourage companies to become more innovative in terms of creating
biodegradable packaging

–

less waste of resources //
with increased recycling, less scarce resources would be used in manufacturing products from
these recycled materials

–

greater consumer awareness // etc.
the scheme may increase consumer awareness of the misuse of scarce resources and how this
impacts on the environment

**

Accept other appropriate answers and material.

Outline two main contributions to economic thought put forward by the Classical Economists.

(17)

Any 2: (9m + 8m)
**

State (5m + 4m), Explain (4m + 4m).

–

efficiency of free markets //
classical economists believed that the market offers the most efficient means of allocating
resources. The market knows best. They advocated the workings of the free market to ensure
equilibrium would occur //
if there was excess demand, prices would rise, thus eliminating excess demand; and if there was
excess supply, prices would fall, thereby eliminating excess supply and ensuring equilibrium
would occur // etc.

–

self-adjusting mechanism //
the classical economists believed if the economy suffered a shock, it would self-correct and
output would be restored in the long run, ensuring full employment level

–

laissez faire //
they favoured minimum government intervention in economic affairs (with the exceptions of
defence and security)
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9.

(cont’d.)

(cont’d.)
–

freedom for the individual //
classical economists argued in favour of maximum freedom for the individual / the wealth of a
nation results from the diligent pursuit by citizens of their own interests

–

free trade // etc.
they opposed protectionist policies in international trade / no tariffs or other restraints should
apply on trade

**

Accept other appropriate answers and material.

The Irish Government has allocated an extra €1.5 billion to capital expenditure on infrastructure
between 2019 and 2021.
Outline one possible social benefit and one possible social cost of improvements in infrastructure.

(17)

(9m + 8m)
**
**

State (4m + 4m), Explain (5m + 4m).
Expect 1 possible social benefit and 1 possible social cost for full marks.



Social benefits
Any 1:
–

enhanced social capital //
citizens can avail of better infrastructure, resulting in better-quality transport, housing,
health, education and communications services

–

reduced traffic congestion //
with the new roads, improved public transport services, etc., traffic congestion in
certain areas may ease, e.g. DART extension to Balbriggan, Metro North to Dublin
Airport / Swords

–

ability to attract foreign investment //
enhanced infrastructure should enable Ireland to attract more mobile foreign investment,
with resulting benefits of employment, economic growth and a better standard of living

–

reduced travel times / less stress / fewer accidents //
improved infrastructure makes for shorter commuting times - with fewer delays and
hassle, stress for travellers / businesses is reduced, e.g. bypasses, motorways, new
rail links

–

protection of the environment // etc.
infrastructure improvements in the areas of renewable energy, water provision /
wastewater treatment, passive housing and public transport lead to reductions in air and
water pollution and protect the environment

**

Accept other appropriate answers and material.
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(cont’d.)

(cont’d.)


Social costs
Any 1:
–

opportunity costs of funds //
monies used for developing these projects could have been used for alternative
purposes which may have benefited society in general, e.g. improvements in the
health services

–

damage to the local environment //
the areas in which these new developments are placed may be disfigured, e.g. electricity
pylons, wind turbines, construction of the M3 motorway through the
Boyne Valley

–

disruptions //
the developments may cause disruption to social and economic life during the construction
stages, e.g. LUAS Cross City in Dublin

–

community divisions // etc.
some infrastructure projects may cause divisions within communities between those who
are in favour and those who are opposed, e.g. wastewater treatment plants, motorways,
electricity pylons

**

Accept other appropriate answers and material.
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300 marks

Answer four questions in this section.
Section B

Question 1

1.

In the case of any two of the following distinguish between the concepts.

(a)

(75 marks)
(25)

Any 2: (13m + 12m)
**
**

First concept explained: (7m)
Second, third and fourth concepts explained: (6m + 6m + 6m)

(i)

Effective Demand and Derived Demand.
Effective demand
–

demand that is backed by the necessary purchasing power, i.e. money

Derived demand

(ii)

–

where a factor of production is not demanded for its own sake but rather for its
contribution to the production process

**

Accept other appropriate material.

Related Good and Complementary Good.
Related good
–

another good that a supplier could produce as an alternative to those currently
being produced

Complementary good

(iii)

–

a good that is used jointly with another good; the use of one involves the use of the other,
e.g. cars and petrol, runners and laces, etc.

**

Accept other appropriate material.

Normal Good and Giffen Good.
Normal good
–
–

Any 1:
normal goods obey the law of demand - as price rises, demand falls. Normal goods have a
negative price elasticity of demand //
have a positive income effect - as incomes rise, demand rises, and as incomes fall,
demand falls // etc.

Giffen good
–
–
**
2018.1 L.58/59_MS 48/80

Any 1:
Giffen goods are extremely inferior goods that do not follow the law of demand - as price
rises, demand rises. Poorer-quality goods bought by lower-income families, e.g. basic
food necessities //
have a negative income effect - as incomes rise, demand falls, and as incomes fall,
demand rises // etc.
Accept other appropriate material.
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Question 1 (cont’d.)
(i)

(ii)

(c)

Explain the Equi-Marginal Principle of Consumer Behaviour. (5m)
–

consumers spend their income so that the ratio of marginal utility to price is the same for
all of the goods / services they buy in order to enjoy maximum utility or satisfaction

**

Allow 2m for formula:

MU X
MU Y
=
.
PX
PY

State and explain three other economic assumptions used to analyse consumer
behaviour. (3 × 5m)
**

State (2m), Explain (3m).

–

the consumer has a limited income //
the consumer’s income is not large enough to satisfy all his / her needs and wants;
therefore, the consumer must choose between those goods he / she wishes to buy

–

the consumer acts rationally //
the consumer acts in a manner that is consistent with his / her preferences. If a
consumer prefers fruit to chocolate and they both cost the same, then a rational
consumer will buy fruit. If the person sees an identical commodity priced
differently in two adjoining shops, he / she will act rationally and buy the
commodity at the lower price

–

the consumer is subject to the Law of Diminishing Marginal Utility
as consumers consume additional units of a good, the marginal utility of this good
will eventually decline

The market for Apple iPhones is in equilibrium. Describe, with the aid of a separate diagram
in each case, the effects each of the following market situations is likely to have on the
equilibrium position for Apple iPhones.
(i)

(20)

(30)

There is a shortage of the components used in Apple iPhones.
Diagram (5m)
Price

S2
S1

P2
P1
D
Q2

Q1

Quanty

Explanation (5 × 1m)
–
–
–
–
–
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the supply curve will shift to the left (S2) //
the supply of Apple iPhones will decrease because of the shortage of components needed
to make them //
there will be a shortage of Apple iPhones at price P1. This shortage will cause the price to
increase to P2 //
new higher equilibrium price - P2 //
new lower equilibrium quantity - Q2
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(c)

Question 1 (cont’d.)
(cont’d.)
(ii)

Samsung reduces the prices of its smartphones.
Diagram (5m)
Price
S
P1
P2

D1
D2

Quanty

Q1

Q2

Explanation (5 × 1m)
–
–
–
–
–

(iii)

the demand curve will shift to the left (D2) //
the demand for Apple iPhones will decrease as a substitute good has now become more
affordable / cheaper //
this decrease in demand will result in an excess supply, which will drive the price down
to P2 //
new lower equilibrium price - P2 //
new lower equilibrium quantity - Q2

The government reduces income tax rates.
Diagram (5m)
Price
S
P2
P1

D2
D1
Q1

Q2

Quanty

Explanation (5 × 1m)
–
–
–
–
–
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the demand curve will shift to the right (D2) //
consumer incomes will rise, so they can afford more Apple iPhones, and demand
will increase //
this increase in demand will result in an excess demand, or a shortage, which will drive the
price up to P2 //
new higher equilibrium price - P2 //
new higher equilibrium quantity - Q2
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Question 2

2.

(i)

(a)

(75 marks)

State and explain three assumptions underlying the theory of monopoly.

(25)

Any 3: (3 × 5m)

(ii)

**

State (2m), Explain (3m).

–

one firm in the industry //
one firm exists within the industry, so there is no distinction between the firm
and the industry //
one firm supplies the output in the entire industry // etc.

–

controls price or output //
a firm can control price or output but not both //
if it sets the price, the output produced will be determined by the consumers //
if it sets the output, the price will be determined by the market // etc.

–

profit maximisation //
it is possible for the firm to earn supernormal profits (SNPs) in both the short run
and the long run //
a firm aims to maximise profits, and it achieves this when MC = MR

–

barriers to entry // etc.
if a monopolist is to continue in the long run, there cannot be freedom of entry into
the industry //
these barriers prevent the entry of new firms into the industry to threaten the
position of the monopolist // etc.

**

Accept other appropriate answers and material.

Outline two possible advantages of monopoly as a market structure.
Any 2: (2 × 5m)
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**

State (2m), Explanation (3m).

–

economies of scale //
production on a large scale may help the firm benefit from economies of scale, and
these cost savings may be passed on to the consumer in the form of
lower prices

–

guaranteed supply of product / service //
the supply of the product / service may be guaranteed and provided where profit is
minimal (e.g. a state monopoly) so consumers benefit, e.g. provision of bus services
in areas of low population

–

employment //
as there is no competition, employees have greater security of employment /
may benefit from preferential conditions of employment / better rates of pay
and pensions

–

reduced use of scarce resources //
there may be less duplication in the provision of products / services. There may be
less need for competitive advertising, so society’s resources are not wasted. Certain
services may be best provided by one provider, e.g. train tracks / electricity grid, so
as to avoid duplication
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(a)

(b)

Question 2 (cont’d.)
(ii)

(cont’d.)
–

potential for innovation / research and development (R&D) // etc.
the (supernormal) profits that monopolies may make could be used for investment
in R&D and secure their dominance in the market. Inventors / creators need patent
protection; otherwise they may not invent

**

Accept other appropriate answers and material.

Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm
seeking to maximise profits. Identify on your diagram the profit the monopolist makes.

(25)

Diagram (11m)
Price
MC
AC
P1

H

C1

G

SNPs

E

MR
Q1

–
–
–
–
–
–
–
–
–
–
–

2018.1 L.58/59_MS 52/80

D = AR

Quanty

price axis (1m)
quantity axis (1m)
AR (average revenue) curve (1m)
MR (marginal revenue) curve (1m)
MC (marginal cost) curve (1m)
AC (average cost) curve (1m)
correct equilibrium point - E (1m)
P1 (1m)
C1 (1m)
Q1 (1m)
profit shown (1m)
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(b)

Question 2 (cont’d.)
(cont’d.)
Explanation (14m)

(c)

–

equilibrium
occurs at point E, where (1m)
MC = MR (and MC is rising) (2m)

–

price / output
the firm produces Q1 (2m) and sells it at P1 (1m)

–

cost
-

the cost of producing this output shown at point C1 (2m)

–

supernormal profit
the firm is earning SNP (indicated by the rectangle P1C1GH) (1m)
because AR > AC or it can continue to exist due to barriers to entry (2m)

–

waste of scarce resources / inefficiency (1m)
the firm is not producing at the lowest point on the AC curve (2m)

Iarnród Éireann (Irish Rail) is the state monopoly in the provision of rail transport in Ireland.
It operates a system of price discrimination in setting some of its prices.
(i)

(25)

Explain the underlined term, giving one example as practised by Iarnród Éireann.
Price discrimination (8m)
–

when the same goods or services are sold to different consumers (in different markets) at
varying ratios between marginal cost and the price, or the price difference is not due to
differences in the cost of production

**

Accept other appropriate material.

Example

–

Any 1: (2m)
a student being charged a lower rate for travel from Cork to Dublin than
another passenger //
consumers being charged different rates for peak and off-peak travel // etc.

**

Accept other appropriate answers.

–

2018.1 L.58/59_MS 53/80
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Question 2 (cont’d.)

(cont’d.)
(ii)

State and explain the market conditions necessary for price discrimination to take
place.
Any 3: (3 × 5m)

2018.1 L.58/59_MS 54/80

**

State (2m), Explain (3m).

–

some monopoly / market power //
–
firms must have some ability to alter the market price of a good / service by
exercising control over its demand, supply or both. If freedom of entry into the
industry existed, competitors would enter where the firm was charging the higher
price and earning SNPs, and this would continue until only normal profit was being
earned

–

separation of markets / limited ability to sell the good //
–
the markets must be distinct and separate, so that the good bought in the lowerpriced market cannot be offered for resale in the higher-priced market. If it was not
possible to separate the markets, the transfer of the goods bought in the lowerpriced market to the higher-priced market would make the charging of different
prices in the two markets impossible

–

different consumer price elasticities of demand //
–
different consumers display different sensitivities to price, i.e. they have different
price elasticities of demand (PED). Consumers with the greater PED are charged
the lower prices for their goods, e.g. students are assumed to have lower incomes
and so are not in a position to pay the full price for certain goods and services

–

lack of awareness by consumers //
–
consumers may be unaware that the good is available elsewhere at a lower price

–

consumer attitudes to the goods // etc.
–
the difference in price may be so small that consumers are indifferent and so do not
mind paying the slightly higher price //
–
a consumer may be willing to pay a higher price for a good which he /she considers
to be in fashion / to provide status, e.g. some people’s desire for
branded products

**

Accept other appropriate answers and material.

Page 54 of 79

DEB
exams

2018 LC Economics [HL]
Section B

Question 3

3.

(i)

(a)

(75 marks)

Define the categories of price elasticity of demand (PED): elastic, inelastic
and unit elastic.


Elastic demand (5m)
–



the percentage / proportionate change in the price of the good causes a lesser
percentage / proportionate change in the quantity of the good demanded

Unitary elastic demand (5m)
–

(ii)

the percentage / proportionate change in the price of the good causes a greater
percentage / proportionate change in the quantity of the good demanded

Inelastic demand (5m)
–



(30)

the percentage / proportionate change in the price of the good is equal to the
percentage / proportionate change in the quantity of the good demanded

State three factors that affect PED and explain how each factor affects it.
Any 3: (3 × 5m)

2018.1 L.58/59_MS 55/80

**

State (2m), Explain (3m).

–

the availability of close substitutes //
when a good has a close substitute and its price is increased, the demand for the
good will be elastic because people will switch to the cheaper substitute //
where a good has no substitutes and its price is increased, there is no substitute to
switch to and so it will be inelastic //
the closer the substitutability between goods, the more consumers will tend to
switch their purchasing behaviour in response to a change in relative prices, and
thus the greater will be the PED // etc.

–

complementary goods //
if the good in question is the cheaper of two goods which are in joint demand, then
the demand for it is likely to be relatively inelastic in response to changes in its
own price

–

is the commodity a luxury or necessity? //
it is not vital that one should possess luxuries, and therefore the PED for them will
be relatively elastic //
necessities are vital for life - people must buy them even when their price is
increased, so their PED will be relatively inelastic // etc.

–

the proportion of income which is spent on the commodity //
in general the greater the proportion of income which is spent on a good, the more
elastic the demand for it is likely to be, in response to a change in its own price. A
rise of 50% in the price of a box of matches is unlikely to have a significant effect
on its demand

–

the durability of the commodity //
the more durable the commodity, the more elastic the demand for it is likely to be,
in response to a change in its own price //
if products such as cars increase in price, it is likely that the public will extend the
life of their existing model and postpone the purchase of a replacement // etc.
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Question 3 (cont’d.)
(ii)

(cont’d.)
–

expectations as to future changes in price //
if, in the face of a price reduction, the public considers that prices are likely to fall
even further, they may wait for the further reduction in price, in which case demand
may not be very elastic on the initial price reduction

–

the length of time allowed for adjustment to price changes //
in the long run, demand is more elastic as consumers have time to adjust to a
change in price //
if the price of electricity rose by 80%, a consumer may economise on the use of
various appliances in the short term; in the long term the consumer will have to
consider substituting other forms of energy //
the demand will at first be highly inelastic but as time goes on will become
more elastic // etc.

–

consumer habits / brand loyalty //
a consumer may become strongly attached to a particular product through habit or
loyalty to that brand; an increase in price for that good will not cause him / her to
consume less of the product or to switch to cheaper substitutes. The demand for
such goods will therefore be price inelastic

–

number of alternative uses the good has // etc.
a commodity which has a large number of uses will usually have a relatively elastic
demand; for example, sugar is used in direct consumption, sweetening, baking, food
processing, etc. Any increase in the price of sugar may result in only a small fall in
its demand in each of these markets, but the total drop overall may be significant

**

Accept other appropriate answers and material.

A manufacturer of three different products calculates the PED for each product as follows:
Product A: –2.8

Product B: –1.0

Product C: –0.5

The manufacturer wishes to maximise its revenues. Explain, in respect of each of these
products, what change, if any, the manufacturer should make to the prices currently
being charged to enable it to achieve its aim.
Illustrate your answers with the aid of a demand curve for each product.

(30)

Product A
Diagram (6m)
P

P1
P2
D
Q1
2018.1 L.58/59_MS 56/80

Q2
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Question 3 (cont’d.)
(cont’d.)
Explanation of any change (4 × 1m)
–
–
–
–

the manufacturer should decrease the price
because the PED for this product is elastic
therefore the percentage increase in demand exceeds the percentage decrease in price
increasing the price will increase total revenue

Product B
Diagram (6m)
P

P2
P1
D
Q2 Q1

Q

Explanation of any change (4 × 1m)
–
–
–
–

the manufacturer should leave the price unchanged
because the PED for this product is unit elastic
therefore the percentage change in demand equals the percentage change in price
total revenue will remain unchanged

Product C
Diagram (6m)
P

P2
P1
D
Q2 Q1

Q

Explanation of any change (4 × 1m)
–
–
–
–
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the manufacturer should increase the price
because the PED for this product is inelastic
therefore the percentage increase in price exceeds the percentage decrease in demand
increasing the price will increase total revenue
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Question 3 (cont’d.)
The Irish Government announced that a tax of 20–30c per litre on sugar-sweetened soft
drinks would be introduced on 1 April 2018.
Discuss the economic arguments for and against introducing this tax.

(15)

Any 3: (3 × 5m)
**
**

State (2m), Explain (3m).
Expect at least one argument for and at least one argument against.



Economic arguments for

–

revenue for the state //
this tax will bring in much-needed revenue for the government

–

reduce consumption of sugary drinks //
the tax would increase the price of these drinks, and this may act as a disincentive to
purchasing them

–

help fund health initiatives //
the revenue raised could fund programmes to tackle obesity, particularly among
young people

–

help reduce future health costs / healthier population // etc.
reducing current consumption may lead to fewer health problems in the future, resulting in
less expenditure on health. Reduced illnesses in the population will help to reduce current
health costs



Economic arguments against

–

cost to consumers //
consumers will be paying more for these products, and this will have a negative impact on
their standard of living //
taxing drinks penalises those who already spend a disproportionate percentage of their
income on food and drink, i.e. the poorest in society // etc.

–

effects on manufacturers / retailers //
if this tax leads to a reduction in the consumption of these products, this will have a
negative effect on the sales / profits of manufacturers and retailers and may lead to
job losses

–

inconsistency //
this tax will be levied only on drinks, and not on sugary foods, and it will also not be
levied on naturally sweet drinks such as fruit juices, which may have a higher amount of
sugar. It is therefore inconsistent with regard to its aim of combating obesity and
associated health problems

–

tax not high enough //
the tax is not high enough to have a significant impact on the demand for these products

–

hasn’t worked in other countries // etc.
in developed nations where soft drinks taxes have been introduced, such as France, they
had a negligible impact on calorie consumption and obesity

**

Accept other appropriate answers and material.
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Question 4

4.

(i)

(a)

(75 marks)

State and explain three factors which influence the efficiency of labour as a factor
of production.

(15)

Any 3: (3 × 5m)

(ii)

**

State (2m), Explain (3m).

–

education / training / qualifications //
the better the quality of education / training / qualifications attained by workers, the
more efficient / productive they may be

–

degree of specialisation //
by concentrating on performing a single task, workers become faster and more
skilful and therefore are more efficient

–

innate / natural talent of the worker //
some workers may possess innate / natural talents, making them highly efficient

–

climatic conditions //
if a place of work is too hot or too cold, then this may affect the
worker’s productivity

–

quality of the other factors //
the better the quality of the other factors which the worker uses, the more efficient
the worker

–

management expertise //
good managers can get the best out of their workforce, leading to efficiencies and
improved staff morale / staff motivation, which in turn leads to increased output

–

availability of other factors //
efficiency may be improved if the worker has a greater quantity of other factors of
production available for use

–

commitment of the worker //
if workers are highly motivated and committed to work, then they will operate
more efficiently

–

living conditions of the workforce // etc.
if workers are healthy and well nourished and have decent accommodation, then
they will work in a more efficient manner

**

Accept other appropriate answers and material.

On 1 January 2018 the Government increased the National Minimum Wage
from €9.25 to €9.55 per hour.
Discuss the possible economic advantages and disadvantages of increasing the
National Minimum Wage.

(20)

Any 4: (4 × 5m)

2018.1 L.58/59_MS 59/80

**
**

State (2m), Explain (3m).
Expect at least one advantage and at least one disadvantage.



Advantages

–

increased standard of living //
workers will now receive higher income, and so their standard of living will rise

–

increased aggregate demand / spending //
higher incomes will increase spending, and so the demand for goods and services
may rise, resulting in increased employment
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Question 4 (cont’d.)
(ii)

(cont’d.)
–

increased tax revenue //
increased income tax / PRSI / USC revenue for the government from
higher wages //
there may be increased VAT revenue from increased demand due to
higher incomes // etc.

–

impact on general wage levels //
this increase may indicate to employers that all wage levels should rise, and this
may result in an increase in the standard of living among the entire workforce

–

encourages employment // etc.
the increase may encourage people to join the workforce / it may lead to less
participation in the black economy

**

Accept other appropriate answers and material.



Disadvantages

–

higher labour costs //
resulting in reduced production and higher risk of business closure

–

higher selling prices //
with production costs rising, this may lead to higher consumer prices and decreased
competition

–

decreased demand / risk of job losses //
the higher wage rate leading to higher prices may lead to decreased demand and
hence reduced demand for workers

–

investment discouraged //
increased costs may lead to reduced investment by entrepreneurs / reduced
foreign direct investment

–

increased risk of relocation // etc.
Irish wage levels may rise higher than those in other countries, and this may result
in more firms considering relocating to / setting up in countries outside Ireland

**

Accept other appropriate answers and material.

Women in Ireland earn on average 13.9% less per hour than men.
(Source: European Commission, 2017 Report on Equality Between Men and Women in the EU)
(15)
(i)

Outline two possible reasons for the lower wage rates earned by women
in the Irish economy.
Any 2: (2 × 5m)

2018.1 L.58/59_MS 60/80

**

State (2m), Explain (3m).

–

discrimination in the workplace //
women and men may not be paid the same wages even though they do the same
work due to illegal discrimination
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Question 4 (cont’d.)
(i)

(ii)

(cont’d.)
–

lack of enforcement by state agencies //
state agencies do not enforce the existing legislation or take legal action
against offenders

–

balancing work and family responsibilities //
women work shorter hours and often part-time to combine family responsibilities
and paid work. Career progression can be interrupted by maternity leave

–

‘glass ceiling’ / fewer women in senior and leadership positions //
women are under-represented in most senior positions, in politics and in certain
sectors within the economy such as on boards of management

–

different jobs, different sectors //
women and men carry out different jobs and often work in different sectors. In
health and social work, which is generally poorly paid, women make up 80%
of workers

–

undervaluing of women’s work and skills //
women’s skills and competencies are often undervalued, especially in occupations
where they are in the majority. This is reflected in lower rates
of pay

–

gender role of women / tradition // etc.
some people may still consider that a woman’s role in society is to stay in the home
and rear children, and this may still cause wage rates to be lower in
some societies

**

Accept other appropriate answers and material.

Outline one measure that could be taken to close the gender pay gap.
Any 1: (5m)
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**

State (2m), Explain (3m).

–

awareness-raising campaign //
the government could put in place measures to raise awareness on gender equality
and company good practice. A widespread advertising campaign during ‘European
Equal Pay Day’ might raise awareness of the gender pay gap and initiate change

–

collective agreements //
social partners could make provisions in collective agreements on gender equality
and require companies to report on salaries and plans to close the gender pay gap

–

labour inspections / name and shame the offenders //
labour inspectors could be trained to carry out inspections on equal pay violations
and publish the names of offenders

–

audits by companies //
gender equality plans and audits enable companies to measure their progress in
implementing gender equality and equal pay

–

make pay systems transparent //
transparent pay systems are very important in implementing equal pay, e.g.
software to help companies analyse pay and staffing structures and verify if equal
pay exists
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(c)

Question 4 (cont’d.)
(ii)

(cont’d.)
–

gender equality studies //
the government could initiate studies into the issue and take action to implement
strategies to close the gender pay gap

–

implement / enforce existing laws //
the government could also ensure that current laws are enforced by taking legal
cases against offenders

–

gender quotas //
the government could introduce gender quotas for higher-level / management board
positions within the civil service / state agencies / private companies

–

education on gender stereotyping // etc.
policies could be pursued that challenge ‘traditional’ views of women in schools,
home and workplace

**

Accept other appropriate answers and material.

Super Sofas produces four sofas weekly and incurs the following weekly costs:
●
Labour:
€1,600
●
Rent:
€800
●
Raw materials:
€1,800
●
Normal profit:
€1,000.
What is the minimum price at which each sofa can be sold if production is to continue:
(i)
in the short run?
(ii) in the long run?
Explain your answer in each case.
(i)

(25)

in the short run
–

–

labour:
raw materials:

€1,600
€1,800
€3,400
€3,400
minimum price must be
= €850
4

(2m)
(2m)
(1m)
(3m)

Explanation (6m)
–

(ii)

a firm must cover its variable costs in the short run

in the long run
–

–

labour :
rent:
raw materials:
normal profit :

€1,600
€800
€1,800
€1,000
€5,200

minimum price must be €5,200 = €1,300
4

(1m)
(1m)
(1m)
(1m)
(1m)
(2m)

Explanation (4m)
–
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a firm must cover all of its costs in the long run
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5.

(i)

(a)

(75 marks)

Distinguish between the terms Gross Domestic Product (GDP) and Gross National
Product (GNP).

(30)

Gross Domestic Product (GDP) (6m)
–

the total output produced by the factors of production in the domestic economy
irrespective of whether the factors are Irish-owned or foreign-owned

Gross National Product (GNP) (6m)
–

(ii)

the total output produced (value of goods and services) by Irish-owned factors of
production in Ireland and elsewhere. It is a measure of the income accruing to a
country’s residents

Which of these terms do you consider to be a more useful measure of economic
activity for Ireland? Explain your answer.
Possible response
–
–
–
–

–
–

**

(iii)

Any 4: (4 × 2m)
GNP = GDP + Net Factor Income from Abroad (NFIA) //
GDP measures the value of all goods and services produced in the country in the period. It
is the fundamental measure of economic activity //
the difference between GDP and GNP is significant in Ireland as NFIA is a relatively large
negative in Ireland’s case (in recent years) //
NFIA is negative because the profits earned by MNCs and repatriated back to their home
countries exceed the profits earned by Irish MNCs located abroad and returned to Ireland,
and the interest payments on Irish debt held by non-residents also cause the NFIA to
be negative //
the net repatriation of profits and the interest repayments on the national debt to nonresidents are both outflows, hence GDP is consistently and considerably larger than GNP
in Ireland //
although GDP is used for comparison with other EU countries, GNP is probably a better
measure of Irish economic activity as GNP reflects only the part of economic activity that
is produced and shared by Irish residents // etc.
Accept other appropriate answers and material.

Discuss two limitations of National Income statistics.
Any 2: (2 × 5m)

2018.1 L.58/59_MS 63/80

**

State (2m), Explain (3m).

–

population distortions //
population changes must be considered with changes in national income when
assessing a country’s economic performance. If national income grows at a slower
rate than population, then average income per head may decrease and the average
standard of living may fall. Per capita income may be a more meaningful measure
of living standards than national income
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Question 5 (cont’d.)
(iii)

(cont’d.)
–

constant prices and current prices / inflation //
an increase in prices will increase national income, but the standard of living may
fall. So changes in national income must be compared with changes in prices to
consider the impact on standard of living / economic performance. GDP
calculated at constant prices is a better reflection of economic growth than GDP at
market prices

–

hidden social costs attached to increases in national income / externalities involved //
if a firm increases output, national income increases. However, a hidden cost may
be increased pollution, etc. Positive and negative externalities such as congestion,
waste disposal and attractiveness of areas are excluded

–

distribution of national income and poverty //
national income statistics give headline figures as to the overall economic
performance. Further research needs to be undertaken to find how income is
distributed. For example, two countries might have the same level of GNP;
however, the income distribution might be very different in the two countries, with
consequences for the welfare of their citizens

–

shadow economy transactions not measured //
the black economy is excluded from the calculation of national income. The value
of unreported transactions is difficult to ascertain, leading to an underestimation of
the level of national income

–

nature of the goods produced // etc.
a country that spends a small amount on military equipment and a larger amount on
health, education, etc., will have a better standard of living than one where the
reverse is the case. There is a large difference in terms of relative economic wellbeing between the two countries, yet the national income data does not reflect this
difference

**

Accept other appropriate answers and material.

Use the information in the table to answer the questions below.

(i)

Marginal propensity to consume (MPC)

0.8

Marginal propensity to import (MPM)

0.2

Current equilibrium level of National Income

€420m

Level of National Income that would give full employment

€560m

Define the term marginal propensity to save (MPS). (5m)
–

(ii)

the proportion of each extra unit of income that is not consumed / that is saved

Calculate the MPS for the economy illustrated in the table above.
–

2018.1 L.58/59_MS 64/80

(25)

MPS = 1 – MPC
= 1 – 0.8 (2m + 2m)
= 0.2 (1m)
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Question 5 (cont’d.)
(cont’d.)
(iii)

Calculate the value of the multiplier in this open economy. (7m)
Method 1
–

1
0.2  0.2
1
=
0.4

(4m)

=

(3m)

2.5

Method 2
–

1
1  (0.8  0.2)
1
=
(4m)
1  0.6

=

(iv)

(3m)

How much will the government have to inject into this economy if it wants the
economy to operate at its full employment level? (Show your workings.)
–
–

(c)

2.5

shortfall in national income: €560m (2m) – €420m (2m) = €140m (1m)
140
so the government must increase spending by:
(2m) = €56m (1m)
2.5

Ireland took fourth place in Forbes’ list of the best countries for business in 2016.
(Source: Forbes Magazine, December 2016)
(20)
Discuss the economic benefits that multinational companies (MNCs) can bring to a small
economy such as Ireland’s.
Any 4: (4 × 5m)
**

State (2m), Explain (3m).

–

employment / improved standard of living / economic growth //
multinational companies employ many people here in Ireland, particularly in the
technology, pharmaceutical and medical devices, and chemicals sectors. Employment
boosts income and spending within localities. Employment will also be created in
support industries

–

balance of payments benefits //
multinational companies have a major impact on the balance of payments by boosting the
level of exports from Ireland and earning much-needed revenue for the economy
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Question 5 (cont’d.)
(cont’d.)
–

investment in R&D and education //
the level of investment directed towards universities and other third-level institutions that
are involved in research and development has increased dramatically. This in turn has
meant that Ireland can continue to be at the forefront of technological advancement / new
technology and management techniques, leading to increased production capacity into
the future

–

increased government revenue //
as more and more multinational companies set up here, there is a greater contribution
being made by these companies towards the exchequer in the form of corporation tax and
both direct and indirect taxes

–

increased demand for commercial property //
as Google, Facebook, LinkedIn, etc., have decided to locate here, there has been an
increase in the demand for both office space and commercial property, particularly
in Dublin

–

promotes regional development //
many multinational companies have located in the west of Ireland and other peripheral
locations, due to the existence of grants and advance factories, thus greatly aiding the
government’s aim of balanced regional development

–

new technology introduced //
the introduction of new technology increases the skill base of Irish workers, which
improves employee mobility and expertise

–

benefits to indigenous companies //
with the presence of more multinational companies, there is a knock-on effect for
indigenous companies, e.g. transport / logistics companies involved in the distribution of
products, packaging companies, etc.

–

improved reputation for future FDI //
as more and more international / multinational firms choose to locate here, Ireland’s
reputation as a location in which to transact business improves

–

indigenous MNCs encourage more FDI //
Ireland’s reputation for doing large-scale business increases FDI confidence in Ireland.
MNCs such as CRH, Kerry Group, Glanbia, Paddy Power, etc., encourage more
inward investment

–

development of a ‘silicon valley’ (clusters of MNCs with core competencies) // etc.
inflow of high-tech firms in clusters. New technology firms are attracted to areas where
technology firms have already located

**

Accept other appropriate answers and material.

2018.1 L.58/59_MS 66/80

Page 66 of 79

DEB
exams

2018 LC Economics [HL]
Section B

Question 6

6.

(i)

(a)

(75 marks)

Discuss three economic factors which affect the competitiveness of Irish firms
in international trade.

(25)

Any 3: (3 × 5m)

(ii)

**

State (2m), Explain (3m).

–

Irish inflation rates versus those of competitors //
if the level of inflation is lower in Ireland than in the firm’s export markets, then the
firm’s goods have a price advantage

–

value of the euro versus that of other currencies //
if the value of the euro rises against that of other currencies, then the price of Irish
firms’ exports will rise //
in the recent past, the euro has increased against both and UK pound sterling and
the US dollar, making exports to these countries dearer / imports from these
countries cheaper // etc.

–

transport costs //
as Ireland is an island nation, transport costs can be significant when exporting
goods, and these must be included in the final price //
transport costs are rising: toll charges, fuel prices //
rising world oil prices mean that Irish producers face rising transport bills // etc.

–

labour market costs //
if labour costs in Ireland rise above those in export markets, then these additional
costs must be borne by the final consumer, and this increases the price of the
exports //
industry representatives have stated that Ireland must limit wage increases
so as to maintain international competitiveness / restrict wages increases in the
public sector // etc.

–

government policies which affect a firm’s cost structure //
any actions by the government or the EU which impose further requirements on
industry that have cost implications for firms will have the effect of making exports
less competitive //
examples include increasing rates of VAT, additional regulations in the
market, etc. // etc.

–

costs of production // etc.
many firms have expressed concern about the cost of utilities, i.e. waste disposal,
water provision, etc. //
these cost increases force prices up, and this makes exports less competitive //
with rising oil prices, energy costs rise, leading to reduced competitiveness // etc.

**

Accept other appropriate answers and material.

Outline how international trade benefits Irish consumers.
Any 2: (2 × 5m)

2018.1 L.58/59_MS 67/80

**

State (2m), Explain (3m).

–

greater choice of commodities / commodities not produced in Ireland //
trade allows us to benefit from a greater variety of goods and services than would
be available without trade //
Ireland lacks some essential raw materials for production, and trade allows us to
import these and produce commodities in Ireland // etc.
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Question 6 (cont’d.)
(ii)

(cont’d.)
–

more competitive prices //
trade results in greater competition in the market, which should lead to more
competitive prices for Irish consumers //
with trade, companies may expand production and thus may benefit from
economies of scale. These savings may be passed on to the consumers in the form
of lower prices // etc.

–

innovation // etc.
to attract customers, companies may invest heavily in product design and
innovation. Consumers will benefit through the availability of up-to-date products,
e.g. Apple iPhone

**

Accept other appropriate answers and material.

Ireland’s balance of payments current account had a surplus of €7.7 billion in the first half
of 2017.
(Source: CSO, Balance of International Payments, September 2017)
(i)

Describe the main elements of Ireland’s balance of payments (BOP) account.

–
–
–
–

2018.1 L.58/59_MS 68/80

Current Account
Any 3: (3m + 2m + 2m)
the current account is the sum of the trade balance (exports less imports) / net income from
abroad / net current transfers //
it records visible and invisible trade over a period of time. It is the difference between
total exports and imports //
it includes net income flows such as interest and dividends earned by foreign citizens from
Irish assets and dividends and interest earned by Irish citizens from foreign assets //
it also includes current transfers, e.g. subsidies receivable from the EU, taxes payable to
the EU, etc. // etc.



Capital Account (4m + 3m)

–

the capital account records inflows and outflows of a non-recurring nature / capital
transfers, e.g. amounts receivable from the EU Regional Development Fund //
it includes certain EU transfers and transfers of patent and copyright assets / lending
money to foreign governments // etc.

–

(ii)

(30)



Financial Account (2m + 1m)

–
–

the financial account covers transactions in financial assets and financial liabilities //
it consists of four main categories: direct investment; portfolio investment; other
investment and reserve assets // etc.

**

Accept other appropriate material.

Explain what is meant by a surplus on the BOP current account. (5m)
–

a surplus on the current account means that the money value of imports is less than the
money value of exports. A current account surplus indicates that a nation is a net lender to
the rest of the world

**

Accept other appropriate material.
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Question 6 (cont’d.)
(cont’d.)
(iii)

Can a surplus on the BOP current account pose problems for an economy?
Explain your answer.
Any 2: (2 × 4m)
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**

State (2m), Explain (2m).

–

a BOP surplus implies that a country is exporting more than it is importing //
it is necessary to know the size of the current account surplus and what is driving
the surplus

–

a BOP surplus due to weak domestic demand / unbalanced economy / relying too heavily
on exports //
a country may have a large current account surplus because of relatively weak
domestic demand. Weak domestic demand leads to lower consumer spending, and
as a result employment might suffer. It may indicate that a country is relying too
heavily on exports and that consumer spending is relatively low

–

current account surpluses finance current account deficits //
a country can enjoy a trading surplus only if at least one other country has a deficit.
The country with a deficit may introduce protectionist measures. The surplus being
enjoyed by the developed countries may be at the expense of the
developing world

–

manipulating the value of the currency //
to make its exports more competitive, a country can keep its currency undervalued /
stop the appreciation of its currency. This makes its exports more competitive and
imports more expensive. However, such policies carry the risk of allowing an
economy to grow too quickly and cause a boom and bust

–

a current account surplus must be running a financial / capital account deficit //
a country is in effect lending to the rest of the world. This is not a problem for an
economy if there is no global economic upheaval but could pose a problem for a
country that is lending. China lends to the USA. It lends in US dollars. If the
dollar falls in value, then this will pose a problem for China

–

current account surpluses could cause demand-pull inflation //
aggregate demand in an economy will grow due to an injection into the circular
flow of income. If an economy is close to full employment, this can lead to
demand-pull inflation

–

increase in protectionist policies //
persistently large surpluses (such as China’s) could trigger negative political
comment and an increase in protectionist policies

–

effects on employment // etc.
a current account surplus could boost domestic employment if it is due to an
improvement in competitiveness, leading to higher demand for exports. However,
it could lead to lower domestic employment if the surplus is caused by a recession
that has hit domestic demand and led to a fall in import spending

**

Accept other appropriate answers and material.
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Question 6 (cont’d.)
There is concern in Ireland that ‘Brexit’ may lead to trade barriers being imposed
between Ireland and the UK.
(i)

(20)

Outline two reasons why a country may impose barriers to free trade.
Any 2: (2 × 5m)
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**

State (2m), Explain (3m).

–

protect infant industry //
small firms need to be protected to give them time to expand and gain economies of
scale, which will allow them compete on an international basis

–

prevent dumping //
a country may ban dumping of foreign goods on its home market if the government
sees such dumping as a threat to domestic producers

–

protect employment in the domestic / home market //
a country may impose restrictions on imports to protect goods that can be produced
at home, thus protecting job opportunities in the home market

–

protection against cheap-labour economies //
domestic firms may not be able to compete with those countries that gain their
competitive advantage by paying workers low wages; the government may restrict
imports from these countries

–

protect a declining industry for a period of time //
in the past, some industries have been protected so that their decline can be
gradual, thus allowing workers to retrain and allowing time for sourcing
replacement industries

–

encourage the domestic production of vital goods / national security //
a country may impose restrictions on the import of certain goods to reduce its
dependence on foreign supplies of such goods. Governments do not want to be
exclusively dependent on foreign markets for supplies of strategically important
goods such as food, fuel, etc. //
free trade may result in the spread of animal diseases, e.g. foot and mouth disease.
During such crises, governments may ban the importation of cattle to protect the
vital industry of food production

–

revenue for the government //
tariffs / customs duties will result in an increase in taxation revenue for the state

–

protect the balance of payments //
a government may wish to restrict imports to protect the balance of payments and
prevent it moving towards a deficit

–

for political reasons // etc.
a country / trading bloc may decide to impose trade barriers if one of its trading
partners has done the same to it //
sanctions in the form of trade barriers may be used by countries / groups of
countries to incentivise political change in another country, e.g. US sanctions
against Cuba, UN sanctions against North Korea // etc.

**

Accept other appropriate answers and material.
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Question 6 (cont’d.)
(cont’d.)
(ii)

State and explain two methods of restricting free trade.
Any 2: (2 × 5m)
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**

State (2m), Explain (3m).

–

tariffs //
tax on imports of a particular good that raises the price paid by consumers, making
the goods less attractive to buy. It should increase the demand for the output of
domestic firms (i.e. home-produced goods), and domestic firms can now charge a
higher price due to the protective effect of the tariff. Tariffs should earn extra
revenue for government

–

quotas //
a limit / ceiling on the quantity of a particular good that can be imported. Because
they limit the supply of a good, they drive the price of the good up. Domestic
producers are guaranteed a share of the total market, but they could exploit this /
abuse their position by selling at inflated domestic prices. They do not raise
revenue for the government

–

embargoes //
this is a total ban on the importation of a particular good into a country. They could
be imposed for economic, political or health reasons

–

administrative barriers //
rules and regulations on the importing of a particular good. They often come
in the form of health and safety standards or measures designed to give
consumers protection

–

export subsidies //
a payment to the domestic producers of a particular good that reduces producers’
average production costs

–

exchange control regulations // etc.
a country limits the amount of foreign currencies available to importers to buy
imported goods

**

Accept other appropriate answers and material.
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7.

In the case of any two of the following, distinguish between the concepts.

(a)

(75 marks)
(20)

Any 2: (2 × 10m)
(i)

Monetary Policy and Fiscal Policy.
Monetary policy (5m)
–

those actions by the European Central Bank (ECB) that influence the money supply,
interest rates and the availability of credit

Fiscal policy

–

Any 1: (5m)
any action taken by the government that influences the timing, magnitude and structure of
current revenue and expenditure //
any change in government spending and taxation that is designed to change overall
spending in an economy //
the use of government spending and taxation to influence economic growth // etc.

**

Accept other appropriate answers and material.

–
–

(ii)

Progressive Taxation and Regressive Taxation.
Progressive taxation
–
–
–

Any 1: (5m)
taxes that take proportionately more in tax as a person’s income increases //
a tax is progressive when the proportion of income paid in tax rises as income rises //
income tax is an example of progressive tax; as a worker’s wage increases, he / she will
pay a higher tax rate // etc.

Regressive taxation

(iii)

–
–
–

Any 1: (5m)
taxes that takes proportionately more in tax as a person’s income decreases //
a regressive tax means that the proportion of income tax paid falls as income increases //
VAT is an example of a regressive tax, as a low income earner pays the same amount of
tax on goods and services as a high income earner // etc.

**

Accept other appropriate answers and material.

Tax Avoidance and Tax Evasion.
Tax avoidance (5m)
–

arranging one’s affairs within the law so as to minimise tax liabilities

Tax evasion (5m)
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–

reducing one’s tax liabilities by making false returns or no returns

**

Accept other appropriate answers and material.
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Question 7 (cont’d.)
After years of austerity, the Irish Government is aiming to achieve a Current Budget Surplus
in the near future.
(i)

(35)

Outline the economic consequences (positive and negative) of a Current Budget
Surplus.
Any 4: (4 × 5m)
**
**

State (2m), Explain (3m).
Expect at least one positive and at least one negative consequence.



Positive economic consequences
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–

reduced inflationary pressures //
the government is withdrawing more money from the economy than it is
putting in. This tends to have a deflationary effect in the economy

–

managing our finances //
the existence of a budget surplus means that the government does not have
difficulty in controlling its finances. This can lead to confidence in the
economy and attract investment

–

adhering to EU guidelines //
a budget surplus indicates that the country is meeting the EU agreed
guidelines. This alleviates the need for the EU to comment adversely on
government economic policy

–

scope for taxation reforms //
the fact that a surplus exists indicates that scope exists for reform in the
taxation system in the country. This should allow for improvements in the
tax system, allowing people to retain more of their income, e.g. widened
tax bands

–

uses of this increased government revenue // etc.
with increased revenue flowing into the government, it will have the ability
to make use of this additional revenue. It may use it for current projects, e.g.
services, or long-term projects, e.g. infrastructure

**

Accept other appropriate answers and material.

Negative economic consequences
–

rise in conflicting expectations //
when citizens observe the budget surplus, they may demand improvements in
state services, e.g. health services, education provision, etc. However, the
demands on / expectations of the government may conflict

–

public sector pay //
when public sector workers see a budget surplus, they may see it as an
opportunity for wage negotiations. Workers may thus demand pay increases
and / or an increase in the level of the workforce

–

tax reductions //
taxpayers who feel that they are paying too much tax may feel aggrieved.
They may demand reductions in their tax / improved equity in the tax system

–

discontinuity in social partnership //
the existence of a budget surplus may cause discontent within society.
Citizens may feel that certain sectors are benefiting more from government
policies. It may prove difficult to achieve national agreements
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Question 7 (cont’d.)
(i)

(ii)

(cont’d.)
–

government financial planning //
the surplus may indicate that the planning by the government was not sufficiently
accurate at budget preparation time

–

opportunity costs of a surplus // etc.
the budget surplus may have been achieved by the reduction of expenditure on
services within the country. Thus, essential services such as health, education etc.,
may have deteriorated

**

Accept other appropriate answers and material.

Explain how a government budget could be used to reduce income inequalities
in an economy.
Any 3: (3 × 5m)
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**

State (2m), Explain (3m).

–

welfare benefits could be increased / maintained //
this means that those on lowest incomes would receive additional income

–

tax changes //
the government could make taxes like income tax, CGT and CAT more progressive.
It could abolish tax reliefs and shelters that are used by very
high income earners to avoid paying taxes. It could increase tax credits /
reduce the lower USC / income tax rates so as to increase the real income of
low income earners

–

wealth tax //
the government could introduce a wealth tax in its budget, similar to that introduced
in France, where people would pay a percentage of their total net wealth annually

–

target universal entitlements //
instead of giving child benefit to every household with children, it could be means
tested or targeted at parents in receipt of welfare payments and working parents
earning low wages

–

increase the minimum wage rate // etc.
this would result in workers on lower incomes having a higher disposable income

**

Accept other appropriate answers and material.
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Question 7 (cont’d.)

(75 marks)

In April 2017 the Irish Government abolished domestic water charges.
Discuss the economic arguments for and against abolishing domestic water charges.

(20)

Any 4: (4 × 5m)
**
**

State (2m), Explain (3m).
Expect at least one economic argument for and at least one economic argument against.



Economic arguments for
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–

higher standard of living //
consumers’ disposable incomes will rise, and this will improve their standard
of living

–

charges were inequitable //
because it was a flat-rate charge, it cost those on lower incomes a greater proportion
of their income than those on higher incomes

–

reduced cost of collection and administration //
collecting and administering the water charges was costly for Irish Water,
especially given the high rates of non-payment. With these costs reduced, Irish
Water can spend more on improving water supplies

–

less risk of privatisation of water services //
with water services paid for through general taxation rather than directly by
consumers / citizens, there is less risk that this national asset will be privatised at
some point in the future

–

reduced divisiveness / policing costs // etc.
a large minority of people refused to pay water charges, and it was a divisive issue
between citizens. Policing water charges protests also incurred extra costs for
the state

Economic arguments against
–

effects on consumption / waste of water //
if people are no longer paying for water, it may discourage them from using it more
sparingly / using it more efficiently and so encourage waste

–

loss of revenue for Irish Water //
the charges created revenue for Irish Water, which helped towards the cost of the
provision of water. This revenue is badly needed as our water pipe network is very
old, and around 40% of the water is lost through leaks. There have also been
several incidents of contamination of drinking water in recent years

–

cost of administering refunds //
refunding those who paid their water charges will involve additional costs for
Irish Water

–

may lead to increased taxation / spending cuts //
with the cost of water not paid directly by users, the government will have to fund
Irish Water. To do this, it may increase taxation and / or reduce spending

–

inequitable // etc.
some rural consumers who are members of group water schemes have to pay for
their water services. Funding Irish Water from general taxation puts an unfair
burden on these consumers and runs contrary to the “equity” principle of taxation,
as they will now have to pay twice for water services

**

Accept other appropriate answers and material.
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8.

(i)

(a)

(75 marks)

Distinguish between the terms economic development and economic growth
with reference to Less Developed Countries (LDCs).

(30)

Economic development (5m)
–

occurs where there is an increase in the level of income / standard of living / output / GNP
per person in a country accompanied by a change in the structure of society

Economic growth (5m)
–

(ii)

can be defined as an increase in GNP per person in a country without any changes in the
structure of society

Outline four characteristics of LDCs.
Any 4: (4 × 5m)
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**

State (2m), Explain (3m).

–

high population growth //
population growth rates are very high, which puts increasing pressure on resources
and on the need for food, housing, health facilities, etc.

–

famine / low life expectancy //
too frequently famine occurs, resulting in disease, deaths at an early age and high
medical costs

–

high foreign debts //
foreign debts are high in LDCs relative to national income, and their
repayment uses up government revenue that could have been used for more
productive purposes

–

lack of capital / low levels of investment //
LDCs lack the capital essential for economic development and employment
generation. They have limited access to technological advances

–

low per capita incomes //
this results in a poor standard of living and a consequent low demand for goods and
services relative to developed countries

–

high percentage of the population engaged in extractive / primary industries //
this results in not enough workers in secondary and tertiary sectors, leading to an
overall low standard of living. LDCs often have an undeveloped industrial base

–

uneven distribution of wealth //
in some LDCs, a minority of the population may control a large part of the
country’s wealth, resulting in poverty for the vast majority of the population

–

over-dependence on one crop //
some LDCs are over-dependent on one crop. The country is therefore subject to
crop failure and / or a wide variation in export prices

–

poor infrastructure //
a large proportion of the population may live in poor conditions with no water or
dirty water and poor sanitation

–

poor levels of education / literacy //
educational opportunities in LDCs are very limited. This acts as an impediment to
economic development and contributes to continuing high unemployment
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Question 8 (cont’d.)
(ii)

(cont’d.)
–

exploitation by multinational companies (MNCs) //
this may take the form of low wage rates for workers and lack of care for the
environment, resulting in damage to the environment

–

unfavourable terms of trade //
LDCs may suffer from low export prices and high import prices, and hence
the gains from trade are reduced for these countries in comparison with
developed nations

–

political corruption / less stable political institutions // etc.
some LDCs spend a lot on bureaucratic administration / military spending, which
results in civil unrest. In some, the political institutions are unstable, and this
hinders investment

**

Accept other appropriate answers and material.

“Trócaire, the overseas development charity, says that 25 million people in East Africa
are facing starvation in the coming months and millions could die unless they receive
immediate assistance.” (Source: Irish Independent, July 2017)
(i)

(25)

Describe three types of foreign aid available to LDCs.
Any 3: (3 × 5m)
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**

State (2m), Explain (3m).

–

direct financial aid by governments //
this is also known as official development assistance, grants and loans.
Governments may provide aid to help in emergency situations. They can also
assist with the development of infrastructure and the provision of education and
health programmes

–

financial aid through voluntary agencies //
various international voluntary agencies provide direct aid to LDCs on a permanent
basis or in times of emergency

–

aid (other than financial aid) by foreign citizens //
foreign citizens could work in LDCs and provide a necessary service, e.g. teach,
build, provide healthcare, etc. Foreign citizens can help by buying ‘fair trade’
products, which ensure higher prices for producers and hence a better standard of
living for citizens in LDCs. Foreign citizens could donate food, clothes, livestock,
etc., so as to improve the standard of living of citizens in LDCs

–

restructuring of national debts //
if national debts of LDCs were cancelled or restructured, more funds would
become available for the LDCs to use for economic development in
their countries

Page 77 of 79

DEB
exams

2018 LC Economics [HL]
Section B
(b)

Question 8 (cont’d.)
(i)

(ii)

(cont’d.)
–

multinationals setting up in LDCs //
multinationals, by providing employment opportunities, provide workers with
skills. The fair wages received could help boost domestic demand, provide tax
revenue for the state and boost employment

–

improve trade terms with LDCs //
most LDCs suffer from unfavourable terms of trade. If access to markets in the
developed world were improved and /or the terms of trade available were more
favourable, then LDCs could increase exports and / or obtain higher prices for their
exports, boosting their national incomes

–

assist LDCs with skills and technologies // etc.
governments or voluntary agencies could provide skills and technologies to the
LDCs so that living standards could improve, and this could boost their
productive capacity

**

Accept other appropriate answers and material.

Discuss why foreign aid may not always result in economic growth in LDCs.
Any 2: (2 × 5m)

2018.1 L.58/59_MS 78/80

**

State (2m), Explain (3m).

–

unfair distribution of benefits / widening poverty gap / lack of trickle-down effects //
the increased wealth may not trickle down to the people who most need it, and
economic growth may not result. Any wealth that exists in the poorest countries is
often concentrated in the hands of a small ruling elite //
in many cases military dictatorships are the norm, and they wish to maintain the
status quo. The money may be used for the purchase of armaments and other nonessential projects // etc.

–

costs to the environment //
increased pollution / disfigurement of the landscape / environment, large-scale
urban sprawl, etc., may negate any positive effects from the foreign aid

–

rapid population growth / no change to standard of living //
in LDCs there are rapidly rising populations, and the implications of such
population growth are that any economic growth is completely outweighed by an
increase in population. The impact of the foreign aid may be hard to discern as it
may not improve the standard of living

–

culture of dependency rather than improvement of local economy //
in some LDCs a culture of dependency may exist, and this may prove to be a major
barrier to promoting economic growth and development //
entrepreneurship demands ingenuity and inventiveness. A culture of dependency
reduces the desire for risk-taking ventures and ultimately profit making // etc.

–

food aid dependency / reduced incentive for production / growth //
in order for economic growth to be sustained, economic projects must be
undertaken and the focus on provision of food aid exclusively must be reduced //
the whole notion of subsistence must be replaced by a desire for excess production
and a move away from the primary production area. Secondary and tertiary sectors
should be encouraged
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(c)

Question 8 (cont’d.)
(ii)

(cont’d.)
–

high-profile projects // etc.
in some LDCs the provision of adequate infrastructure, e.g. land drainage and
irrigation schemes, roads, housing, factories and communication facilities, is
bypassed in favour of high-profile projects //
governments need to prioritise those projects that will lead to economic selfsufficiency and increase the productive capacity of LDCs. The provision of skills
and technologies will ultimately help with improving standards of living and
increasing productive capacity

**

Accept other appropriate answers and material.

The 2016 Census of Population in Ireland showed that the number of people in Ireland
aged over 65 years has grown by 19.1% since 2011.
(Source: CSO, Census of Population 2016 – Profile 3: An Age Profile of Ireland)
(20)
Discuss the possible economic consequences of an ageing population for the Irish economy.
Any 4: (4 × 5m)
**

State (2m), Explain (3m).

–

pressure on provision of state pensions //
the government must encourage individuals through tax incentives to avail of private
pensions in order to reduce the pressure on the government to provide state pensions

–

possible increased tax burden //
with larger numbers of people aged over 65, the dependency ratio may increase, resulting
in the need for higher taxes on the workforce to fund services for older people

–

increased government expenditure //
the government may spend a greater proportion of its revenue on the provision of services
for the elderly such as medical care, free transport, nursing homes, etc.

–

financial pressure on some companies //
companies that provide(d) defined benefit pension schemes will face greater costs in
meeting these commitments as their former employees are living longer

–

higher health insurance premiums //
as the cost of health insurance is spread among customers (risk equalisation), the price of
premiums will rise for all customers due to the higher costs of providing medical treatment
for older customers

–

changing pattern of demand //
demand for those goods and services required by older people will increase, e.g. nursing
homes, medication, etc. //

–

the participation rate falls //
as more people reach retirement age, the supply of labour may be affected. Some may
wish to work part-time; some may retire

–

reduced mobility of labour // etc.
as people get older, they are less like to move to a different location in search of work

**

Accept other appropriate answers and material.
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