
 

20 | P a g e  
 

 

Q4  Labour productivity, economies of scale & mobility of labour 
 

 Possible responses Max 
Mark 

 
(a) 
(i) 

 
 

(ii) 
 
 

 
 

Define the term labour productivity. 

The output produced per worker per period of time e.g. per hour / week / year. 
 

Explain how a firm could increase the productivity of labour.      
 

 Education / training/retraining 
Skill levels will increase /allows workers to complete tasks more efficiently. 
Productivity improves directly and may also encourage the growth in economic  
activities, requiring higher skill levels. 
 

 Introduce incentive schemes / improved working conditions  
Reward workers who increase their production. Increase the minimum wage. 
Such rewards improve morale and make the workplace conducive to greater  
productive effort.  
 

 Improve the quality of the other factors of production / technological progress/ 
expand the size of capital stock 
If management can improve these factors of production, then workers may become 
more productive, as they become more efficient.  If the production process is made 
more effective this may assist workers to become more productive.   
Increased investment in newer more efficient equipment/Investment in R & D. 
 

 Introduce new work practices / improve management expertise 
Introduce job rotation which introduces variety and may increase motivation. 
Allow for increased specialisation which may further motivate workers to increase 
their production. If management expertise in motivating the workforce improves, 
then productivity may increase. 
 

 
                   
 
 
 
 
 
 
 
 
 

 
 

8 
 
 
 

2 x 6 
(3 + 3) 
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 Possible responses Max 
Mark 

 

(b) 
 

(i)  
 
 
 
 

(ii) 

 

Globalisation allows firms to exploit economies of scale. 
 

Explain the term economies of scale. 
 

Economies of scale arise when average cost / unit cost of production falls as output rises/as 
firm expands its scale of operations.  
 
Discuss how a firm might benefit from economies of scale, providing examples to support 
your answer. 
 

Technical economies of scale  
Higher production levels allow for the possibility of increased use of technology in  
production. Cost is spread over a larger quantity of output e.g.  A new machine which produces 
greater output is purchased. 
 

Labour economies  
Higher production levels allow for specialisation among workers. Each worker could specialise 
on a specific task and become very skilled at it.  As a result, the output per worker could 
increase and the cost per unit could be reduced.  
 

 

Economies in the use of raw materials / reduction in waste 
Large firms with more lines of production, may reduce waste costs/less wastage of materials. 
 

Financial economies 
Larger firms may have access to a greater range of finance options than a small firm and are 
more likely to be able to borrow at lower rates of interest hence reducing production costs. 
Some capital investment is only suitable for high levels of output. 

 

Purchasing economies 
A large firm may be able to avail of discounts in the purchase of raw materials / lower supply 
costs when buying in bulk (can buy in larger quantities and can agree discounts from suppliers).  
 

Economies in distribution 
With a larger volume of production, a firm may be able to organise a more efficient transport 

and distribution system e.g. Tesco uses a centralised distribution system. 
 

Marketing / advertising economies 
This may include savings in advertising as these costs can be spread over a greater number of 
units of output/the advertising message is directed at more customers so unit costs fall.  
e.g. Nike’s advertising during the World Cup. 
 

Managerial economies 
As a firm expands in size it will be able to hire staff with specialised skills to look after certain 
aspects of the business e.g. HR. As a firm grows in size management costs may not grow in  
proportion to the growth of the firm. 

 

-1m  if example is not given 

 

 
 
 

9 
 
 
 

    2 x 7 
  (3 + 4) 
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 Possible responses Max 
Mark 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

(b) 
(iii) 

 
 

 
Better infrastructure. 

As roads / communications etc. improve these will benefit all firms as costs may fall. 
Example of how the road infrastructure improvements help reduce costs for firms e.g. 

delays and bottlenecks are reduced.  
 

Development of specialist firms  
Some of the jobs, which a firm once performed may be contracted out to specialist 
firms at reduced costs e.g. the supply of linen to hotels. 

 

Development of separate R & D units / Provision of specialist courses 
As industry becomes very large R&D agencies may set up to provide facilities for 
individual firms / The costs of research may be shared between firms or with a public 
body like Teagasc.  If education institutes provide specialist courses it will help provide 
qualified workers to firms and reduce costs. 

 
 

 
Can firms become ‘too big’? Explain your answer. 
 
Yes, as there are disadvantages associated ‘big firms’. 
 
Possible responses include: 
 

 Managerial diseconomies 
As a firm continues to grow, additional layers of management may be needed to cope 
with the increasing complexity of operations, especially if firm is spread between 
many locations.  

 

 Lack of worker motivation / staff morale 

As firms get bigger it may result in poor staff morale—workers may lack motivation 
if they are working for a large company. Workers may feel that they are just a  
 ‘number’ and this may result in increased workplace conflict, leading to rising costs/ 
increased absenteeism.  

 

 Shortages of skilled labour / Scarcity in the of factors of production  
Increased production might lead to shortages of key inputs e.g., skilled labour.  
Labour costs could increase as higher wage rates may be needed to recruit sufficient 
labour /As demand for factors of production increase they may become scarce and 
their price will increase. 

 

 Increase in bureaucracy / administration costs 
A bigger firm might lead to more complex and bureaucratic management systems. 
Communication difficulties may slow down the effectiveness of business operations 
as the business expands, leading to higher costs. Decision making may be slower.  
Administration costs may increase disproportionately as output increases. 
 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

    1 x 7 
(3 + 4) 
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 Possible responses Max 
Mark 

 
(c) 

 
(i) 
 
 
 
 
 
 

(ii) 

 
Restrictions placed on workers’ mobility can impact on economic growth. 

 
Distinguish between occupational mobility of labour and geographic mobility of labour.  
 
Occupational mobility of labour is the ease with which workers can move from one job 
to another. 

Geographic mobility of labour is the ease with which workers can move from one area 
to another for work purposes. 

Discuss the factors that limit the geographic mobility of labour. 
 

 Accommodation/ high cost of renting property 
The cost of accommodation in some areas acts as a deterrent to geographic  
mobility. Differences in house prices in different regions and/or the unpredictability 
of house prices means that some people are reluctant to move.  Accommodation 
problems exist in the cities in particular. 

 

 Transport / Communications 
Limited access to good public transport; bottlenecks in cities and access from com-
muter belt into cities may also act as a deterrent.  The lack of accessible broadband 
in certain areas act as a deterrent. 

 

 Financial costs 
The financial costs involved in moving home such as the increased costs of selling 
the house, removal expenses and settlement costs may be considered prohibitive. 

 

 Family and social ties/Upheaval of moving to a new environment 
Moving means disrupting family; leaving friends or uprooting children from schools.  
Disruption to children’s education and to existing social connections in an area / 
family and social ties – all may act as a deterrent to the mobility of labour. 

 

 

 Migration controls 
Countries may have in place controls on migration and this will limit workers  
entering a country. Cap on inward migration/ work permits / visas may not be  
readily available. 

 

 Cultural and language barriers 
The existence of different language / cultural mores may limit the geographic 
mobility of labour. 
 

 
 
 
 
 

5 
 
 

5 
 
 
 

2 x 5 
(2+3) 
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 Possible responses Max 
Mark 

 
(iii) 

 
 

 
Suggest one measure which could be considered to address any factor identified in (ii) 
above.  Explain your answer.      
 

 Reform of the housing market 
Increase the supply of affordable housing. - Provision of readily available and  
affordable accommodation to rent or to buy, particularly in those areas where there 
are shortages. 
 

 Transport / communication options 
Improve availability of good transport links to cities and airports; provision of  
improved broadband in those regions where it is not available. 
 

 Supports from the government / firms 
The government could offer relocation subsidies to address geographic immobility 
and to encourage workers to move to where they are needed / assist with the cost 
of moving / grants for city living. Firms could support workers in relocation by  
assisting with relocation costs.  
 

 Access to education 
Ensure there is easy access to educational facilities to ease the concerns of parents.  
 

 Specific subsidies to encourage people to move into areas where there are  
shortages of labour – for example teachers in Dublin and nurses and doctors  
throughout the country. 
 

 Access to knowledge regarding the existence of vacancies 
Availability of information and support - provide up-to-date information on the 
opportunities that are available and on the possibilities of moving. 
 

 Social infrastructure provision 
The improved provision of social infrastructure may make areas more appealing by 
providing shops, leisure facilities, parks etc. 
 

 Immigration policy 
A change in regulations in relation to work permits, visas etc. may encourage workers  
to locate in Ireland, particularly in those areas where shortages exist. 

 
 
 
 
 
 
 
 
 
 
 

 
5 

(2+3) 
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Q3      Costs / MEC / MRPL     Setting wages in the Public Sector 

 
(a) The table below shows the output and the total cost of a firm producing wireless earphones.   
               The firm charges €13 per unit of output.  Use this table to answer the questions which follow.    

(Show your workings.) 
 

 

(i) Calculate the fixed cost and the variable cost when output is 3,000 units. 
(ii) Calculate the average variable cost when output is 5,000 units. 
(iii) Calculate total profit if 4,000 units are sold. 
(iv) Using the data in the table above, draw one graph showing the average cost and the  
   marginal cost of the firm, labelling them AC and MC. (You may use graph paper.)       [30] 
 

(i) FC = €5,000 because at Output 0, TC = €5,000  
 VC = TC – FC.  At 3,000 units:  24,000   – 5,000  = €19,000                                                              5marks 
    
(ii) Calculate the average variable cost (AVC) when output is 5,000 units. 
 AVC = VC/Q.   
             At 5,000 units:  VC = €45,000   - €5,000   = €40,000  .   AVC = 40,000 / 5,000  =  €8 per unit .  5 marks 
 

(iii) Calculate total profit if 4,000 units are sold. 
              Total Profit = Total Revenue (P x Q) – Total Cost 
              (4,000 x €13) = €52,000    – 32,000   = €20,000                                                                                                                      4 marks 
 
(iv)       Using the data in the table above, draw one graph showing the average cost and the marginal cost of the firm.  
 

Output (units)  0 1,000 2,000 3,000 4,000 5,000 6,000 

Total Cost (€)  5,000 13,000 18,000 24,000 32,000 45,000 60,000 

Average Cost - 13 9 8 8 9 10 

Marginal Cost - 8 5 6 8 13 15 
 

 
Points on AC curve: 6m 
Points on MC curve: 6m  

Labels of Axes; Costs / Quantity/MC/AC :  4 at 1 mark 

0 1 2 3 4 5 6

Average Cost (=TC/Q) 13 9 8 8 9 10

Marginal Cost (=∆TC/∆Q) 8 5 6 8 13 15
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Output (units)  0 1,000 2,000 3,000 4,000 5,000 6,000 

Total Cost (€)  5,000 13,000 18,000 24,000 32,000 45,000 60,000 
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(b) (i) Explain the term Marginal Efficiency of Capital (MEC). 
 (ii) Outline two possible reasons for a fall in MEC.                                                                                             [20]                                                                                                             
 

 (i) Marginal Efficiency of Capital (MEC): It is the extra profit earned as result of employing one 
extra unit of capital . 

10 marks  

 

 (ii) Outline two possible reasons for a fall in MEC.  

   Cost of capital increases / Rate of interest increases 
 
       Increase in cost of capital goods 
 
 Selling price of the good falling 
 
 Fall in productivity of the extra capital being used. 

 
2 at 5 marks each (2+3)  

 

(c) (i) Explain with the aid of a diagram the Marginal Revenue Product of labour (MRPL).  
 (ii) Discuss the reasons why MRPL might not be a suitable method for setting wages in the public sector.      
                                                                                                                                                                                                            [25] 
 
 
 Explain with the aid of a diagram the Marginal Revenue Product of labour (MRPL). 
 
                                      MRP / Wage 
                                           € 
 
 
                                                            
 
 
                                                                                                                                   MRP L=DL 
 
 
 
                                                                                                                                               Quantity of labour / No. of workers 
 

5 marks  
 
 

Explanation: Marginal Revenue Product of labour (MRPL) 
The marginal revenue product of labour is the additional revenue earned from the employment of one 
additional worker. It is computed by multiplying the product price by the MPPL  . 
 

5 marks 

and 1 other of the following points: 

W 

QL 
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For a competitive profit-maximising firm the MRPL  curve is the firm’s demand curve for labour: 
 

A firm will employ the quantity of labour at which the wage rate equals the marginal productivity of 
labour/A profit-maximising level of employment is given where a firm hires up to a point where the wage 
paid to the last worker employed equals his/her marginal revenue productivity of labour/Therefore the 
MRP curve is the demand curve for labour because it shows the quantity of labour demanded at each 
price or wage rate. 

OR 

The reasons why MRPL slopes downwards: 
 

The MRPL  usually slope downwards from left to right, showing the lower the wage rate, the larger the number of 

workers employed.   

It slopes downward due to the following:  

The Law of diminishing returns:  as more and more workers are employed, their marginal product begins to decline 

as each worker adds less to production. Hence the MRP of each extra unit of labour is less than the previous unit. 

The law of demand: to sell a greater output a firm will have to reduce the price of its product. As a greater number 

of units are produced, they can only be sold at lower prices. Hence the MRP of each extra unit of labour declines.  

5 marks  
 

Diagram + explanation of MRPL + one other point at 5 marks each 

 

(ii)    Discuss the reasons why MRPL might not be a suitable method for setting wages in the public sector.               

 

Physical output not always produced.   
Many jobs particularly in public sector are services/no tangible end products, so it is difficult to measure 
output, thus making it difficult to measure Marginal Physical Product (MPP) and consequently MRP. 
 
The goods/services produced within public sector are often not sold on the open market or at market 
prices.  Estimating price or marginal revenue is therefore difficult. 
 
When capital and labour are used together it is difficult to estimate the marginal productivity is of  
labour alone. 

                                                                                                                                         

2 at 5 marks each (2+3) 
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Q3: Terms / Labour Market / Reasons for wage differences 
 

 (a) Explain the following terms in relation to the factor of production labour. 
(i) Participation rate 
(ii) Real wages 
(iii) Labour Productivity  
(iv) Derived demand                   [20] 

 
     
 
(a) Terms 
 

(i) Participation rate 
 

� The proportion of the active age group who are in the labour force. 
� The proportion of the population of working age who are employed or looking for work.   
� The proportion of the population aged 15 and older that is economically active (World Bank). 

 
 
(ii) Real wages 
 

� The purchasing power of wages / it measures the amount of goods and services the worker can buy 
with the money wage. 

� The money wage adjusted to take account of the changes in prices between different time periods 
(inflation) 

 
(iii) Labour Productivity 
 

� The output per worker per period of time e.g. per week. 
� The total output divided by the number of hours of labour input. 

 
(iv) Derived demand 
 

� Firms do not demand labour for its own sake but for its contribution to the production process / the 
final product it makes.  

 
 

1st correct response 8marks 
2nd/3rd/4th at 4 marks 

 
 
 
(b)  (i) Discuss the factors that impact on the supply of labour. 
  (ii) Outline two challenges currently facing the Irish labour market and state one appropriate  
                   government policy response for each challenge identified.                                                     [35] 
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(i) Discuss the factors that impact on the supply of labour. 
 
The average number of hours worked per week// Backward bending supply of labour / wage levels in 
other countries 
There is a strong relationship between wage rates and the number of hours which people are willing to work. 
Higher wage levels in recent years act as an incentive for more people to supply their labour. 
For some workers as wage levels increase they may prefer increased leisure and reduce their supply. 
 
High marginal tax rates  
May inhibit the supply of labour.  High tax rates act as a disincentive to the supply of labour if workers feel 
they are being taxed too much they may reduce the number of hours worked. 
 

Government regulation / policies i.e. social welfare payments 
The raising of the minimum wage rate recently may encourage more people to seek employment. The 
comparative size of social welfare payments; if perceived as being generous, fewer people may be encouraged 
to seek employment.  
 
Participation Rate 
The proportion of the active age group who are in the labour force. If the participation rate increases the supply of labour  
increases. Any factors that may affect the participation rate affect the supply of labour: level of pensions available;  
attitudes to work e.g. attitudes towards women working in certain jobs; improved job security may encourage people  
to stay working. 
 

Labour mobility 
The greater the mobility of labour (geographic and occupational) the greater the supply of labour in an 
economy. Provision of more information on vacancies or job availability may allow workers to move so the 
supply of labour will increase.  
 
Migration levels 
The government is currently trying to attract Irish emigrants back to Ireland. If successful, this will affect the supply of  
labour. Immigration levels into Ireland also affect the supply of labour. 
 

4 x 5 marks (2+3) 
 

 (ii) Outline two challenges currently facing the Irish labour market and state one appropriate government  
          policy response for each challenge identified 

Possible Challenges  Appropriate government policy response 
Excess supply of labour 
Different segments of the labour market have  
different rates of unemployment. 
 
Currently Ireland is experiencing a high rate of youth 
unemployment.  
Those in long term unemployment  
find it very difficult to find employment etc. 
 

 
Provision of (re) training where skill shortages 
exist. 
Help people search for jobs and try to match a  
person with job available. 
Employ workers directly e.g. build social housing 
Subsidise private sector employment. 

Excess demand for labour  
Possible labour shortages may make it difficult for  
firms to meet production targets. 
Wage demands. Where shortages are occurring  
employers may be forced to increase wage rates to  
keep the existing workforce. 
Shortages exist in the health, construction, IT and 
hospitality sectors etc. 

 
Open up the Irish labour market: more efficient visa  
system. 
Encourage emigrants to return home. 
Provide more attractive working conditions / wages  
 to encourage graduates in certain occupations to  
work in Ireland and not go abroad. 

(4+3) = 7 marks (4+4) = 8 marks 
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(c) Discuss reasons why different workers are paid different wage rates.                                              [20] 
 

Productivity of worker 
The more the worker can produce the greater their ability to negotiate higher rates of pay, as measured by 
their MRP.  
 
Different skills / degree of specialisation 
The skills attaching to different jobs vary and pay is commensurate with the level of skill involved. The 
greater the skill required to perform the job the greater the rate of pay e.g. a surgeon receives higher pay 
than a nurse. 
 

Length of training involved 
The longer the length of time spent in training the greater the rate of pay e.g. a nurse who trains for work 
in intensive care becomes more specialised and will receive higher pay. 
 

Educational qualifications 
The higher the level of education attained the greater the wage rate tends to be. 
 

Nature / conditions / risk of the job 
Certain jobs have unsociable hours or are temporary and are usually paid higher wages e.g. night shift 
workers. The more risk involved in the work the higher the rate of pay e.g. prison officers.  
 

Negotiating strength of the workers' trade union 
If a worker is a member of a strong trade union this union may be able to negotiate higher wages for their 
members. They may be successful in bargaining for pay increases when workers, with whose pay they are 
linked, get a pay increase. 
 

Regulation / tradition attaching to certain jobs 
The more regulation or the greater the barriers to entry into an occupation then the higher the rate of pay 
e.g. legal profession. Some occupations can maintain high pay levels because of the tradition which is 
attached to such professions i.e. hospital consultants. 
 

Possession of innate talents 
Some people possess certain talents and thus may be able to earn very high incomes e.g. sports stars, those 
in the entertainment industry. 
 

Gender Bias 
Despite legislation a bias continues to exist in the payment of women in the Irish workforce. 
 

 
 

4 x 5 marks (2+3)  
 
 
 
 
 
 
 
 
 



18 | P a g e  
 

 
 
Q4   Enterprise & Profits / Investment in Ireland’s railways / John Maynard Keynes 

    

 (a) (i) State and explain two economic characteristics of enterprise as a factor of production. 
            (ii) Explain the importance of profits in a market economy.                                                            (30)
  
 
(i) State and explain two economic characteristics of enterprise as a factor of production. 
 
 Enterprise can earn a loss 

It is the only factor that can earn a loss due to a fall in demand or excessive production costs.   
  

Returns can vary 
The returns can vary from supernormal profits to losses / the returns to the other factors are guaranteed. 

 

Return is residual 
Enterprise receives its return only after the other factors have been paid for.   

 It is different from the other factors where the payments are agreed in advance or contractual. 
 

2 characteristics at 5 marks each (2 + 3) 
 
(ii) Explain the importance of profits in a market economy.     
 

Encourages risk taking and entrepreneurship 
Profits are a prerequisite for encouraging entrepreneurs to undertake the risks inherent in business / without 
profits no firms would supply goods or services. 

 
Indicates the best use of resources / consumer demand  
Profits are an indication to entrepreneurs that they are providing goods and services that consumers want / 
they are responding to consumer demand / they indicate areas which are the most suitable for the use of 
scarce resources.  

 

Encourages investment 
When profits are earned this may encourage entrepreneurs to invest further in ventures /encourage the entry 
of new firms into the industry. 
 
Provide funds for expansion 
Entrepreneurs may use the profits earned to re-invest in their existing business / diversify production etc. 
 
 

Profits reward innovation 
Entrepreneurs who earn SNPs do so because they may be more efficient / entrepreneurial innovation / 
minimise costs of production and increases profits.  
 
Source of revenue for the government 
Profits earned by entrepreneurs are taxed (with exceptions) by the government and become a source of 
revenue for the state. They can use these profits to further develop the economy. 

 
4 points at 5 marks each (2+3)  
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(b) (i) Distinguish between the terms capital and investment as used by economists. 
            (ii) Discuss the case for and against the Government investing in Ireland’s railways.                   (30)   
 
(i) Distinguish between the terms capital and investment as used by economists. 
 
 

Capital 
Capital anything made by man used in the production of goods and services. 
Capital refers to the equipment/machinery used in the production process.   
Capital is a stock concept.  

 
Investment 
Investment involves the production of capital goods / capital formation. 
In economics investment relates to a firm buying new capital, such as machinery or factory buildings.  
It is any addition /increase to the capital stock/spending on capital equipment. It is a flow concept. 

 
2 explanations at 5 marks each 

 
(ii) Discuss the case for and against the Government investing in Ireland’s railways.                   
 
 

The case for: 
 

Facilitates geographic mobility 
It allows people to travel more easily between different parts of the country, from home to work and so 
increases the geographical mobility of labour. 
 

Balanced regional development 
Improved rail infrastructure could lead to a better standard of living in the regions and so promote regional 
development e.g. the West of Ireland.  
 

Less traffic gridlock 
Greater use of rail transport may reduce traffic congestion as the economy starts to pick up. 
 

Relatively environmentally friendly compared to car 
Could encourage the use of public transport so less fossil fuels will be used thereby saving scarce 
resources. 
 

Capital intensive investment 
Investment in railways requires huge capital investment which would not be provided by private enterprise 
and so should be provided by the government.  
 

Improved infrastructure 
Investment is needed to maintain existing rolling stock so that a quality service is provided to consumers 
on an on-going basis. As a result of investment, travelling times may decrease which may increase demand 
by both individual users and firms.   
 

Social benefit 
It provides a mode of transport for those people who do not have a private mode of transport so therefore it 
is socially desirable etc. 
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The case against: 

 
Very capital intensive 
As the capital required is quite high it will have major funding implications for government which will 
increase state borrowing. Ireland currently has a high national debt. 
 

It is a very long term investment 
It might be too expensive as it is a very long term investment and investment in buses may be a better and 
more cost effective measure in the short term. 
 

Opportunity cost 
Subsidising lines that are not making returns involves an opportunity cost such as investing in road 
improvements. 
 

Reduction in the demand for rail services 
The investment may not be cost effective as there has been a fall in passenger numbers, in freight traffic  
and in the use of the Dublin suburban rail network.  
 

Commitment to on-going subsidies / cost to taxpayer 
In 2013 a €258m subsidy was provided and this could remove the motivation to keep costs down. 

 

Increased competition from bus companies / improved motorway network 
Competition on certain routes has increased greatly e.g. buses from Dublin - Galway: high frequency, 24 
hour operation, faster journeys, lower fares, no subsidies and high vehicle standards etc. 
 

4 points at 5 marks each (2 + 3) 
 

Must have a minimum of one argument in favour / one against 
The expected responses given are not exhaustive 

 
 

 (c) (i) State and explain the three motives put forward by John Maynard Keynes for holding  
 assets in the form of cash.  

            (ii) Outline one main influence on each motive.                                  (15) 
 

Statement Explanation One main influence 
Transactionary People desire to hold money for day-to- 

day spending / as a medium of exchange. 
Level of income: 
People on higher incomes spend more, and so 
the transactionary demand will increase. 

Precautionary People hold money for emergencies / for 
the unexpected. 

Level of income: 
The higher the level of income the greater the 
precautionary demand for money. 
 

Speculative  People desire to hold money for any 
possible profitable future investment 
opportunities. 
Hold money to avoid losses from holding 
interest-bearing assets.  

Interest rates: 
If interest rates are high, the demand for bonds 
is relatively high whereas the demand for 
money is relatively low.  
The higher the rate of interest the more 
attractive it becomes to store wealth in bonds 
rather than money and with this the speculative 
demand for money declines. 

3 at 5 marks ( 1 + 2 + 2 ) 
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Q4   Economic terms / Location of a firm / residential property and mortgage arrears 

(a) Explain, with the aid of an example, each of the following terms: 
      Derived Demand / Transfer Earnings /Supply Price/ Economic Rent.                  (20) 

Derived demand

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

process.

An example of derived demand is the demand for land around Dublin and other large cities, which existed 

during the boom as a consequence of the demand for housing. 

Transfer Earnings

Can be defined as the earnings of a factor in the next best alternative employment.  

Appropriate example. 

Supply Price

Is the minimum payment necessary to bring a factor into use and maintain it in that particular use.  

Appropriate example. 

Economic Rent

This is any payment to a factor of production above the necessary supply price of a factor.

   Appropriate example. 

Explanation: 3 marks each/example: 2 marks each = 20 marks 

(b) (i)     Outline two economic characteristics of ‘land’.  
(ii)    Discuss three economic factors which influence a firm’s decision on where to locate its   
         operations within Ireland.                      (25)             
              

(i)     Outline two economic characteristics of ‘land’ 

Land is fixed in supply

An increase in price being offered for land will not bring about an increased supply. 
The supply curve for land is a vertical straight line. 
Quantities of land can be reclaimed and soil erosion may take place but these have little effect on total 
supply.

Land has no cost of production to society as a whole 

As land is a gift provided by nature it has no cost of production to society as a whole. 
Any payment to land is above its supply price of zero and this is termed economic rent. 

Land is a non-specific factor 

Land can be used for various purposes. It can be switched from agricultural use to industrial / residential use. 

2 characteristics: 5 marks each = 10 marks 
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(ii)    Discuss three economic factors which influence a firm’s decision on where to locate its operations
within Ireland.

Possible responses include: 

Closeness to similar firms 

Many IT/ Tech companies (Google, LinkedIn, Facebook) have now located within the same area in Dublin 

(known as the "Silicon valley" of Dublin). The essential support services are available close by. 

Availability of a skilled workforce 

Firms need a workforce with diverse language skills / engineering skills / IT Specialists so that they can 

commence operations and do so with minimum training costs. 

Proximity to market / raw materials

A firm which relies on a steady flow of consumers must locate close to the market i.e. a boutique. 

A firm which relies on the usage of large amount of raw materials must locate close to the availability of 

these e.g. a power generating station. 

Well developed infrastructure 

Having a well developed infrastructure is crucial when firms are deciding where to locate. This includes 

road, rail and air transport network etc. The availability of high speed broadband is also critical in this 

regard. 

Government Incentives 

Availability of Advance Factories together with attractive grants are another consideration to take into 

account when deciding where to locate. The IDA and Enterprise Ireland provide supports. 

Commercial Property Prices 

With the downturn in the economy and the property crash, commercial property prices together with 

commercial rents have significantly reduced. This has made Ireland a more attractive place to locate 

industry. Google has purchased commercial property recently in Barrow Street, Dublin. 

Social Infrastructure  

Firms will consider the availability of schools, hospitals, parks etc so that their workforce can have a good 

lifestyle. 

Planning Laws 

Irish planning laws are flexible enough to facilitate large multinationals who wish to set up here. Such laws  

facilitated the construction of the Swedish Ikea outlet close to Dublin, which led to the largest retail outlet 

in the history of the state, being built.

3 factors: 5 marks each = 15 marks 
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(c)  (i) State and explain three factors that caused the price of residential property to fall considerably in 
Ireland in the years following 2007.

(ii)     Mortgage arrears (i.e. the inability to meet mortgage loan obligations) is the biggest single
 personal debt issue for many households. 

Discuss one possible economic impact of mortgage arrears on each of following:

the household 

the banking sector 

the Irish Government.                                                                                                     (30) 

(i) State and explain three factors that caused the price of residential property to fall considerably in  

            Ireland in the years following 2007. 

Possible responses include: 

Property market collapse 

As a result of more and more land being rezoned and the construction boom, the supply of property 

exceeded the demand for it, except in the larger cities (Dublin). Many parts of the country now have 

ghost housing estates, particularly in areas in the West of Ireland. 

The Banking Crisis 

Due to a change in lending guidelines and greater credit controls following the banking collapse, many 

banks now are unable to lend out money as the criteria to secure loans makes it almost impossible for 

them to do so. There are also fewer banks operating in the Irish economy now. 

Economic recession / Weaker demand in housing market 

With the downturn in the economy and the accompanying drop in economic growth, there has been a 

decrease in the demand for housing. Increases in taxation have resulted in lower disposable incomes 

leading to reduced demand and prices. Economic uncertainty resulted in some people not trading up to 

larger houses. 

Emigration

With the downturn in the economy and lack of job opportunities, many young people have been forced 

to leave the country, with a consequent drop in demand for residential property.

Speculation in housing 

During the boom, increases in property prices fuelled speculative demand with more people seeking 

investment opportunities. With the onset of the recession, fewer people were willing to invest in 

property as it is deemed a very unstable investment. 

3 factors: 5 marks each = 15 marks 
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(ii)     Mortgage arrears (i.e. the inability to meet mortgage loan obligations) is the biggest single
 personal debt issue for many households. 

Discuss one possible economic impact of mortgage arrears on each of following:
the household  /  the banking sector  / the Irish Government.          

Possible responses include: 

Households

Lack of consumer confidence  

Increasing debt leading to less spending in the economy and less aggregate demand. Consumers are 

deleveraging rather than consuming. Mortgage arrears can therefore decrease consumer confidence and 

hence consumer spending.  This can have a negative impact on the economy and society as a whole resulting 

in reduced spending and a reduction in aggregate demand. 

Reduced creditworthiness  

Mortgage arrears may mean that households’ creditworthiness could be adversely affected thus limiting their 

ability to borrow. 

Less houses for sale / depressed property market 

People may be less willing to sell their homes because they will realise losses. This may also have 

implications on the ‘mobility of labour’ and the flexibility needed to move to areas where employment 

opportunities arise. There is little movement in the property market.   

Social housing requirement 

When people fall into arrears and their house is eventually repossessed, those people then end up on the 

social housing list, thus leading to an even longer waiting list. The burden on the tax payer becomes even 

greater. 

The banking sector

Debt write-down deals 

Banks may suffer loss of profits due to non-repayment of loans. They must develop strategies to deal with 

outstanding debt- the forced restructuring of loans into interest only, split mortgages and the extra cost of 

debt collection. This will have an impact on the banks’ ability to lend and on its own indebtedness. 

Subject to more regulation and legislation 

Banks may be subject to more regulation on debt write-off /restructuring / insolvency legislation where it has 

to agree as a creditor to a solution. Their ability to meet the stress tests being carried out by ECB may also be 

affected.

Unemployment in the Banking Sector 

Irish banks together with some foreign banks operating here, have pursued a policy of rationalisation, thus 

radically reducing the number of employees in the sector. The major banks have both pursued the policy of 

reducing staffing numbers in an effort to cut costs. 

Collapse in share prices of bank stocks

Investors have lost confidence in the banks and so their share prices have fallen resulting in reduction in 

profits, reduction in the capital value of the banks, increase in bank debt and the nationalisation of some 

banks.
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Irish Government

Reduced Tax Revenue for Government 

Since many people have been unable to sell their property due to slowdown in property sales, there is a 

consequent loss of revenue from property transactions including stamp duty for the government etc. Also as 

people are not buying there is a loss of transaction taxes for the government. Consumers because they have 

reduced disposable incomes are not spending and so tax revenue to the government may be affected. 

More debt write-offs / Guarantor for the Irish banks 

The government have de facto become guarantor for the Irish banks.  Bank losses are ultimately pushed 

onto the Irish taxpayers/ Recapitalisation of the banking sector due to non-repayment of capital.  Thus, the 

government may be on the line for future bank liabilities (capital injections). 

Increased demand for Social and Affordable Housing 

As a consequence of debt default repossessions and the fact that consumers are finding it more difficult to 

secure a mortgage, a greater proportion of people are being forced to look to the government to provide 

social housing. In the greater Dublin area, the housing waiting list has increased dramatically.  

New measures introduced by government to deal with banking/housing crisis 

The government has had to introduce new legislation, increase regulation of the banking sector and try to 

help households to cope with mortgage arrears.  

Measures include: a new Insolvency Act to aid banks to write down debt following bankruptcy /

More regulation of banks to deal with arrears / new codes of behaviour for debt collection / A national 

mortgage-to-rent scheme allows people in mortgage difficulties to switch from owning their home to renting 

it as a social tenant. People who take up this option no longer own their own home. 

One possible economic impact per category: 5 marks each = 15 marks 
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Q3   Labour / Gender Pay Gap / Karl Marx 
 
 
(a)      State and explain four economic influences on an individual firm’s demand for labour.                       (25) 
 

1. Marginal revenue productivity of  labour 
How productive is the worker? Will the worker generate more revenue than his wage rate? 

 
2. (Minimum) Wage rate 

If the wage rate increases then this increases the costs for employers and may reduce their demand for 
labour. 
 

3. Demand for output 
An increase in the demand for the firm’s output may increase the demand for labour. 
 

4. Price of other factors of production (including capital) 
Prior to employing more labour the firm would compare the cost of the additional labour with that of 
other factors of production available to determine which is the most competitive. 
 

5. State subsidies 
If the state were paying subsidies for the hiring of additional labour then this may make it more 
attractive to employ additional labour. 
 

6. Taxation Rates on the firm’s profits 
If the profitability of a firm is reduced by higher tax on a firm’s profits then this may affect a firm’s 
decision to employ additional labour. 
 

7. Payroll taxes / Employers rate of PRSI 
If the rate of personal taxation increases then labour may seek a higher wage rate making the firm less 
competitive. Similarly if the rate of PRSI / USC on labour increases this is an additional cost for the 
firm, which may reduce its demand for labour. 
 

8. Availability of technology 
A firm’s demand for labour will be affected by the availability of new technologies particularly if it 
helps to reduce costs. 
 

9. Trade union involvement 
If a worker is a member of a trade union then the firm may not employ this worker.  
This applies to some firms in Ireland who prefer to operate without the involvement of trade unions. 
 

 
First 3 points at 7 marks (4+3) each 

4th point at 4 marks (2+2) 
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(b) Explain, with the aid of a labour market diagram in each case, how equilibrium wage rates are 

determined in: 
 A free labour market; 
 A labour market where a trade union has negotiated a minimum wage.                                       (25) 

 
A free labour market: 

 
                                Wage Rate 
                                                                                                                        S/C labour 
 
                                                                       
                                                WE                                                                                 
                                                                                             
 
                                                                                                       D/C labour     

 
 

                                                                      Qty. of labour             
 

  A free market is one where there are no restrictions on the demand and supply of labour. 
  Where the demand for labour equals the supply of labour the equilibrium wage rate is set.  
  

 
Diagram: 5 marks  

Explanation: 7 marks (4+3) 
 
 

A labour market where a trade union has negotiated a minimum wage 
 
 
                             Wage Rate  
                                                                                         S/C labour     
                                     WMIN                  
                                                  
 
 
                                                                                           D/C labour 
 
                                                                                                 Qty. of labour               
 
 

 The trade union may negotiate a minimum wage rate: this is set at WMIN. 
 No workers will be supplied below WMIN. 

 

Diagram: 5 marks  
Explanation: 8 marks (4+4) 
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 (c) Women in Ireland earn on average 17.1% less per hour than men, according to a study by the  
 European Commission (Tackling the gender pay gap in the European Union, 2011).                            (15) 
 
 

 
(i) Outline two possible reasons for the lower wage rates earned by women in the Irish economy. 
 

1. 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. 
 
2. Lack of enforcement by State agencies 
State agencies do not enforce the existing legislation or take legal action against offenders.  

 
3. 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.  

 
4. ‘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.  

 
5. Different jobs, different sectors  
Women and men carry out different jobs and often work in different sectors. In health and social work 
women make up 80% of workers. 

 
6. 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.  
 
7. Gender role of women / Tradition 
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 rates to be lower in some societies. 
 

 

2 points at 5 marks (2+3) each 
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(ii) Outline one measure that could be taken to close the gender pay gap.      
  

 

1. Awareness - raising Campaign  
Governments 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. 
 
2. 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. 
 
3. Labour Inspections / Name and shame the offenders 
Labour inspectors could be trained to carry out inspections on equal pay violations and publish names 
of offenders. 
 
4. Audits by companies 
Gender equality plans and audits enable companies to measure their progress in implementing gender 
equality and equal pay. 
 
5. 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. 
 
6. Gender Equality Studies 
A government could implement studies into the issue and take action to implement strategies to close 
the gender pay gap. 
 

7.  Implement / enforce existing laws 
Governments could also ensure that current laws are enforced by taking legal cases against offenders. 
 
8. Education on gender stereotyping 
Policies could be pursued which challenge ‘traditional’ views of women in schools, home and in the 
workplace.  
 

 

1 point at 5 marks (2+3)  
 
 

(d) Explain briefly Karl Marx’s economic theory about the exploitation of labour in a capitalist system.(10)   
 

 Marx argued that workers were paid subsistence / minimum wages by their employers.   
 The value of the goods produced by a worker was more than the wages paid to the worker.  

(The difference between the two he called the ‘surplus value’ or profit to the employer).   
This illustrated that workers were exploited and in time would be replaced by capital resulting 
in their unemployment.  

 
10 marks (6+4) 
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Q3   Terms, Entrepreneurship, Survival of Small firms 
 
 
(a)         (i)   Explain the following terms in relation to a factor of production: 

 Supply Price; 
 Transfer Earnings. 

  (ii) Explain the concept Economic Rent and outline two circumstances under which a factor of  
                     production can earn it.                                                         (25) 
 
(i) 
Supply Price: 
The minimum payment necessary to bring a factor into use and maintain it in that particular use.                     
 

5 marks 
 

Transfer Earnings: 
The earnings of a factor in the next best alternative employment.                                                  

or 
What a factor must receive to keep it in its present use and prevent it from transferring to another use.            
 

5 marks. 
 
(ii) 
Economic Rent: 
Any earnings of a factor of production above its supply price/transfer earnings.           

 
5 marks. 

 
 

Two circumstances under which a factor of production can earn it: 
 
1. Shortage in the supply of any factor of production  
    If land / labour is in short supply, its price will increase. 
 

2. Possession of a rare skill or talent 
    If a person has a skill which is in great demand e.g. a professional soccer player then they can 
    command high fees. 
 

3. Rent of Ability 
   An entrepreneur who invents a much sought after commodity may command high income. 
 

4. Completely specific factors of production 
    There is no opportunity cost in the use of an existing factor of production which is completely  
    specific (not adaptable to other uses e.g. a railway station) . If a payment is made for the use of this  
    specific factor then this entire payment would be economic rent as the opportunity cost is zero. 
 
          

2 points at 5 marks each.  
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(b) (i) State and explain the economic reasons why entrepreneurship is important to the  
   development of the Irish economy. 

(ii) State and explain three means by which the Irish Government could encourage 
entrepreneurship in Ireland.                                                                                              (30) 

 
 
 
 

(i) The economic reasons why entrepreneurship is important to the development of the Irish economy. 
 
 

1. Creates employment 
Entrepreneurs need workers to produce goods/services. They provide viable employment 
opportunities for labour and help decrease unemployment. 
 

2. Organises production 
Entrepreneurs organise the other factors of production into production units. Without entrepreneurs 
these factors of production would lie idle. 
 

3. What to produce / prices to charge 
Entrepreneurs decide which goods and services are going to be produced and in what quantities, by 
anticipating consumer demand and deciding the prices to be charged. 
 

4. Innovation 
Successful entrepreneurs may invest part of their profits into developing new commodities which 
will benefit society thereby improving the standard of living / quality of life. 
 
5. Encourages further investment / Enterprise culture 
Entrepreneurs put both their money and skills into a business in the hope of making a profit and this 
may encourage further investment in the economy if successful.  
 

6. Outlet for savers funds 
Entrepreneurs provide an investment outlet for savers funds, generating a return on savings. 
 

7. Revenue for the government 
Entrepreneurs help generate revenue for the government through taxation revenues: corporation tax; 
VAT; income taxes. 
 

8. Improve Balance of Payments 
If the goods produced by the entrepreneurs are exported this will help improve the balance of 
payments position. 
 

9. Creates wealth  
Successful entrepreneurs create wealth, thereby leading to economic growth / increase in GNP. 

 
3 at 5 marks each.  
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(ii) State and explain three means by which the Irish Government could encourage entrepreneurship in 
         Ireland. 
 
 

1. Enterprise education 
If the government encouraged greater emphasis on enterprise education in schools and colleges 
then more individuals may be willing to undertake the risks involved. 
 
2. Taxation policies 
If the government maintains corporation profits tax rates then individuals may see the possibility of 
greater profitability. Similarly a reduction in VAT rates may increase demand for commodities and 
increase sales. 
 
3. Government Policies / regulation 
If the government reduced the regulations involved in setting up a business or removed 
administration obstacles then more people might become entrepreneurs. Also, if they offer grants 
and other incentives for establishing a business then more people might do so / create a favourable 
business environment.  
 
4. Labour market policies 
The availability of an educated / skilled workforce acts an incentive to individuals to establish a 
business. Investment in universities / 3rd level colleges. 
 
5.  Improved economic outlook / confidence in economy 
If the government, through its economic and social policies, presents a positive outlook about the 
economy then individuals may take more risk.  
 
6.  Develop infrastructure 
Investment in communications technology through the provision of broadband access will 
encourage people to start up business. 
 
7. Improve competitiveness 
Currently the competitiveness of Irish industry is improving. If measures can be taken to improve 
competitiveness further then individuals may be encouraged to start a business e.g. more 
competitive quotes for communications, insurance, energy etc. 
 
8.  Availability of bank credit 
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. 
 
9. Government initiatives  
Examples include: ‘Action Plan for Jobs 2012’ provides support for businesses struggling to access 
credit with €100m Micro Finance Loan Scheme, €150m Development Capital Scheme and a Loan 
Guarantee Scheme. 
 

3 at 5 marks each.  
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(c) ‘There are 200,000 small firms in Ireland employing 655,000 people’.  
               (Small Firms Association, December 2011)  

                       Discuss the reasons why small firms survive in the Irish economy.                            (20) 
 
 
 

1. 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. 
 
2. Personal services 
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. 
 
3. 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 they may respond by being loyal to that firm, making it difficult for other firms to 
gain a foothold. 
 
4. Support the community  
Citizens in smaller communities may support local business so that the continuity of supply is 
guaranteed, thus helping to maintain a viable community e.g. farmers’ markets supplying local 
produce to local business. 
 
5. Traditional / Niche markets  
 The type of product / service being supplied might make it more suitable for a small firm. 

Examples include: wedding planners; handmade/ craft products; perishable products etc. 
 A small firm may find it easier to locate close to the market where it might be difficult for a 

larger firm to do so e.g. roadside sellers of local produce can be flexible in choosing their 
location. 

 
6.  Exclusive nature of the commodity  
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 which service local markets. 
 
7. Availability of capital 
Small firms may find it very difficult to get the finance to expand their operations and hence the 
business remains small. 
 
8. Membership of voluntary groups. 
Some firms producing on a small scale may offset the disadvantage they have in competition with 
large firms by engaging in a joint marketing strategy with other small suppliers – hotel groups, 
individually owned grocery shops trading under a shared name (Spar, Centra etc) 

 
 

4 at 5 marks each.  
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Q3   Marginal revenue productivity, Investment, Investment in public transport 

 

(a) (i) Define the term Marginal Revenue Productivity (MRP) of a factor of production. 
  (ii) State and explain two factors that can influence MRP. 
  (iii) Outline two difficulties that may arise in measuring MRP.                            (25) 
 

(i)  MRP:  
The extra revenue earned when an additional unit of a factor of production is employed. 
 

5 marks 
(ii)  Two factors that can influence MRP 
 

1. The productivity/ commitment of the factor. 
The more productive each additional factor employed is then the more MRP that factor will earn. 
The more conscientious a person is then the more productive that person will be. 
 

2. The selling price of the output. 
If the selling price obtained on the market is rising or constant (and not falling) then the higher will 
be that factor’s MRP. 
 

3. The Law of Demand. 
On the market, the law of demand dictates that in order for more to be bought then price must be 
reduced – this affects the MRP obtained by the firm. 
 

4. Quality / Specialised nature of the factors/Unique talent.  
If the quality of the factor used improves then that factor may become more efficient and so 
additional output will be produced, resulting in increased MRP. 
 

5. Training/Education provided for the factors. 
If the factor is more highly trained / has attained a good standard of education then it may become 
more skilled, resulting in increased efficiency and more output. 
 

6. Expertise of the entrepreneur. 
If the entrepreneur has expertise in organising the production unit, then each factor may be more 
productive and work to its maximum efficiency. 
 

7. Law of Diminishing Marginal Returns. 
As each additional unit of a factor is used a point will be reached where the additional output 
produced will decline and so MRP will decline. 

 
2 points x 5 marks each 

 
(iii) Outline two difficulties that may arise in measuring MRP. 
 

1. Not all factors produce physical output. 
Where services are provided no physical output is produced and so MRP cannot be measured. 
 

2. Output not sold in the market place. 
In the public sector where output is not sold in the market it is difficult to calculate MRP. 
 

3. Combination of capital and labour to produce additional output. 
It is difficult to measure the contribution of each individual factor. 
 

2 points x 5 marks each 
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(b) ‘Capital Investment has been an important driver of economic advancement in Ireland over the past ten  
           years, providing the capacity and scope for growth’. 
                   (The National Recovery Plan 2011 – 2014) 
 
                   

  (i)   State and explain three reasons why investment is important for the Irish economy. 
  (ii)  Describe three factors that currently influence the level of investment in the Irish economy. (30)                

 
 
 
(i)   State and explain three reasons why investment is important for the Irish economy. 
 

1. Increased productive capacity 
Greater investment allows the country to produce more output / it replaces worn-out capital 
resources. 
 

2. Increased labour productivity  
More investment allows labour to become more efficient. Investment allows workers to use more 
up-to-date capital goods, making them more efficient. 
 

3. Increased employment 
Extra investment increases aggregate demand resulting in the demand for more employees to meet 
this additional demand for goods & services. 
 

4. Increased GNP  
Increased investment leads to higher GNP, greater demand, increased spending and a higher 
standard of living. 
 

5. Investment generates future wealth for the economy 
Investment into the economy means that we are safeguarding the future wealth creating capacity of 
the country, by ensuring that we have capital goods in the future. 
 

6. Increased Government Revenues 
An increase in investment will increase economic activity. This will generate additional revenues 
for the government for use within society. 

 
 

3 points x 5 marks each 
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(ii)  Describe three factors that currently influence the level of investment in the Irish economy. 
 
 

1. Rates of interest / Cost of borrowing 
As rates of interest increase, the cost of borrowing increases. Thus the lower will be the profit 
earned. Hence investment will fall / MEC may fall. 
 

2. Business people's expectations  
Currently many business people are pessimistic about the economy and so they are less likely to 
invest. 
Irish business people are more pessimistic about the future for various reasons: potentially higher 
tax rates in Ireland; higher interest rates; poor economic growth rates. 
 
 

3. Government economic policies 
If government policy is favourable towards investment then investment tends to rise.  
Examples of favourable policies currently include: attractive state grants; a policy to maintain 
corporation tax at current levels; continued development of infrastructure etc. The government 
policy to provide additional training places; reduced VAT for some industries and reduced PRSI 
for additional workers hired may help attract investment into Ireland. 

 

4. The international economic climate 
Ireland is an open economy, which relies on foreign investment.  
If the international economic climate is in a slump then this may result in a fall in demand which 
will cause Irish businesses to suffer. 
         
5. The Marginal Efficiency of Capital 
The greater the potential MEC for any possible investment project then the more likely the 
investment will take place. 
 

6. Stability in the banking sector 
The policy of the state to stabilise the banking sector should help the flow of credit, and so 
encourage risk taking. 
 
7. The cost of capital goods 
The greater the cost of capital goods the lower the profitability of the investment,  
 hence investment tends to fall. 
 
8. Availability of a skilled English speaking workforce 
The workforce is English speaking which  may attract investment. 
People have time to re-train during the current period of unemployment. 
Ireland currently has a pool of highly skilled workers. 

 

3 points x 5 marks each  
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(c)     Advise the Minister for Transport on two possible economic advantages and two possible economic  
         disadvantages of investing in public transport, rather than investing in the construction of new roads. (20)   
 
 

 

Possible economic advantages 
 

Possible economic disadvantages 
 

Better  use of scarce resources 
There will be less fossil fuels used per 
passenger, thereby saving scarce resources. 

Investment may be costlier than investment 
in roads 
The cost of investing in public transport may be 
greater than the cost of building roads. 
 

Improved public infrastructure/Regional 
Development 
This will benefit society and lead to a better 
standard of living from the enhanced public 
transport facilities. Further development of rural 
areas leading to geographical mobility of labour 

People in rural areas disadvantaged. 
If the investment is confined to areas with large 
populations then people in rural areas cannot 
avail of these services. 
 

Reduced CO2 emissions /  
Environment better protected 
If more people use public transport and limit the 
use of cars it will result in reduced emissions / 
less penalties under Kyoto agreement. 
 

Loss of taxation revenues 
If private transport users reduce their use then it 
may result in a loss of VAT; excise duties ; 
motor taxes to the state. 

Reduced traffic congestion 
With the possibility of less road traffic the costs 
associated with traffic congestion should fall. 
 

Subsidies from the state 
Public transport may require continued 
subsidies from government to encourage its use 
e.g. subsidy for CIE etc. 

Reduced imports 
If more people use public transport then it may 
result in a reduction in the import of cars and of 
oil. 
 

Behaviour of roads users unchanged 
If the number of roads users is not reduced then 
the investment in public transport may have 
been wasteful of resources. 

Increased employment  
If demand increases then there may be more 
employment provided by transport providers. 
 

       
         
          May argue the opposite of this point 

Benefits to transport providers 
If more people use public transport then 
revenue for providers will increase allowing for 
continuity of service; may help reduce subsidies 
payable from the state; and may allow 
economies of scale  to be achieved, resulting in 
lower prices. 
 

Costs of not investing in roads 
The road infrastructure may deteriorate; the 
costs for business may increase; Ireland may 
fall behind in international road developments. 
 

2 x 5 marks 2 x 5 marks 
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