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Q5 Fiscal & Monetary Policy; Indirect taxation; Budget deficits  
 

 

 
 

 Possible responses Max 
Mark 

(a)  
(i)  
 
 
 
 
 
 
 
 
 
 
 
 
 

(ii) 

 
Explain the terms fiscal policy and monetary policy. 
 
Fiscal policy 
Any action taken by the government which influences the timing, magnitude and 
structure of or alterations in revenue and expenditure./Is 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. 
 
Monetary policy 
Any action taken by the ECB which influences the money supply, interest rates and the  
availability of credit. 
 

 
 
Outline how Ireland’s membership of the Eurozone affects the operation of the 
Government’s monetary policy or fiscal policy in Ireland. 
 

Monetary Policy 

ECB controls monetary policy 
Membership of the Eurozone means that Ireland does not operate its own monetary 
policy.  It is under the control of the European Central Bank (ECB).  
The mandate of the ECB is fixed by treaty. Interest rates must be close to the EU 
average. 
 
Decisions by ECB may not suit Ireland 
Ireland’s economy represents 2% of the euro area so decisions taken by the ECB 
regarding interest rate changes may not always suit the Irish economy. A “one size fits 
all” monetary policy may be a source of instability if business cycles are not correlated 
across member countries e.g. if the Irish economy is booming the appropriate policy 
response from the central bank is to raise interest rates.  However, the ECB cannot 
increase interest rates just to suit Ireland.   
 
Central Bank of Ireland has imposed rules re: mortgage availability 
Devaluation of a national currency is not available in adjusting to macroeconomic  
shocks. The Central Bank of Ireland is the national macro-prudential authority.  
Since 2015, it has imposed limits on the size of mortgages relative to house values 
and relative to incomes.  
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Mark 

 
 
 
 

 
OR 

 

Fiscal Policy 

 

Fiscal restraint required by Irish government 
Membership of the Eurozone requires some fiscal constraint while some elements of 
sovereignty in relation to fiscal policy have been relinquished. Membership affects 
fiscal policy due to the existence of fiscal rules.  Ireland can set its own tax rates and 
government expenditure levels.   
 

EU rules re budget deficits / national debt 
The EU Growth and Stability Pact specified a debt ceiling of 60% and a budget deficit 
ceiling of 3% of GDP and it also requires governments to make an annual report 
regarding the state of public finances.  
 
Budget pre-approved by EU 

    Budget plans must be pre-approved at EU level, so there is less risk of inappropriate    
    budgets being implemented.  IFAC (Irish Fiscal Advisory Council) was established in   
    2011 to provide objective opinion on the sustainability of the national budget plan and  

macro-economic forecasts that underpin budget plans. 
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 Possible responses Max 
Mark 

 
(b) 

 
 

(i) 
 
 
 

(ii) 

 
Indirect taxes are frequently used as a government policy instrument to change certain consumer 
behaviour. 

 
Explain the term indirect tax. 
 

An indirect tax is a tax on the consumption of goods and services e.g. VAT 
 
Explain how indirect taxes could be used to change certain consumer behaviour, using 
examples to support your answer.   
 
Possible responses include: 
 
Increased VAT on sunbed services 
In Budget 2018 the VAT rate applying to sunbed services increased from 13.5% to the 
standard rate of 23% from January 1st, 2018 to deter sunbed use, due to clear evidence 
of a link between sunbed use and skin cancer. This is in line with the Government’s 
National Cancer Strategy.  
 

Tax on sugar sweetened drinks introduced in April 2018 
This tax was introduced to have a positive effect on nutrition and was designed to 
encourage healthy eating and shift consumption towards a healthier diet. It is hoped 
that consumers would be more responsible and make healthier choices.  It is hoped that 
a reduction in consumption would tackle obesity, diabetes etc. 
 

Environmental levy on plastic bags 
Ireland was a pioneer in reducing the usage of plastic shopping bags. 
The small levy, introduced in 2002 aimed to discourage the purchase of plastic bags, 
ultimately reducing litter. This levy has converted most of the population to the use of 
re-usable bags.  Consumers now seek alternatives to the use of these plastic bags. 
Plastic bags now account for only 0.14% of total litter compared to 5% in 2002.  
 
Tobacco products tax / tax on alcohol 
The excise duty on a packet of 20 cigarettes increased by 50 cents (including VAT) with a 
pro-rata increase on the other tobacco products, and an additional 25c on roll your own 
tobacco in Budget 2018.  VAT and excise duties on alcohol and tobacco discourage the 
consumption of these products and reduce their negative health effects. 
 
Introduction of Carbon taxes in 2010 / environmental taxes 
Carbon taxes, imposed in a similar way to excise duties, change the relative price of 
fuels, deterring the use of fossil fuels that lead to higher carbon emissions and 
ultimately to climate change.  These taxes are imposed to reduce carbon emissions on 
fuel and utility bills. Such environmental taxes aim to encourage consumers to change 
their patterns of consumer behaviour. 
 

-1m  if example omitted 
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3 x 5 
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Mark 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(iii) 

 
Reduced VAT rate for the tourism sector 
The 9% reduced VAT rate for the tourist sector was introduced a number of years ago to 
promote tourism in Ireland.  It is acknowledged that this reduction in VAT resulted in an 
increase in services in this sector resulting in increased employment and allowed for 
expansion in the industry and encouraged Irish residents to holiday in Ireland. 
 
VRT 

 Since 2008 the VRT on the initial purchase price of a vehicle is based on CO2 so the lower 
the CO2 emissions, the lower the tax.  

 The charging of the VRT and the motor tax in Ireland on the basis of CO2 emissions  

 resulted in a significant switch towards diesel-powered cars. 
 
 
 
Outline one intervention, other than taxation, that a government could consider to 
change consumer behaviour. 
 
National Advertising Campaigns 
The government could raise awareness of the damage certain products can cause to a 
person’s health and wellbeing in order to change their behaviour. They could run 
national advertising campaigns to raise awareness. 

 

Education Programmes could be introduced into schools in order to attempt to change  
consumer behaviour.  
           
Legislation 
Passing of laws to change consumer behaviour e.g. the introduction of the smoking ban.      

 Introduce fines for offences e.g. littering/ pay-by-weight schemes. 
 

Government grants 
The government could provide grants for retrofitting of houses / encouraging better 
energy use etc. 
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 Possible responses Max 
Mark 

 
(c)  

 
 

(i) 
 
 
 
 

(ii) 

 
In 2016, the Government [budget] deficit was €1.8 billion, an improvement on the 2015 deficit of 
€5.0 billion.                                                                (Source: CSO, July 2017) 
 
Define the term budget deficit. 

 
A budget deficit arises when government current expenditure is greater than 
government current income.  
 
Discuss the possible economic consequences of a reduction in the budget deficit for the 
Irish economy. 
 

 Less borrowing for the Irish economy 
With the deficit falling it will mean reduced borrowing resulting in reduced debt  
repayment and interest repayments. 

 

 Less burden on future generations of taxpayers 
Inheriting a reduced national debt may improve living standards for future  
generations. 

 

 Improved image of country abroad 
The  ability to manage the national finances may improve Ireland’s international  
credit-rating.  Our debt rating is rated as investment grade by all the main credit  
rating agencies 

 

 Less money may be spent in public services /reduction in public sector numbers 
Some public services may be discontinued; the standard of services may deteriorate 
(e.g. health services) while the charges for some state services may be increased.  
The reduction in the deficit could be achieved by reducing the numbers employed in 
the public sector; reducing wage rates in the sector; out-sourcing to the private  
companies.  

 

 Effects on economic activity / growth 
In the short term a reduction in spending could result in reduced demand. In the 
longer term an improvement in the state finances may, through increased confi-
dence, stimulate demand and result in an increase in economic activity. 

 

 Effects on standard of living 
In the short term reducing the deficit could be achieved by increased taxation /  
reduced spending – this would reduce the standard of living. These actions may have 
a greater effect on lower income groups (widening the gap between rich and poor).  
 
Other: 
More people may engage in the black economy. The actions of the government to 
reduce the deficit may result in public unrest e.g. the protests against the  
introduction of water charges etc. 
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   2 x 6 
(3+3) 
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 Possible responses Max 
Mark 

 
(c) 
(iii) 

 

 
 

Is a budget deficit always bad for an economy? Outline two reasons for your answer. 
 

No  

Stimulates demand 

 If the increase in government expenditure will increase the demand for goods and  

 service i.e. stimulate aggregate demand within the economy this may stimulate 

 economic growth. 
  

 Job creation 

 The increase in demand may lead to the creation of jobs and further increases in 

 spending. The increase in consumer spending may lead to increased business confidence 
and further stimulate economic growth. 

 

Self-financing deficit 

 With economic growth and increased consumer spending, government revenues may 
increase, and the deficit may be self-financing. Some people may consider it  
reasonable to allow a budget deficit during a temporary downturn in economic activity.  

 
 

Yes 

 Unsustainable debt levels 

 If the deficit is being financed by increasing the National Debt to unstainable levels or to 
a level in breach of the EU fiscal pact. As a share of GDP Irish government debt is  

 currently over 60% while the Maastricht ceiling is 60%. 
 

High future taxation levels 
Budget deficits will ensure that taxation levels for future generations will remain high. 

 

Deadweight debt 
If the deficit is used and no extra tax revenue is earned as a result of the spending then 
it may be considered not good for the economy/not self-liquidating. 

 
 
 
 
 
 
 
 

 
 

2 x 6 
(3+3) 
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Q7        Terms / Privatisation / Contributions to Economic Thought 

 

(a) Explain the following terms:  
                       National Debt   / Fiscal Policy /   Budget Deficit   /   Tax Avoidance.                    [20] 
 

National debt is the value of total outstanding debt / borrowing owed by the state.  
 

Fiscal policy 
Is 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/Any action taken by 
the government which influences the timing , magnitude and structure of current revenue and expenditure. 

 
Budget deficit is when total government expenditure exceeds total government revenue.  
 

Tax avoidance is the arranging of one’s affairs within the law so as to minimise /avoid tax liabilities. 
 

4 at 5 marks each   
 

(b) The National Broadband Plan is the government’s commitment, over the next five years, to bring high 
speed broadband to every home and business in rural Ireland. In July 2016 the government announced 
that this national infrastructure will be privatised when built.                                                                                                     

(i) Explain the term privatisation. 
(ii) State and explain the economic arguments for and against privatisation using any Irish example.   

                                                                                                                                                                                        [30] 
                      
(i) Explain the term privatisation. 
 
 The selling of a state owned company / asset in whole or in part to the private sector. 

5 marks 

(ii) State and explain the economic arguments for and against privatisation using any Irish example. 
 

Possible economic arguments for may include: 
 

Revenue for government  
The government could use the revenue from the sale of the asset to reduce its level of borrowings into the 
future.  
 
More competition  
Competition in the industry could improve services offered to customers and lead to more competitive 
prices for goods and services e.g. air travel in Ireland/Aer Tricity, Energia due to ESB infrastructure being 
privatised.  

 
Employment opportunities  
In the case of a new firm, if it increases its market share, then this may result in a growth in employment 
together with additional job security for existing employees. IAG purchase of Aer Lingus. 

 
Enterprise culture  
Increased share ownership may lead to growth in an enterprise culture within the country and so help 
employment. 
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Access to finance/overseas markets 
Through the sale of additional shares on the stock exchange, private companies have access to extra 
finance. Companies can expand overseas and compete for business abroad. 

 
Greater incentives for innovation  
Employees may have more incentive to innovate and improve productivity as they may reap greater rewards for 
their innovations within the privatised sector e.g. higher bonuses. 
 
Shedding of loss making companies 
By selling loss making companies the burden on the state is removed and so the burden on taxpayers  
should be reduced. If Bus Éireann sold its Expressway services its costs may be reduced. 
 

Less pressure on the government finances 
There is no further requirement for on-going government investment in the company and the government 
can still have some control through regulation. 
 

Possible economic arguments against may include: 

Increased Prices/ falling standards of service  
The quality of services provided by the new company may deteriorate in an effort to save costs. Prices may 
be increased to increase revenue. 

 
Loss of jobs and reduced job security 
Jobs may be lost through rationalisation of services and this may lead to higher social welfare costs.  

 
Loss of a State Resource / loss of annual profits 
Taxpayers lose critical infrastructure, which was once owned by the state. The state will lose profits made 
by profitable state firms. Loss of control e.g. Bord Gais (retained the pipeline network). 

 
Foreign Ownership  
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. National Lottery and Aer Lingus. 

 
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. 

 
Curtailment in pay and pensions increases  
The owners of the newly privatised company may limit pay and pension increases due to its employees or 
change its employees’ conditions of employment resulting in a worsening of these.    

 
Loss of essential public services 
The newly privatised firm may cut those services which are non-profit making and this may affect lower income 
groups in particular. 
 

Possible abuse of monopoly power 
If the newly privatised company is in a monopoly position it could abuse its power and increase prices. 
 
 

4 at 5 marks (2 + 3) + 5 marks for reference to any valid example. 
Minimum of one point for AND one point against. 
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(c) Outline the key contributions to economic thought by any three of the following economists:  
 

(i)        Adam Smith (ii) Milton Friedman (iii) Karl Marx  (iv) Thomas Robert Malthus  (v) John Maynard Keynes.      [25]                                                                                                                            
 

Adam Smith 
The pursuit of self -interest  
This best benefits the individual and hence best benefits society. 
 
 The Division of Labour 
Increased productivity and increased country’s wealth. His example; the manufacture of pins illustrated the    
benefits of the division of labour. 
 
 Labour Theory of Value  
 The value of a product was equal to the amount of labour that went into producing the product. 
 
 State protection of property rights 
 Encourages the accumulation of personal wealth.  
 
 'Invisible hand of competition'  
  Allows a self-regulating market to operate thus ensuring economic progress is achieved.  
 
 Perfect Competition  
  Free entry into markets; profits sufficient to reward entrepreneurs; inefficiency penalised and  
  price based on the cost of production. Monopolies would not persist. 
 
 Laissez-faire / limited government intervention  
 There is no justification for government intervention except for defence/justice. 
 
 Canons of Taxation  
 To fund the state’s defence/justice systems taxation was necessary and he developed the four  
 principles of a fair tax system: equity, economy, certainty and convenience. 

 
Paradox of Value  
He distinguished between ‘value in use’ and ‘value in exchange’. Some items had an immense utility (i.e. air,  
water) but are not exchanged, while others (i.e. diamonds) possessed little utility but could command a high  
value in exchange.  
 
Advocated Free Trade  
He advocated international free trade unhindered by the imposition of tariffs so that markets  
could operate effectively and allow the gains from trade to be spread between nations. 
 

Milton Friedman 
 
Favoured Monetary policy: 
It should be the main instrument used by the government to manage the economy. 
 
Strict control of money supply to control inflation:   
Monetarists suggest strict control of the money supply so as to control inflation. 
 
Reduction in inflation leads to improved competitiveness:  
This increases competitiveness which may lead to increased exports and job creation in the long run. 
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Laissez faire principles: 
He favoured a return to laissez faire principles - with minimum state intervention; de-regulation of markets;  
privatisation of state bodies. 
 
Supply side policies: 
He favoured policies which improved market efficiency / boosted supply: de-regulation of markets; reduc-
ing the   ability of trade unions to interfere with the labour market. 

 

Karl Marx 

Labour Theory of Value  

The value of a good was the labour cost needed to produce the good. Labour was paid enough to rear a  
family but workers were required to work a number of hours in excess of the hours necessary to meet these 
costs. For this the worker was producing value / profit for the employer. This excess value of output pro-
duced over wages was called ‘surplus value’ of production and represented the exploitation of the workers 
by the capitalist. Marx said that only 2 sources of income existed: value and surplus value, both created by 
workers and should be kept by workers. 
 

Distribution of Capitalist profits 

Capitalists reinvest in new machinery which reduces the demand for labour, leading to unemployment. A 
recession sets in. Smaller businesses fail and bigger ones take control of markets. Machinery de-skills labour 
and competition between workers for jobs allows capitalists to worsen working conditions and reduce pay 
further. 
 

Conflict between classes would lead to the replacement of capitalism by socialism 
Employers become fewer and bigger. Numbers unemployed grow. They organise themselves. Revolution 
occurs and workers take control of society in a socialist state where they would have full control over all 
means of production and where wealth would be distributed fairly. 
 

Theory of exploitation of labour in a capitalist system   
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/ Labour produced a “surplus 
value” which went to the capitalists in the form of profit.  This illustrated that workers were exploited and 
in time would be replaced by capital resulting in their unemployment. 
 

Thomas Robert Malthus 
 
Theory on Population and food supply 
Malthus stated that population increases in a geometric progression (i.e. 2, 4, 8, 16 etc.) while food supply 
increases in an arithmetic progression (i.e. 2, 3, 4, 5 etc.). Therefore, population would outgrow the means 
of subsistence. Malthus believed that only natural causes could check excessive population growth i.e. war, 
famine and vice. 
 
 
Subsistence Wages Theory / Iron Law of Wages 
He believed that any increase in wages above the subsistence level would cause an increase in population 
which would in turn cause wage levels to fall down to the subsistence level.  
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John Maynard Keynes 
 
National Income at less than full employment 
Keynes observed that national income could reach equilibrium without reaching full employment and hence 
he suggested government intervention to help create jobs when required. 
 
Output is demand determined 
The size of national income depends on expenditure i.e. C = I + G + X – M. 
 
Favoured government intervention in the economy 
The job of the government is to manage the economy. The government can use fiscal policy to create full 
employment. 
 
Investment decisions by entrepreneurs 
He stated that investment decisions by entrepreneurs depended more on businessmen’s expectations than 
on the rate of interest. 
 
New Economic Concepts – The Multiplier 
He developed new tools to explain his theories including the multiplier: Any initial increase in spending will 
cause a much greater increase in GNP due to the fact that one person’s expenditure is another person’s in-
come. He developed concepts such as: - MPC, MPM, etc. 
 
Liquidity Preference Theory 
People may prefer to hold their wealth in money form for three reasons: transactionary; precautionary and  
speculative reasons. 
 
Managed system of exchange rates 
He favoured a system of foreign exchange rates which could be ‘managed’ by the state rather than the gold 
standard. 
 

2 contributions per economist 
(5(3+2) + 4(2+2)/4(2+2) + 4(2+2)/4(2+2) + 4(2+2) ) 

1st correct response: 5 marks (3+2) 

Each of the remaining responses at 4marks each (2+2) 
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Q7: Terms / Inequality in Ireland / How to protect the environment 
 

         (a) In the case of any two of the following three pairs, distinguish between the two concepts.  
  (i)  Income and wealth 
  (ii) Progressive taxes and regressive taxes 
  (iii) Impact of taxation and incidence of taxation.                                [20] 

 
 
Wealth 
This is a stock of tangible and intangible possessions which have market value at a moment in time. 
This is the stock of things owned / value of the stock of capital goods + financial assets minus debt. 
 
Income 
This is a flow (income earned by an individual during a period) which increases wealth. 
 
Progressive taxes 
One that takes 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 worker’s wage increases they will pay a higher tax rate. 
 
Regressive tax     
One 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. 
 
Impact of taxation 
The impact of a tax refers to the person or organisation on whom the tax was initially charged / imposed. 
 
Incidence of taxation 
Incidence of a tax refers to the person who actually ends up paying the tax / the person who finally bears the 
burden. 
 
Inelastic demand (cigarettes, alcohol) the consumer bears the burden of the tax. 
Inelastic supply, the producer bears the burden of the tax. 

 
Terms correctly distinguished: 10 marks (5+5) +10 marks (5+5) 
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(b)  (i) Outline two economic policies which the Irish Government could consider to address  
  inequality in Ireland. 
          (ii) Policies introduced to reduce inequality may make it more difficult for the government to  
           achieve other economic aims.  Explain this statement, using examples to support your answer.     
                                                                                                                                                                 [30] 
 
(i) Outline two economic policies which the Irish Government could consider to address inequality in Ireland. 
 

Increasing the national minimum wage / introduce a national living wage 
By increasing the minimum wage, those workers on lower incomes would have a higher disposable 
income. If a national living wage was introduced, then all those on lower wages would have a better 
standard of living. 
 
Tax policy 
Ensure that taxes are progressive e.g. income tax, CGT, CAT.  
Increase corporation profits tax – so that those businesses who can afford to do so, will pay more taxation. 
Abolish tax reliefs and shelters that are used by very high income earners to avoid paying taxes. 
Widen the lower income tax band so as to increase the real income of low income earners/Lower taxes for 
low paid workers. 
The government could introduce a wealth tax similar to other economies so that those who can afford to 
will pay more taxes. 
 
Social welfare policy 
By increasing social welfare benefits those on lower incomes will be afforded a better standard of living. 
Target universal entitlements: instead of giving child benefit to every household with children it could be 
means tested or targeted to parents in receipt of welfare payments or parents on low wages. 
 
Universal access to basic goods / merit goods  
Ensure that basic services are available to all citizens such as health care, housing, education, etc. 
The government could immediately provide the finance necessary to build more social housing. 
The government could regulate those markets that provide utilities e.g. electricity / gas, water, waste 
disposal etc., so that those services are available at a fair price to all consumers. 
Increased expenditure on education/Invest in early childhood education/pre-primary education. This will 
provide all children with access to education at an early age, irrespective of income levels.  
Provide incentives for those on lower incomes to access third level education. 
 
Invest in training schemes/ welfare to work schemes 
Provide welfare to work schemes: make it more attractive to take up work by providing some income support 
while people are making the transition from welfare to work. 
Support training, earn-while-you-learn schemes and apprenticeships: provide more opportunities for the 
long-term unemployed and youth unemployed so that they are more equipped for the current jobs market and 
give them the possibility of taking up job opportunities as they arise. 
 
Create more employment / encourage job creation 
Invest in infrastructure, develop renewable energy sources, renovate abandoned houses and significantly 
increase affordable housing investments to revitalise communities. 

 

2 x 8 marks (3+5) 
(Reference to how policy could help reduce inequality required for full marks.) 
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(ii) Policies introduced to reduce inequality may make it more difficult for the government to achieve other  
          economic aims.  Explain this statement, using examples to support your answer.      
 
        Possible responses include: 
                                                                                                            
 

More equitable distribution of income / wealth vs. economic growth 
Using taxation to achieve a more equitable distribution of wealth can be a disincentive to entrepreneurs if 
their profits are taxed too much and some may take their investments abroad.  
Taxing of high income earners may encourage them to leave the country for a country with a more 
favorable tax system. This could impact negatively on economic growth. 
 
Reduce unemployment vs Balanced Budget / control of state finances 
The Government might wish to increase expenditure to try to get the unemployment rate down but this will 
conflict with its desire to balance the budget / control the state finances. 
 
Creating employment vs. equitable income distribution 
Improving social welfare benefits help achieve a more equitable distribution of income but it may also act 
as a disincentive for some people to return to work, thus making it more difficult to achieve full 
employment. 
 
Progressive taxation vs job creation 
Will creating a more progressive tax system have an impact on job creation and people taking up work? 
Some people who pay more taxes may feel that it is not worth their while working and so decide not to 
work. 
 
Creating employment vs Balance of Payments equilibrium / price stability 
When more people are working, income rises in the economy and as Ireland is a small open economy, 
some of that increased income will be spent on imports which could lead to a deficit on the Balance of 
Payments. With an increase in employment comes an increase in spending in an economy but this can lead 
to an increase in demand-pull inflation 
 

2 x 7 marks (3+4)  
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 (c) A clean and healthy environment is a scarce and valuable resource.  

Outline actions the Irish government could take to protect the environment.                                [25] 
 

        Possible responses include: 
 

Introduce new taxes / Increase existing taxes /polluter pays 
Tax practices which impact negatively on the environment i.e. plastic bag tax; landfill tax;  
congestion tax on cars into Dublin City. The Government could make it mandatory to have pay per weight 
bin charges. Impose taxes on producers to make them take account of the external costs. 
 
Tax incentives / subsidies (for producer / consumers) 
Offer tax incentives to households to switch to alternative sources of energy and switch away from  
high-carbon goods and services e.g. solar panels, wood burning stoves, home insulation. 
Subsidise activities and products which are environmentally friendly e.g. subsidise electric cars. 
Provide subsidies to encourage the development of low-carbon technologies which are essential in 
achieving cuts in emissions.  

Provide / subsidise public transport 
To help reduce carbon emissions the government could encourage the use of public transport. Incentives 
could be offered to subsidise public transport where it is available, provide public transport where it is not 
or provide subsidies to encourage private operators to do so. 
 
Information / education campaigns 
The government could fund information campaigns to make consumers and businesses more aware of the  
possible impact of their actions on the environment / more aware of the external effect of their activities. 
They can continue to fund initiatives like the ‘Spring Clean-Up’; coastal protection etc. 
 
Legislation / improved regulation  
The government could introduce laws which would prevent the production of certain products and/or 
methods of production.  
Improved regulation of markets may ensure that the environment is better protected. The government 
could introduce a system of tradable permits (polluters that want to increase their emissions must buy 
permits from others willing to sell them). 

 
 

4 points: 7 marks (4+3) + 6 marks (3+3) + 6 marks (3+3) + 6 marks (3+3). 
7 marks: 1st correct response 
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Q8: Economic performance / Debt reduction / Irelands urbanised population 
 

 (a) Outline, using appropriate figures, how the Irish economy has performed in the last 12 months in each of  
          the following areas: Economic growth / Price level / Unemployment / Interest rates.                   [20] 
 

Economic growth 
 

6.5% GDP / 5% GNP 
 

Irrespective of the agency which is forecasting economic growth rates for Ireland all agree that 
Ireland will continue to experience a high rate of economic growth. 
 

Ireland’s economy is set to grow by 6% this year, the fastest rate in the EU - EU Commission. 
Central Bank has forecast that the Irish economy will grow at close to 5% in 2016, compared to 6.6 % for  
2015, adding that a convincing recovery is well established on the domestic side of the economy. 
Real GDP is set to continue to grow and estimates 4.3% growth in 2016 and 3.5% in 2017. (Department of 
Finance forecasts)  
Ireland’s economic growth grew by 7% in the third quarter of 2015 compared with the same period in 2014.  
(Irish Times).  The main driver was personal consumption - total domestic demand rose by 3%. 
 

Price levels 
 

0% May 2016 / + 0.5% year on year 
 
Price inflation across the economy was low in 2015 / 2016. 
 
Consumer prices in Ireland increase 0.5% year-on-year in May 2016 
The continuing low level of price increases should help encourage consumption and this may lead to further 
job creation which will assist government finances. 
 

Unemployment 
 

7.9% - April 2016 
 
Unemployment levels continue to fall in Ireland, falling to their lowest levels since the financial crisis. 
 
The country’s unemployment rate fell below 8% in April 2016 for the first time since 2008. 
The number of people who were unemployed fell by 15.7% (or 33,000) in the year to the first quarter, 
bringing the number unemployed to 179,500. This represents the 15th quarter in a row of falling 
unemployment levels. 
The total number of people at work rose by 46,900 in the year to the first quarter of 2106, bringing the total 
number of people in employment to 1,976,500. 
 

Interest rates 
 

0% 
The Eurozone’s monetary policymakers (ECB) have kept interest rates on hold at their lowest  
historical level.  
 
The principal reasons for this policy is concern with the slump in oil prices and the rocky start to the year in  
financial markets.  
Concern exists of impact on Eurozone inflation and recovery of any change in interest rates. 
 

4 x 5 marks  
2 marks (approximate figure) + 3 marks (trend 1m + comment on trend 2m) 
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Q8    Budget deficits / Regional Development / Emigration 
 

 (a) “A Budget deficit stimulates the economy and therefore should be encouraged.” 
              Discuss this statement with reference to the Irish economy. You may agree or disagree.     (20)   

The Irish economy: 
 

• Ireland has been in a recession which has lead to reductions in tax revenue (more unemployment and 
less business profits) increases in government current spending (social welfare benefits). The result is a 
large budget deficit.   

• Austerity measures that reduce spending end up reducing incomes making it even less likely that a 
country can repay its debts. 

 
If the candidate answers that a budget deficit should be encouraged: 

Acceptable answers could include the following 
 

• The increased government expenditure will increase the demand for goods and services i.e. stimulate 
aggregate demand. 

• This increase in demand should lead to the creation of jobs and further increased spending. 
• The increase in consumer spending may lead to increased business confidence and stimulate economic 

activity further. 
• Firms respond to increased demand by producing more. This could lead to increased employment, 

increased consumer spending, which leads to increased aggregate demand and the spending cycle 
continues (the multiplier effect). 

• With increased government revenues (from increased tax revenues and a reduction in social welfare 
spending) the budget deficit may be self-financing. 

• Concern about the long-run effects of deficits should not rule out the use of expansionary fiscal policy 
to stimulate the economy when it is depressed. Higher government expenditure should increase 
aggregate demand and lead to higher economic growth. Lower taxes should increase disposable 
incomes of consumers leading to higher economic growth.  

If the candidate answers that a budget deficit should not be encouraged: 
Acceptable answers could include the following 

 

• It can lead to increased borrowing with the burden of interest payments and Government Debt growing 
as long as there is a budget deficit and our National Debt is increasing.  

• High levels of debt can cause intergenerational unfairness because future generations of taxpayers 
will have to pay for the overspending of previous generations.  

• A budget deficit can lead to further increases in taxation in order to fund the increased borrowing. 
• Can lead to a loss of confidence in the economy by both businesses and individuals. Businesses may 

reduce investment and some individuals may reduce spending and save. Others may emigrate. 
• We are bound, and should adhere, to EU rules to reduce our budget deficit and to reduce our National 

Debt. 
• Could lead to money being spent on imports as Ireland is a small open economy and this reduces 

national income.  
• The government should run a budget that is appropriately balanced over time. High persistent budget 

deficits can have negative consequences. It is normal for government budgets to vary throughout the 
economic cycle. 

 

For reference to the Irish economy 6 marks (3 + 3)  
2 points at 7 marks (4 + 3) +7 marks (4 + 3) 
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(b)  (i)  Outline three policies the Irish Government could consider to achieve balanced regional  
development.  

           (ii) Outline two economic benefits to rural communities of balanced regional development.      (25) 
 
 
(i)      Outline three policies the Irish Government could consider to achieve balanced regional development. 
 

Grants/Tax Incentives 
If additional grants and tax incentives are provided to industry within the regions then more firms will 
locate there promoting development. 
 

Investment in the infrastructure 
If investment in the infrastructure takes place then the improvements will make these regions more 
attractive to set up business in, to live in and work in/Improvements in transport and energy. The lack of 
an adequate power supply in the north east hinders the location of some types of industry there.  If this 
situation were remedied then industry could locate there. 
 

High speed broadband 
High speed broadband delivered in a timely and cost effective way may attract business to the regions. 
Many advance FDI projects will require access to cloud computing which in turn requires high speed 
broadband. 
 

Improved access to training and educational facilities 
The provision of adequate third level educational facilities is a pre-requisite for attracting high  
value-added businesses to regions. The availability of educational and training courses in ITs and other 
College’s in regional areas encourages enterprise in these areas, further facilitating development. 
 

Provide venture capital for start-up businesses  
If start-up capital is provided by Enterprise Ireland / government agencies then the costs of setting up in 
the regions is reduced and this makes the regions more attractive. 
 
 

3 points at 5 marks each (2 + 3)  
 

 
(ii) Outline two economic benefits to rural communities of balanced regional development 

 
Employment creation 
Regional development will help maintain and create employment in rural areas. 
 
Maintain local services  
Services which are essential will be maintained e.g. education, banking, post offices, hospitals etc.  
 

Reduce emigration / urbanisation 
If jobs are maintained then it may result in lower numbers emigrating and a decline in the urbanisation of 
Ireland. 
 

Promote / support more vibrant communities 
The areas will be more attractive areas to live in and this will help retain more of the population. 
 
Less rural / urban divide 
As population increases and communities become more viable then the divide which exists between rural 
and urban communities may decline. 

 

2 points at 5 marks each (2 + 3) 
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 (c) (i) Discuss the economic effects of emigration on the Irish economy.  
            (ii) Advise the Government on two policy initiatives/measures that could be introduced in ‘Budget  
                        2016’ to encourage emigrants to return to Ireland.                                                                     (30) 
 
 
(i) Discuss the economic effects of emigration on the Irish economy. 
 

Negative consequences Positive consequences 
Higher dependency ratio 
The active population is probably leaving leading 
to higher dependency ratio and the need for the 
government to finance this increasing dependent 
population/increased tax burden on the employed 
population. 

Unemployment reduced 
Those people who emigrate may have been 
unemployed if they stayed in Ireland. This reduces 
the strain on the government finances to fund 
increasing social welfare payments. 

Opportunity costs 
The state loses out on its investment in the 
education/training of these citizens. Ireland may 
be educating workers for foreign countries. 

Emigrants returning to Ireland  may help those 
companies involved in the tourism, airlines, pub 
trade etc.  

 
Loss of skills within the economy / Brain Drain 
We lose those workers / graduates who have 
acquired skills which are the skills needed to 
achieve economic growth. The ‘brain drain’ may 
deprive the country of much needed skills/ loss of 
human capital. 

Contacts / Export opportunities 
The people who emigrate may be willing contacts 
for Irish exporters who may be anxious to find 
markets abroad. 
Irish emigrants may set up business providing jobs 
to new emigrants; improving skills and providing 
an outlet for Irish exporters e.g. O’Neill’s GAA 
jerseys. 

Underutilisation of services 
As population declines some state services may be 
underutilised which could lead to some services 
being discontinued e.g. bus routes; local hospitals. 

Demand for state services 
With a declining population the demand for  
state service may decline e.g. schools, health  
care, transport etc 

 
Upward pressure on Irish wage rates 
The highly trained and skilled are more mobile 
thus they leave. To try to retain these workers 
firms may have to increase wage rates. 

Emigrants’ remittances to Ireland / New skills. 
Emigrants send home monies to Ireland. The CSO 
estimates for emigrants remittances for 2013 was 
€776m. In the long term they may return home 
with newly acquired skills/Returning emigrants 
may be a valuable source of skilled personnel. 

Reduced domestic demand 
As the domestic market contracts there may be  
reduced opportunities for investment by    
businesses / entrepreneurs. 

 

Decline in rural communities 
Morale may suffer and those areas experiencing 
high emigration may decline more rapidly making 
their long term viability more difficult. 
 

 

 

Any 4 points at 5 marks each (2 + 3) 
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(ii) Advise the Government on two policy initiatives/measures that could be introduced in ‘Budget 2016’ 
            to encourage emigrants to return to Ireland.        
 
                                                           

Lower taxation 
By reducing income tax this will reward work. Higher net pay will create an incentive to attract 
emigrants to return. The government could also reduce other taxes introduced during the austerity 
period e.g. property tax; water charges etc. – providing an incentive to return. 
 

Provide grants/subsidies to firms 
These grants could be made available to those firms which specifically hire emigrants.  
If the government reduced the rate of PRSI for employers on each new emigrant hired then emigrants 
may return home. 
 

Training and education 
Provide training and education course in growth sectors of the economy and make these training places 
available to emigrants. This may encourage emigrants to return to Ireland. 
 

Support recovery in the economy  
The government can continue to implement economic policies which help restore confidence in the 
country and so create more employment opportunities. These opportunities may attract emigrants. 
 

Devote more resources to capital spending 
More capital spending will likely create more job opportunities for construction workers that have had 
to emigrate in the past.  
 

Improve services  
Make the economy a more attractive place to return to. Ensure stability in the financial sector; ensure 
that the housing market functions correctly; develop the infrastructure e.g. broadband. Develop state 
services such as health provision and develop the education sector. 
 

 
2 points at 5 marks each (2 + 3) 

 
 
  

END 
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Q6   Economic Aims / Privatisation / Austerity 

(a) (i) State and explain four current economic aims/objectives of the Irish Government.                   (30) 
(ii) Outline two possible conflicts that could arise between some of these Government aims/objectives. 

       
(i) State and explain four current economic aims/objectives of the Irish Government. 

Possible responses include:                                                                                                                               

To reduce unemployment 

Unemployment currently stands at 11.8%. The government have introduced a number of initiatives to 
improve employment prospects e.g. Job Bridge for the long term unemployed/provision of SOLAS courses. 
The government aims to reduce unemployment to 10% by 2016.  

To reduce the national debt/sustainable public finances 

Irish debt currently stands at 124% of GDP and the government must aim to reduce this. Although we have 
exited from the bailout, we are still under the direction of the Troika and they will continue to monitor our 
national debt reduction efforts. The funds from the sale of state assets may be used to reduce the debt. 
Restraint and discipline is required. The Government aim is to bring the fiscal deficit to 3% of GDP by 
2015.

Achievement of economic growth 

By economic growth we mean an increase in output per person in the economy (expansion of the 
productive capacity of the economy). Thus an increase in output per person implies an increase in income 
per person. We are under the direction of the Troika to return economic growth to the Irish Economy.  

Boost exports / improve competitiveness / attracting investment 

By taking steps to improve competitiveness, the government hopes that Irish exports will continue to grow 
and so help create jobs. They also aim to reduce cost of utilities. This may make Ireland more attractive for 
FDI. Trade missions by the IDA and Enterprise Ireland to China etc. to encourage FDI. 

Broaden the tax base / greater tax revenue certainty  

The government has introduced the local property tax, septic tank tax inspection charge and plans to 
introduce a water tax. These taxes will provide stability and increased certainty for the collection of 
government revenue. 

Sustainable economic development 

The government aims to increase investment in renewable energy so as to reduce carbon emissions and 
allow Ireland to be more sustainable. Measures include availability of grants for home insulation etc. 

Balanced regional development 

The IDA has had advance factories built outside of the Dublin region. It is hoped that employment will be 
created in the regions so as to boost economic activity. 

4 points of information: 5 marks each = 20 marks 
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(ii)   Outline two possible conflicts that could arise between some of these Government aims/objectives. 

Possible responses include:                                                                                                                               

Sustainable government finances vs. economic growth/employment growth 

Government policies to increase employment may cause an increase in government spending and a 

resultant budget deficit.  This may be short term though as an increase in employment will lead to a higher 

level of tax revenue in the future thus reducing the deficit. 

Sustainable government finances vs. regional development 

Huge capital expenditure required (broadband and services such as hospitals and schools) to develop 

regionally, adversely affecting the budget deficit.

Full employment vs. equality

Achieving equality means that the government has to divert resources from one section of society to 

another.  The gains made towards equality may be made at the expense of reduced efficiency and lower 

employment.  e.g., a tax on employers may result in fewer workers being employed. 

Economic Growth vs. just social policy...........................................................................etc. 

2 conflicts: 5 marks each = 10 marks 

Other acceptable answers marked on their merits. 
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(b) Discuss arguments for and against the privatisation of state assets.                             (20) 

Possible responses include:

Arguments in favour of privatisation:

Revenue for government

The government could use the revenue from the sale of the asset to reduce its level of borrowings into the 
future. This is one of the recommendations from the Troika during the recent ‘bailout’ programme.  

More competition  

Competition in the industry could improve services offered to customers and lead to more competitive 
prices on goods and services e.g. air travel in Ireland. Rationalisation ensures maximum efficiency from 
available resources. 

Enterprise culture  

Increased share ownership may lead to growth in an enterprise culture within the country and so help 
employment. 

Access to finance

Through the sale of additional shares on the stock exchange, private companies have access to extra 
finance.

Greater incentives for innovation

Employees may have a greater incentive to innovate and improve productivity as they may reap greater rewards 
for their innovations within the privatised sector e.g. higher bonuses. 

Shedding of loss making companies 

By selling off loss making companies the burden on the state is removed and so the burden on taxpayers  
should be reduced. 

2 arguments for: 5 marks each = 10 marks 

Arguments against privatisation:  

Increased Prices/ falling standards of service

The quality of services provided by the new company may deteriorate in an effort to cut costs. Prices may 
be increased to increase revenues. 

Loss of jobs and reduced job security

Jobs may be lost through rationalisation of services and this may lead to higher social welfare costs.

Loss of a State Resource / loss of annual profits 

Taxpayers lose critical infrastructure, which was once owned by the state. The state will lose profits made 
by profitable state firms. 

Foreign Ownership  

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.

Loss of essential public services 

The newly privatised company may cut those services which are non-profit making and this may affect lower 
income groups in particular. 

2 arguments against: 5 marks each = 10 marks 
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(c) In The Irish Times (November 2013) the economist Joseph Stiglitz predicted a "lost decade" for the Irish
            economy, due to the extended period of austerity.

(Austerity refers to government measures introduced to reduce a Budget Deficit.)
Outline four possible economic consequences for the Irish economy arising from the austerity measures 
introduced in recent Irish Government budgets.                                (25) 

Possible responses include:

Increased unemployment / emigration  

Reduced state services leads to less disposable income, which leads to less businesses (fall in production, 

reduction of the workforce, possible closure) leading to unemployment. The unemployment rate has grown 

as a result of these austerity measures. Some people have been forced to emigrate, having being made 

redundant here. 

Loss of business confidence / lack of investment 

With increased austerity and less disposable income available, loss of confidence in the Irish economy has 

led to entrepreneurs looking abroad seeking investment opportunities. Return on investment is viewed as 

being less reliable. 

Reduction in aggregate demand / spending / lack of economic growth

As a direct result of government cuts in social welfare payments etc. there is less disposable income 

available for consumption, so aggregate demand decreases leading to reduction in economic growth. 

Fall in living standards / increased Taxation / cuts in benefits and welfare service / greater inequality  

With the austerity measures which were introduced by the government, there has been an increase in

stealth taxes (regressive) and new forms of taxation such as the local property tax, household charge etc.

The above have resulted in a fall in living standards. 

Increased indebtedness

Within the economy, the increase in stealth taxes may lead to increased indebtedness. The high levels of 

personal debt is now having a negative impact on banks, credit unions etc. A credit squeeze may result. 

Role of the government increases

The role of the government becomes much more strategic in a time of protracted austerity e.g. if people 

cannot afford health insurance etc., then the government may have to step in and provide medical cards. 

There may also be a need for further investment in rent allowance schemes, social and affordable housing 

etc. 

More regional inequality

Peripheral areas of the country have suffered to a much greater degree during this period of prolonged 

austerity. Some Business closures with a consequent loss of jobs has been a feature of these regions. 

1
st
 correct response: 7 marks 

2
nd

/3
rd

/4
th

 correct responses: 6 marks    
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Q4   Current Budget Deficit / Taxation / Decreasing capital expenditure 
 
 
 
(a) ‘The Exchequer deficit in December 2012 was €14.89bn’.  (Dept. of Finance, January 2013)             (30) 
 
 
(i) Discuss four possible economic consequences of the Government Current Budget Deficit for the Irish economy.  
 
 

1. Additional taxation 
The government needs to increase revenue to finance its activities and so has increased the rate of VAT; 
introduced the Property Tax and Septic tank tax. It also plans to introduce water charges.  
 
2. Cuts in public expenditure 
In the recent budget the rate of child benefit was cut and this affects all families in the state resulting in a 
reduction in their standard of living etc...  
 
3. Reduction in the provision of state services 
The provision of services such as SNAs; home help for care assistants is causing difficulties for sectors of 
the population. 
 
4. Troika intervention 
The requirement to reduce the current budget deficit by the Troika means that the Troika can intervene and 
advise the Irish government on policy measures within the economy. 
 
5. Public sector pay 
The government is insisting that the public sector pay bill is reduced and that measures to increase 
efficiencies in public services must be introduced. 
 
6.  Reduction in aggregate demand / job losses 
With the additional taxation consumer spending has fallen. This has resulted in job losses particularly in the 
retail sector. 
 
7. Loss of confidence / emigration 
The impact of extra taxation; reduced consumer spending; job losses etc. means that people are fearful 
about the future which affects business confidence. People, who are mobile, are emigrating.  
 
8.Moderation in citizens expectations 
Citizens are aware of the current financial position. They may accept more readily charges for state / local 
services; increased taxes and a reduction in state services for some individuals e.g. fewer hours for care 
assistants etc. 
 

 

4 points at 5 marks (2+3) each 
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(ii) Explain how a government budget could be used to reduce income inequalities in an economy. 
 

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.  
Abolish tax reliefs and shelters that are used by very high income earners to avoid paying taxes. 
Widen the lower income tax band 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 economies like 
France where incomes over €1m are taxed at 75%.  
 
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 
In doing so workers on lower incomes would have a higher disposable income. 
 

2 points at 5 marks (2+3) each 
 (b) (i) State and explain two reasons why the government increased taxes on cigarettes and  
  alcohol in its most recent budget. 
  (ii) Outline three economic impacts for the Irish economy of an increase in Motor Tax.         (30)       
       

(i) State and explain two reasons why the government increased taxes on cigarettes and alcohol in its most  
           recent budget. 
 

1. To discourage smoking / alcohol consumption 
Increasing prices might encourage people to smoke less or drink less / their health improves. 

 
2. To reduce health care costs 
If individuals become healthier they may not require as much health care, so the costs of  
providing health care falls. 

 
3. To reduce absenteeism from work  
If less people are ill, there will be less absenteeism from work and productivity will increase. 

 
4. To increase revenue from these taxes  
As some people are addicted to smoking and consuming alcohol, irrespective of the tax increase, revenue 
from the sales of these products will continue to increase. 

 
5. To specifically target the consumption of alcohol and tobacco by young people 
The Minister may wish to make the prices of these products prohibitive for young people so that  
they are discouraged from smoking / ‘binge’ drinking.  

 
6. To discourage/ limit tax evasion 
Since goods like alcohol and tobacco have inelastic demand people continue to purchase these goods and by 
including tax in the price it makes it more difficult to evade taxes on these products. 

 

2 points at 6 marks (3+3) each 
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 (ii)  Outline three economic impacts for the Irish economy of an increase in Motor Tax 
 

1. Increased tax revenue for the local authority 
The local authority receives an additional source of revenue from the tax. People see driving as a necessity 
so most people will still continue to use their car even with the increase in motor tax. 
 
2. Reduced disposable income for consumers 

The purchasing power of consumers falls as they have less income available for spending on other products. 
 
3. No incentive for purchasing environmentally friendly cars  

Those who purchased ‘green’ cars are being hit hard with the tax. This does not encourage people to 
purchase cars that have lower emissions.  
 
4. Increased costs for businesses  

The cost of transport for businesses will increase which will lower their competitiveness / increase 
consumer prices. 
 

5. Possible closure of car dealerships  
If fewer new cars are bought this may result in job losses. 
 
6. Better for environment 
Some families may be unable to retain their second car. Others may decide to give up their car and use 
public transport. This may have positive implications for the environment. 

 

3 points at 6 marks (3+3) each 
 
 (c) ‘The Public Capital Programme must make a further contribution to budgetary consolidation’. 
                             (Infrastructure and Capital Investment, 2012 – 2016) 
 

As an Advisor to the Minister for Public Expenditure and Reform, discuss two economic arguments in 
favour of a reduction in capital expenditure in the Budget.                                                                 (15) 

                            
1. Reduce state borrowing and reduce the national debt 
By reducing capital expenditure overall state borrowing will be reduced and this will have a positive effect 
on Ireland’s national debt. 

 
2. New Infrastructure already in place / fewer bottlenecks 
Billions have been spent on improving the infrastructure over the past number of years and as a result our 
infrastructure, particularly the road network, is of a high standard. There are fewer infrastructural 
bottlenecks as a result of spending on infrastructure over the years. 
 

3. Private sector is providing necessary infrastructure 
In some sectors private companies are providing the necessary capacity e.g. broadband subscription growth. 
 
4. Spending in line with other European countries 
Even with the cuts in government expenditure Ireland will be spending about 2% of GDP on infrastructure. 
This is in line with the average across the Euro zone economies. 
 
 

 

2 points 
1st point at 10 marks (5+5) 
2nd point at 5 marks (2+3) 
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Q6    Economic Aims, Taxation, Third level education funding 
 

(a) One of the economic aims of the Irish Government at present is to decrease government current  
 expenditure. Discuss four other economic aims of the Government and use relevant statistics/information  
         to justify your choice.                                                                                                                                (20) 
 

1. Reduce unemployment (curb emigration) 
Pursue policies which will improve our competitiveness, boost exports and so help create jobs in Ireland. 
This would help reduce the numbers emigrating from Ireland. Unemployment currently stands at 14.8%. 
 

2. Achieve economic growth 
Growth rates for the Irish economy are low: 0.5% for 2012. The government is hoping for a return to a 
position of improved economic growth so that jobs are created, investment takes place and the state’s 
financial position improves. 
 

3. Broaden the tax base 
The government has introduced the household charge, septic tank tax inspection charge and are planning to 
introduce a water tax. This will provide stability and increased certainty for government revenue. 
 

4. Reduce the national debt 
At the end of May 2012 Ireland’s National Debt was €129.03 bn. 
The government must, in agreement with the Troika, reduce this. This may help confidence in the economy. 
The funds from the sale of state assets may be used to reduce the debt. 
 

5. Stability in the banking sector 
By nationalising the main banks the government wants to restore stability to this sector, generate confidence 
and so encourage bank lending, which may stimulate economic investment / economic growth.  
 

6. Improve state services / make them more efficient 
Trying to do more with less. The government wants to maintain services for the public but are giving less 
money to each department to fund these services. 
 

7. Improve infrastructure 
By investing in the infrastructure e.g. schools building programme €1.5 bn. public transport etc. the govt. 
hopes that it will help create employment, encourage further investment and help boost economic activity. 
 

8. Boost exports / improve competitiveness 
By taking steps to improve competitiveness the government hopes that Irish exports will continue to grow 
and so help create jobs. However, slowing economic growth rates in our exports markets may affect the 
demand for our exports. 
 

9. Restore consumer confidence 
The government aims to stabilise the economy in order to encourage people to spend. Consumer confidence 
has been low. The QNHS reports changing spending patterns among Irish households. 
 

10. State finances 
The government plans to reduce current expenditure, increase taxation revenue and so reduce the 
government budget deficit to 3% of GDP by 2015.  
Budget 2012: Tax receipts:€35.6 bn / Non-Tax revenue: €2.5 bn / Current Expenditure: €51.2 bn so the 
Current Budget Deficit is expected to be €13.1 bn. 
 

11. Promote balanced regional development 
The National Development Plan aims to do this. The government must develop broadband, ensure the 
continuity of regional airports, develop/promote educational opportunities in the regions so as to  
stimulate economic activity and encourage economic growth.  

 

12. Distribution of wealth 
The government must continue to ensure that social welfare recipients’ standard of living is maintained, that 
it provides adequately for future pensions and helps to redistribute income within the state, given the current 
constraints on government current spending. 

 

4 at 5 marks each.  
Must refer to current statistic or piece of relevant information.  
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(b)  ‘Most euro zone countries with large deficits are using VAT to generate revenue.’ 

        (Irish Tax Institute, The Irish Times, November 2011) 
(i) Explain, using examples, the difference between direct taxes and indirect taxes. 
(ii) Discuss the economic advantages and disadvantages for the Government of 

   increasing VAT rates instead of income tax rates in its most recent budget. 
(iii) Outline how imposing a tax on sugary foods (e.g. fizzy drinks) could benefit the  
 Irish economy.                     (35) 
 

 
(i)     8 marks 
 

 Direct taxes Indirect taxes 
Explanation Are taxes on income / wealth / profits Are taxes on goods / services / spending 
Example Income tax; CPT; DIRT VAT, Excise duties 

 
 
 
(ii) Discuss the economic advantages and disadvantages for the Government of increasing VAT rates instead  
         of income tax rates in its most recent budget. 
 
 

Advantages 
(of increasing VAT instead of income tax rates) 

Disadvantages 
(of increasing VAT instead of income tax rates) 

Economic 
The costs of collection are borne by traders / 
retailers and not by the state. 
The revenue collected is much greater than the 
costs of collection. 

Inflation 
Increased VAT rates will lead to higher prices 
causing cost- push inflation. 

Impossible to evade 
As the tax is built into the selling price they 
are impossible to evade. 

Inequitable / Regressive 
Indirect taxes do not take a person’s ability to 
pay into account and so the burden falls more 
heavily on lower income groups. 

Convenient 
As they are included in the selling price they 
are convenient for the taxpayer. 

Disincentive to spend 
With rising prices in the current recession it 
may cause people to defer spending. 

No disincentive to work 
With an increase in direct taxes taxpayers may 
feel a disincentive to work. This does not 
occur with an increase in VAT. 

May lead to black economy activities 
Some consumers may switch to the black 
economy leading to a loss of revenue for the 
state. 

Used by government to change 
consumption patterns. 
The government could increase VAT on those 
commodities which it deems harmful to the 
public i.e. cigarettes, alcohol 

Burden of collection passed to 
retailers/traders. 
They act as revenue collectors and procedures 
must be put in place to collect, record and remit 
the revenue, increasing the costs for the firms. 

Acts as a built in stabiliser. 
As the economy expands spending rises and 
so too will the revenue collected from 
taxation. 

Revenue uncertain 
The revenue collected by the state is not as 
certain as that collected under direct taxes. 

2 at 5 marks. 2 at 5 marks.  
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(iii) Outline how imposing a tax on sugary foods (e.g. fizzy drinks) could benefit the Irish economy.  
 

1. Revenue for state 
This tax would bring in much needed revenue for the government. 
 
2. Help fund health initiatives 
The revenue raised could be used to fund programmes which tackle obesity particularly among 
young people. 
 
3. Reduce consumption of sugary foods 
The tax would increase the price of these foods and this may act as a disincentive to purchasing 
these foods. 
 
4. Help reduce future health costs / healthier population 
By helping to reduce current consumption there may be less health problems in the future leading to 
less expenditure on health. Reduced illnesses in the population will help to reduce current health 
costs. 
 

1st correct point at 4 marks.  
2nd correct point at 3 marks.  

 
 
(c)   State and explain two economic arguments in favour of and two economic arguments against third level 
        students contributing to the cost of their higher level education.                                                          (20) 
 

Economic arguments in favour Economic arguments against 
Reduced cost for taxpayers 
State cost for each student attending is reduced and 
so the taxpayer is saved this amount. Taxpayers who 
don’t go to 3rd level won’t feel aggrieved that they 
must pay the cost. 

Discourage people from attending 
The additional burden may discourage some people from 
attending third level as it may become too expensive / 
some students may drop out. 

Opportunity cost 
The saving made on third level fees can be used by 
the government for other priorities. 

Reduce skills of population 
If less people attend then the educational standard / skills 
of the population may decline.  

Effect on third level institutions 
The extra revenue may be used to extend the range of 
courses, appoint new staff and improve the quality of 
education provided. 

Reduced incentive to invest 
If MNCs see the quality of the workforce affected then 
they may not locate in Ireland. 

Equitable 
Those students’ families who can afford to pay may 
now pay a greater contribution towards their 
education and may allow greater grants to be given to 
those who cannot pay. If earning potential is 
increased then it is fair that they contribute more. 

Inequitable 
The additional cost may fall more heavily on low 
income families and as they can least afford the fees it 
may be considered inequitable. 

 Increased debt levels 
Some families may be forced to borrow to pay for their 
education. Reduced disposable incomes will reduce their 
standard of living. 

2 at 5 marks. 2 at 5 marks. 
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Q5   Fiscal policy, Privatisation and Public Sector Wage Bill 
 

(a) The Budget is a statement of the Government’s fiscal policy. The Irish Government, in its National 
Recovery Plan 2011-2014 committed to reducing the General Government Deficit to under 3% of GDP 
by 2014. 
(i) Explain the underlined term. 
(ii) State and explain four possible economic effects on the Irish economy of the government’s plan  
          to significantly reduce the deficit over the next four years.                                                        (30) 

 
 

(i)  Explain the term fiscal policy: 
 

Any action taken by the government which influences the timing, magnitude and structure of    
current revenue and  expenditure.  

 

10 marks 
 

(ii) Four possible economic effects on the Irish economy of the government’s plan to significantly reduce the 
deficit over the next four years: 
 
 

1. Reduced standard of living 
Taxpayers will have lower disposable incomes due to higher taxes and their standard of living will fall. 
 

2. Public services: loss / deterioration / introduction of charges 
Some public services may be discontinued (bus transport routes / less Special Needs Assistants); others 
may fall in standard (health services) while more may have to paid for example  household charges.  
 

3. Changed ownership of strategic state assets 
Some state bodies may be privatised affecting consumers (prices), employees (non-employment) and 
the government (revenue). 
 

4. Public Sector Effects 
The numbers employed in the public sector will fall; wages may be reduced and this may add further to 
the numbers unemployed. 
 

5. Level of economic activity / demand fall 
Lower disposable incomes has reduced domestic demand and this may result in an increase in the 
numbers unemployed. 
 

6. Growth in the black economy 
More people may be willing to participate in the black economy due to reduced incomes and the 
possibility of lower prices being charged in the black market. 
 

7. Widening gap between rich and poor 
Cutbacks in rate of social welfare payments; coupled with stricter eligibility requirements may mean 
that social welfare recipients suffer. Changes in taxation and expenditure cuts may have a greater effect 
on lower income groups.  
 

8. Public unrest 
People may become involved in protests / strikes which may disrupt economic activity. 
Some citizens may decide to emigrate seeking a better future. 
 

4 points x 5 marks each 
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(b) It has been suggested that in order to reduce the National Debt the government should privatise state 

owned companies in the coming years. 
 (i) Explain the term ‘privatisation’. 

(ii) Outline four economic arguments in favour of privatisation OR outline four economic 
arguments against privatisation.                                                                                          (25) 

           
(i)    Privatisation – 5 marks 
 

       This is the sale of a state owned company to private owners. 
 

(ii)  Four economic arguments in favour OR four economic arguments against privatisation. 
 

arguments in favour arguments against 
1. Improved quality / choice of services 
Privatised firm may improve the quality / 
efficiency / choice of the service provided. 

1. Loss of non-profit making services 
Non-profit making services may be 
discontinued in an effort to reduce costs. 

2. More competitive prices 
Consumers may be offered more competitive 
prices on goods / services. 

2. Standards of service / increased prices 
The quality of services provided by the new 
company may deteriorate in an effort to save 
costs. Prices may be increased to increase 
revenue. Charges for services which were 
considered ‘free’ may be introduced. 

3. Continuity of supply 
The newly privatised companies may have 
access to new sources of funds and as they are 
not subject to government interference their 
long term prospects for survival may improve – 
ensuring continuity of supply for consumers. 

3. Curtailment in Pay / Pensions increases /   
    Changes to working conditions 
The new owners may limit the pay / pension 
increases due to its employees or change its 
employees’ conditions of employment resulting 
in a worsening of these. 

4. Employment opportunities 
If the new firm increases its market share then 
this may result in a growth in employment 
within the industry / additional job security for 
existing employees. 

4. Loss of jobs / reduced job security /     
    increased social welfare bill  
Jobs may be lost through rationalisation of 
services, meaning higher social welfare costs. 

5. More rewards/Incentives for innovation 
Employees may reap more rewards for their 
innovations within the privatised industry e.g 
higher bonuses etc. 

5. Loss of a state resource / critical  
    infrastructure 
This company has been financed by taxpayers 
in the past. With its sale, taxpayers now lose 
critical infrastructure, which they once owned. 

6. Revenue from sale /reduce   borrowing 
The government could use the revenue from the 
sale of the firm to help reduce its level of 
borrowings. 

6.Costs of the Sale 
All costs in preparation for the sale such as 
legal work must be paid for by the taxpayer. 

7. Shedding of loss making companies 
By selling loss making companies the financial 
burden on the state / taxpayers is removed. 

 7. Foreign ownership  
Overseas buyers can become owners of a 
previously Irish company and so control of the 
asset can go outside the state. 

 

4 points x 5 marks each 
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(c)       ‘The number of staff in the Irish public sector grew by 15.5% from 2001 to 2008, according to   

OECD statistics’.                              (Report on the Sources of Ireland’s Banking Crisis, 2010) 
  

Discuss four measures the Minister for Finance could take to reduce the public sector wage bill.     (20)     
 

 
 

1. Reduce the numbers employed in the sector 
Do not fill vacancies when they occur / natural wastage.  
Introduce a voluntary redundancy package e.g. as in the HSE. 
 
2. Reduce rates of pay per employee 
Pay new entrants into the sector lower rates of pay than existing employees. 
Adjust pension entitlements to reduce the cost of future pensions. 
  
3.  Change terms of employment 
Defer incremental pay increases. 
Negotiate pay reductions for state employees / wage freeze.  
Cap the pay of higher paid civil servants. 
Ban overtime for state employees/offer career breaks. 
 
4.  Change pension entitlements  
Reduce the pensions given to current pension holders. 
 
5.  Outsource services e.g. IT / Payroll 
This will mean that less staff is required in the public sector to provide these services.  
 

 
20 marks (7+7+3+3)  
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