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 Possible responses Max 
Mark 

 
(b) 

 
 
 

 
Discuss the economic arguments for and against Ireland being a member of the Single 
European Market. 
 

Arguments for 
 

 Larger market /  encourages trade expansion 
Increased opportunities for Irish firms to expand into new markets, increase profits,  
reduced costs and benefits of large scale production. Ease of access to raw materials. 
The removal of barriers to trade, allows for reduced transaction costs  which may lead to 
 increased sales. 
 

 Irish firms can bid for public sector contracts within the EU 
Irish firms can now bid for those contracts which were previously awarded to domestic 
firms. 

 

 Benefits for consumers 
More trade means more choice for consumers and/or lower prices. 
Harmonisation of product standards to allow free trade in services such as insurance. 
 

 Ease of trade  
Reduction in paper work needed to trade saves time and money; fewer delays waiting to get 
exports through customs posts/ greater ease of doing business between member states. 
Harmonisation of laws have made it easier for Irish firms to trade.  

 

 Free movement of capital 
The liberalisation of financial markets may encourage a better flow of investment funds. 

 

 Free movement of labour 
Access to new sources of labour supply may lead to reduced costs / work  
opportunities across a wide area. Increased job opportunities promote higher living  
standards. 

 

 Legislative / funding benefits 
The EU has attempted to harmonise many aspects of Irish law and rights for citizens and 
workers (minimum working time directive) / standardisation of national regulations. Firms 
can avail of grant aid from the EU. 

 

 Social benefits 
The EU provides benefits through regeneration grants, education grants for students and 
other social enterprise projects (e.g. Erasmus funding/scholarships for higher education  
students). 

 

 Profitable investment opportunities 
Attracts FDI into the country in particular US firms who want access to the EU market. 
 

 

 

 
7+6+6+6 
7 (3+4) 
6 (3+3) 

 
Two 

points in 
favour 

and two 
against 
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 Possible responses Max 
Mark 

 
 
 
 
 

 
Arguments against 

 

 Increased / intensified competition 
Irish firms will be under greater pressure if they are not able to compete on a cost 
basis/Increased competition may drive Irish firms out of business. 

  

 Loss of sovereignty / reduced autonomy 
Considerable reduction in national sovereignty as Ireland’s economic policies have 
to be consistent with other policies being pursued in other member states. 
Ireland faces reduced autonomy in national and competition policies as EU directly 
influences competition policies. 

 

 Reduced availability of EU funding 
With accession of new member states there is less funding allocated to Ireland and 
this may hinder economic development in Ireland. 

 

 Public procurement of large public contracts 
There is a common policy on government procurement (Ireland is obliged to  
consider submissions of bids for government contracts from any member country). 
Large public contracts must be advertised at an EU wide level. 

 

 EU monitoring / EU wide polices 
EU level of monitoring in state markets is now common place and this does not  
allow the state a free hand in implementing policies. Policies decided at EU level 
may not always suit Ireland. 

 

 Isolation from EU decisions 
Some citizens may feel that decisions made at EU level are too far removed from 
them – the ‘democratic deficit’.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

25 
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Q5       Absolute & Comparative Advantage / Trade protection / Terms of Trade 

 

 (a) (i) Distinguish between the concepts Absolute Advantage and Comparative Advantage  
  in relation to international trade, using an example to support your answer.  

(ii)          State and explain reasons why one country might be better than another country in the production of  
              a particular good.                                                                                                                                                [30] 

 

 (i) Distinguish between the concepts Absolute Advantage and Comparative Advantage in relation to  
international trade, using an example to support your answer. 

 

Absolute Advantage 
The capability of a county to produce more of a given product using fewer factor inputs than another 
country.  
 

Comparative Advantage 
The ability of a country to produce a particular product at a lower opportunity cost (relatively more 
efficiently) than another country. Comparative advantage reflects the relative opportunity cost. 
 

Any suitable example explained 
 
Even if one country has an absolute advantage in producing all goods, different countries could still have 
different comparative advantages.  
If one country has a comparative advantage over another, both parties can benefit from trading because 
each party will receive a product at a price that is lower than its own opportunity cost of producing that 
product.  
 
Comparative advantage drives countries to specialise in the production of the goods for which they have 
the lowest opportunity cost, which leads to increased productivity. 
 
 
 

Absolute advantage is important, but comparative advantage is what determines what a country will 
specialise in. 

 

Absolute Advantage: 4 marks  Comparative Advantage: 8 marks  

graded 
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(ii) State and explain reasons why one country might be better than another country in the production of 

 a particular good.    
 

Responses may include: 

 Suitable climate and land quality/natural resources exist 

 Better access to capital markets 

 Access to raw materials 

 Availability of an educated and skilled workforce 

 Beneficial tax rates 

 Lower costs of production, wages, electricity, broadband etc./ Superior infrastructure 

 Stable government; strong favourable macro- economic environment in which to do business. 

3 at 6marks (3+3) 
                                                                                        
(b) In his 1958 study, “Economic Development” T. K. Whitaker urged the Irish Government to stop     

sheltering ‘behind a protectionist blockade’ and to accept instead the challenge of free trade. 

(i) Describe two trade protectionist measures. 
(ii) Discuss the economic arguments for and against a government introducing trade 
             protectionist measures to protect ‘infant industries’.           
                                                                                                                                                              [25] 

(i) Describe two trade protectionist measures: 
 

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

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

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

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

Export subsidies 
A payment to the domestic producer of a particular good that reduces producers’ average 
production costs. 
 

Exchange Control regulations  
A country limits the amount of foreign currencies available to importers to buy imported goods. 

 
 

2 points at 5 marks each (2 + 3) 
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(ii) Discuss the economic arguments for and against a government introducing trade protectionist measures to  
              protect ‘infant industries’.    

 

For Against 
New businesses need to find their feet/learn how to 
produce goods efficiently/safeguarding domestic 
output/develop their own competitive advantage 
before they can compete with well-established foreign 
competitors.   

The ‘infant’ industry may have an incentive to keep 
the protection in place for as long as possible and 
remain inefficient / may not innovate and improve 
its products / consumers may pay more for lower 
quality products than they would get from foreign 
competitors. 

Some countries might be enticed to give aid to these 
businesses in the hope that they grow and provide 
employment for domestic workers in the future.   

How does a government choose which 
firm/industry to support?   Could it lead to a desire 
by more firms to seek protection? 

 

By imposing tariffs on competing products from the rest 
of the world a government may hope that the domestic 
industry will be able to establish itself (i.e. benefit from 
economies of scale) and be able to compete with 
foreign firms in the long run. 

How long should a government support an 
industry?  When will the firm be able to compete on 
its own?   Firm may become over dependent on the 
protection. 

 

Infant industry may provide goods of national 
importance and for this reason the government may 
protect them. 

May lead to retaliation by other countries who may 
decide not to trade with that country. 

                                                   
3 at 5 marks (2 + 3) (Must have at least one for and one against) 

 
 
 

 

(c) The table below shows Ireland’s terms of trade for selected years. (Base Year = 2010) 

 

Year Index of  
Export prices 

Index of 
Import prices 

Terms of Trade 

2010 100 100 100 

2011 96.6 98.7 ? 

2015 106.8 100.3 106.5 

(Source: CSO, Goods Exports and Imports, Published August 2016)          
                                                                                                                     [20] 

 

(i) Explain the phrase terms of trade. 
 

 A country’s terms of trade is a ratio of its export prices to its import prices.  

 Index of Export prices / Index of Import prices x 100.   

 The terms of trade tells us how much we have to pay for imports or how much our exports earn in 

terms of our imports. 

 The terms of trade is the price a nation gets for goods sold to its trading partner relative to the price 

that a nation pays for goods bought from its trading partner. 

 

5 marks 
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(ii)       Calculate the terms of trade for 2011 from the data in the table above.  (Show your workings.) 
 

(96.6 / 98.7 ) x 100   = 97.9  

5 marks 

 

       (iii)     Outline the possible effects on the Irish economy of the movement shown in the Terms of Trade for 2015,  
            relative to the base year 2010.                                                                                                            

 

 
The possible effects of this for the economy may include: 

Effect on export sector 
As prices for exports have increased it may result in increased revenue for the export industry / It could 
lead to a reduction in demand for Irish exports depending on the elasticities of demand for the product. 
 

Effect on imports  
An improvement indicates falling import prices relative to export prices. Ireland’s standard of living may 
improve as a result of the cheaper / increased availability of imports. 
 

Effect on Employment  
If exports increase then the increased demand will result in increased domestic employment in export 
industries. If demand for Irish exports fall then this could reduce employment. 
 

Effects on Government revenue  
Increased exports may result in increased profits for firms increasing Corporation Profits Tax. Increased 
employment results in increased income tax revenues and VAT. 

 

2 points at 5 marks each (2 + 3) 
 

Other acceptable answers are marked on their merits. 
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Q6: Exchange rates / Balance of Payments / Irish SMEs in foreign markets 
 

 (a) (i) Explain the term exchange rate.  
         (ii) Outline the possible economic effects on the Irish economy of an appreciation in the value  
                   of the euro € against the US $.                                        [25] 

 
(i) Explain the term exchange rate. 
 

The price of one currency expressed in terms of another currency. 
The price for which the currency of a country can be exchanged for another country’s currency 

 

5 marks 
 

 (ii) Outline the possible economic effects on the Irish economy of an appreciation in the value of the euro  
         € against the US $.  

 
Imports prices decrease / imports cheaper 
Demand for imports from the US may rise as imports are relatively cheaper. 
This will result in a lower import bill for Irish producers / an increase in imports from the US. 
The cost of Irish people visiting the US will be cheaper so more Irish people will holiday there. 
 

Exports prices increase / exports dearer 
Demand for Irish exports in the US may fall as the price of exports from Ireland increase. 
This may result in a reduction in Irish exports as they become harder to sell / exports relatively 
uncompetitive. 
The cost for Americans to visit Ireland will increase so there will be less American tourists visiting Ireland. 
 

Falling employment 
With a possible fall in exports, employment in those industries which depend on Irish exports to the US may 
fall. 
 

Slowdown in rate of economic growth 
With job losses, spending within the Irish economy may fall.  Expenditure by the Irish government on social 
welfare may increase.  A combination of these factors would impact negatively on economic growth. 
 

 
US investment in the Irish economy 
It becomes less attractive for US companies to invest in Ireland as it is now more expensive to purchase 
capital goods / invest in Ireland. Investment by Irish companies in the US may be encouraged as it is 
cheaper in euro terms. 
 

4 x 5 marks (2+3)  
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(b) “The Balance of Payments (BOP) Current Account had a surplus of €2.7 billion in the second quarter of 

2015, equivalent to 5.2% of quarterly GDP.” 
             (Source: Nevin Economic Research Institute (NERI), Autumn 2015) 

 (i) Describe the main elements of Ireland’s balance of payments (BOP) account. 
 (ii) Explain what is meant by a surplus on the BOP current account.   

(iii) Can a surplus on the BOP current account pose problems for an economy?  Explain your answer. 
                      [30] 

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

The balance of payments  
 

 

Main elements Description / examples 
Current Account  
 

The current account is the sum of the trade balance (exports less imports)   
net income from abroad  / net current transfers. 
It records visible and invisible trade over a period of time. It is the difference  
between total exports and imports.  
 
It includes net income flows such as interest and dividends earned by foreign 
citizens from Irish assets and dividends and interest earned by Irish citizens  
from foreign assets.  
It also includes current transfers e.g. subsidies receivable form the EU; taxes  
payable to the EU. 
 

7 marks 
Capital Account  
 

It records inflows and outflows of a non-recurring nature / capital 
transfers e.g. amounts receivable from the EU regional development fund. 
It includes certain EU transfers and transfers of patent and  
copyright assets / lending money to foreign governments. 
 

7 marks 
Financial Account  
 

This section covers transactions in financial assets and financial liabilities. 
The financial account consists of four main categories: direct investment; 
portfolio investment; other investment and reserve assets. 
 

3 marks 
 

17 marks: 7 + 7 + 3 
 
 
 
 
 

(ii) Explain what is meant by a surplus on the BOP current account 
 

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

 
7 marks 
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(iii) Can a surplus on the BOP current account pose problems for an economy?  Explain your answer. 
 

A BOP surplus implies that a country is exporting more than it is importing. It is necessary to know the size of the 
current account surplus what is driving the surplus.   
 
BOP Surplus due to weak domestic demand / unbalanced economy / relying too heavily on exports 
A country may have a large current account surplus because of relatively weak domestic demand.  Weak 
domestic demand leads to lower consumer spending and as a result employment might suffer. It may indicate 
that a country is relying too heavily on exports and consumer spending is relatively low. 
 
Current account surpluses finance current account deficits 
A country can only enjoy a trading surplus if at least another country has a deficit. The country with a deficit 
may introduce protectionist measures. The surplus being enjoyed by the developed countries may be at the 
expense of the developing world. 
 
Manipulating the value of the currency 
To make their exports more competitive a country can keep its currency undervalued / stop the appreciation 
of their currency.  This makes their exports more competitive and the imports more expensive. However, such 
policies carry the risk of allowing an economy to grow too quickly and cause a boom and bust. 
 
A current account surplus must be running a financial/capital account deficit. A country is in effect 
lending to the rest of the world. This is not a problem for an economy if there is no global economic upheaval 
but could pose a problem for a country that is lending. China lends to the USA. It lends in US $s. If the $ falls 
in value then this will pose a problem for China. 
 
Current account surpluses could cause demand-pull inflation. Aggregate demand in an economy will 
grow due to an injection into the circular flow of income-if an economy is close to full employment this can 
lead to demand-pull inflation. 
 
Persistently large surpluses (such as China’s) could trigger negative political comment and an increase in 
protectionist policies. 
 
A current account surplus could boost domestic employment if it is due to an improvement in 
competitiveness, leading to higher demand for exports. However, it could lead to lower domestic employment 
if the surplus is caused by a recession which has hit domestic demand and led to a fall in import spending. 
 

6 marks (3+3)  
 
(c) “Irish SMEs (Small and Medium Enterprises) are too dependent on the home market, Europe warns.”    

            (Source: Irish Independent, November 2015)  
Outline the benefits and challenges for Irish SMEs operating in foreign markets.                              [20] 

 
The benefits for Irish SMEs operating in foreign markets 

 

Access to larger markets/ Increased sales and profits  
As Ireland is a very small market, entering foreign markets gives Irish SMEs access to more customers and 
more opportunity to expand. If Irish SMEs can sell more goods abroad this will boost their revenue and 
consequently their profits. 
 
Economies of scale 
If they are successful in increasing sales abroad, they will be able to increase production and gain the 
advantages of large scale production and the benefit of economies of scale. 
 
Diversifying risk 
Rather than being overly dependent on the home market Irish SMEs have the opportunity to have a range of 
customers in different markets and would suffer less should demand in the home market fall. 
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The benefits for Irish SMEs operating in foreign markets - continued 
 
Easier to access finance 
Larger firms are able to raise finance for future expansion more easily and find it easier to access credit. 
 
Government support available 
The Irish government may offer grants or subsidies and assistance in entering the export market through the 
various state agencies e.g. Enterprise Ireland. 

 
2 x 5 marks (2+3)  

 
The challenges for Irish SMEs operating in foreign markets. 

 
Transport costs 
These increase the prices of the exports.  As Ireland is an island nation these costs can be significant and can  
make our goods more expensive. 
 
Labour costs 
Labour costs in Ireland tend to be high which will increase costs of production and make it difficult to compete 
with goods produced in other countries. 
 
Exchange rate risks in trading outside Eurozone countries 
If the Euro rises in value relative to the trading partners, then Irish exports become more expensive and this 
presents a challenge when Irish firms are trying to compete abroad. 
 
Language skills 
A lack of language skills has always been a challenge for Irish business but poses more of a challenge in the 
emerging markets in Asia. 
 
Bureaucracy in other countries/regulatory hurdles 
These regulatory hurdles, particularly outside the EU, hinder the possibility for Irish SMEs to expand. It is 
challenging for Irish SMEs to break into new markets e.g. China. 

 
Level of costs if coming from a small market 
Irish SMEs don’t have the benefits of economies of scale compared to large MNCs and this makes it difficult 
for them to attract business, based on price. 
 
Competitiveness 
If the inflation rate in Ireland is higher than that of our competitors, then this makes Irish goods less attractive 
abroad. 
Other costs e.g. insurance costs, utilities such as electricity, gas, broadband etc. are generally higher in Ireland 
than in other European countries –increase costs of production and will affect the competitiveness of Irish firms 
abroad. 

 
Accessing credit 
If Irish firms can’t get access to credit from banks to fund expansion it will make it difficult for them to enter 
international markets. 

 
Capacity of the firm 
Irish SMEs may not have the capacity to meet demand for their products abroad if they successfully secure 
contracts. 

2 x 5 marks (2+3) 
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Q7    Balance of Payments / Rising Euro / Challenges of Irish businesses 
 
(a) ‘The Balance of Payments figures give the most detailed information on Ireland’s large and rapidly  
            growing internationally traded services sector’ (The Irish Times, September 2012).                           (30) 
 

(i)  Explain the term Balance of Payments Current Account.   
(ii)  Explain two economic consequences of a surplus on the Balance of Payments Current Account.   
(iii) Describe how foreign firms in Ireland may affect Ireland’s Balance of Payments Current Account.       

    
(i) Explain the term Balance of Payments Current Account.   

 

 This shows the receipts and payments for visible and invisible trade over a period of time. 
or 

 This shows the difference between total exports and total imports. 
 

6 marks 
 

(ii) Explain two economic consequences of a surplus on the Balance of Payments Current Account.   
 

1. Injection into the economy 
As exports are an injection into the circular flow of income the multiplier is increased in size  
and so national income rises. 

 
2. Increase in our external reserves 
Our external reserves may increase and this will increase our ability to make international payments. 

 
3. Jobs created 
Higher exports may result in job creation within the economy and this may curb the increase in emigration. 
 
4. Attract FDI 
MNCs may become aware of Ireland’s success on foreign markets and this may encourage them to locate in 
Ireland. 

 

12 marks: 2 points at 6 marks (3+3) each 
 

(iii)     Describe how foreign firms operating in Ireland may affect Ireland’s Balance of Payments Current Account.   
    

1. Salaries / wages returned to home country 
These companies may bring staff / expertise from their home country. Part of the salaries earned may be 
returned to the home country thereby leaving Ireland. 

 
2. Imported raw materials / capital goods 
These companies will require capital goods and raw materials. Some of these may need to be imported. 
These are physical imports and will appear in the Current Section. 

 
3. Exported finished products 
Some foreign companies produce their commodities mainly for export. These are considered physical 
exports and appear in the Current Section. 

 
4. Repatriated profits 
Once profitable these companies may decide to repatriate their profits. These are considered an invisible 
import.  

 

12 marks: 2 points at 6 marks (3+3) each  
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(b) Discuss the possible economic effects for the Irish economy of the euro rising in value relative to many  
        other international currencies.                                                                               (25) 
 
 

1. Imports Cheaper 
Price of imports from US / UK / Japan etc. will decrease.  
This will result in a lower import bill for Irish producers / increase in imports from these countries.  
 

2. Exports Dearer 
Price of exports from Ireland to US / UK / Japan etc. will increase and therefore become more difficult 
to sell. This may result in reduced exports to these countries. 
 

3. Tourism into Ireland suffers 
Fewer foreign visitors will holiday in Ireland because it is more expensive for foreign people to buy 
euro currency. It may also result in more Irish people holidaying in those countries as it is now cheaper. 
 

4. Employment 
With a reduction in exports, employment in Ireland will decrease in those industries which rely on such 
exports. 
 

5. Slowdown in rate of economic growth 
With the loss of jobs, spending within the economy falls. Expenditure by the government on social 
welfare increases. Combined these will negatively impact on the rate of economic growth. 
 

6. Foreign investment in Ireland discouraged 
It will be more costly for firms from these countries to purchase capital goods/invest in Ireland. 
Investment by Irish companies abroad may be encouraged as it becomes cheaper to do so. 

 
 

5 points at 5 marks (2+3) each 
 
 (c) 'Exporting businesses need to become the engine of economic growth.' 
   (Statement of Strategy 2011-2014, Department of Jobs, Enterprise and Innovation) 
 

 Discuss the key challenges for Irish businesses on international markets.          (20) 
 

1. Finding new markets 
It is very hard for Irish firms to break into new markets such as Russia and China.  The government could 
and does help by developing trade links and undertaking trade missions.  They could also help these firms 
research new markets. 

 
2. Global Recession 
Even if Irish firms could find new markets abroad, demand in the markets they are selling into has fallen 
which means consumers in other countries won’t buy as much of our exports. 

 
3. Difficulty accessing credit 
Irish firms will find it difficult to grow and expand into foreign markets if they can’t get credit from banks 
to fund expansion or even access overdraft facilities while they wait for payments to be made. 
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4. Competitiveness 
Even though costs of production have fallen in the Irish economy for the last number of years, Irish goods 
may not be as competitive abroad as goods from other countries. Some of the new EU countries can 
produce goods cheaper than we can. This will hinder our ability to sell our goods on international markets. 

 
5. Exchange rate 
If the Euro rises in value relative to our trading partners our exports will be dearer in countries like the US, 
UK and China which presents challenges for Irish firms trying to compete abroad. 

 
6. Keep bureaucracy to a minimum 
If Governments in other countries remove any unnecessary bureaucracy and ‘red tape’ it would be easier 
and faster for Irish firms to develop new markets and products abroad. 

 
7. Education and skills  
Some multinational companies have been critical of the Irish education system and our emphasis on rote 
learning. This may result in a workforce that does not have the problem solving skills of other workforces 
that can be more innovative in creating goods/services. Also our ability to re-train the pool of workers 
available will be crucial to our future success. 
 
8. Transport costs 
As Ireland is an island nation transport costs can be significant when exporting goods from Ireland and 
must be incorporated into the final price.  A rise in world oil prices means that Irish producers face a rising 
transport bill over which they have no control. 
 
9. Language skills 
Some multinational companies such as Intel have stated that we should improve out language skills such as 
Chinese so that we can take better advantage of emerging markets in Asia. 

 
4 points at 5 marks (2+3) each 
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Q7    Trade / Competitiveness / Slowdown in euro growth rates 
 
(a) The table below illustrates the Law of Comparative Advantage.  
           

Country Output 
(production per worker per week) 

  Food Clothing 
United Kingdom 40 units 10 units 
China 60 units 20 units 
Total Output 100 units 30 units 

  (i) State the Law of Comparative Advantage. 
  (ii) Explain how both countries benefit from international trade in the above example. 
  (iii) Calculate the terms of trade for both goods. Show your workings.              (30) 
 
 
 

(i) Law of Comparative Advantage 
 

The law states that a country should specialise in the production of those goods and services in 
which it is relatively most efficient / has the greatest comparative advantage and trade for the 
remainder of its requirements.                                                            
 

10 (6+4) marks. 
 

(ii) Explain how both countries benefit from trade in the above example. 
 

             
Option 1 

If the student assumes that there are only 2 countries in the world and  
interprets the question as saying how the world will benefit from trade. 

 
 

 
 

 With specialisation the output of clothing has increased by 10 units or 33.33%. 
 The output of Food has decreased by 20 units or 20 %  
 Therefore since the increase in the output of clothing of 33⅓% is greater than the decrease in the 

output of food of 20%: the world is better off. 
 
 
 

8 (3+3+2) marks. 
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Option 2 

The student answers part (ii) independently of answering part (iii) 
 
UK 
For each unit of Clothing which the UK imports, provided the UK gives China less than what it would 
have taken themselves to produce these clothes i.e. less than 4 units of Food, then the UK benefits from 
trade. 
 

China 
For each item of Food which China imports, provided China gives the UK less than what it would have 
taken them to produce this Food i.e. less than 0.33 units of Clothing, then China benefits from trade. 
 
 

Option 3 
The student answers part (iii) of the question first and then answers part (ii) using the info obtained. 
 
 

If the UK can get more than   0.25 of a unit of clothing    for each 1 unit of food   
which it exports then it benefits from trade. 
 

If China can get more than 3 units of food   for each 1 unit of clothing   
which it exports then it benefits from trade. 
 
 

8 marks 
 
 
 

(iii)      Calculate the terms of trade for both goods. Show your workings. 
 

UK 
 

1 unit of Food is the equivalent of   / equals   0.25  units of clothing 
1 unit of Clothing     is the equivalent of  / equals      4 units of food 

 

China 
 

1 unit of Food is the equivalent of   / equals   0.33  units of clothing 
1 item of Clothing    is the equivalent of  / equals      3 units of food 

 
So the possible terms of trade for 

 
                FOOD:              lies between 0.25 units of clothing and 0.3 units of clothing.          
                CLOTHING:     lies between 4 units of food and 3 units of food.  

 
 

4 at 3 marks. 
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 (b) (i)  Discuss three economic factors which affect the competitiveness of Irish firms in  
     international trade. 
   (ii)  Outline how international trade benefits Irish consumers.               (25) 
 
 

1. Irish inflation rates v. that of competitors 
 If the level of inflation is lower in Ireland than in the firm’s export markets then the firm’s 

goods have a price advantage.   
 
2. Value of the Euro v. that of other currencies 
 If the value of the euro rises against that of other currencies then the price of that firm’s 

exports will rise.  
 In the recent past the euro fell against both the dollar and sterling making exports to these 

countries cheaper / imports from these countries dearer. 
 
3. Transport costs 
 As Ireland is an island nation transport costs can be significant when exporting goods 

from Ireland and must be included into the final price.   
 Transport costs are rising: toll charges; fuel prices. 
 The rise in world oil prices has meant that Irish producers face a rising transport bill. 

 
4. Labour Market - Costs 
 If labour costs in Ireland rise above that in export markets, then these additional costs 

must be borne by the final consumer and this increases the price of the exports.   
 Industry representatives have stated that Ireland must limit wage increases so as to 

maintain international competitiveness / lower wages rates in the public sector. 
 The introduction of the minimum wage rate has increased labour costs 

 
5. Government policies which affect a firm’s cost structure  
 Any actions by the government or EU imposing further requirements on industry which 

have cost implications for firms will have the effect of making exports less competitive. 
 Examples include increasing rates of VAT, additional regulations in the market. 

 
6. Costs of production 
 Many firms have expressed concern about the cost of utilities i.e. waste disposal; water 

provision.  
 These cost increases force prices up and this makes exports less competitive. 
 With rising oil prices energy costs rise leading to reduced competitiveness. 

 
 
 

3 at 5 marks each.  
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 (ii)  Outline how international trade benefits Irish consumers. 
 

1. Greater choice of commodities / Commodities not produced in Ireland 
 Trade allows us benefit from a greater variety of goods and services than would be available 

without trade.  
 Ireland lacks some essential raw materials for production and trade allows us to import these 

and produce commodities in Ireland. 
 

2. More competitive prices  
 Trade results in greater competition on the market which should lead to more competitive 

prices for Irish consumers.  
 With trade companies may expand production and thus may benefit from economies of 

scale. These savings may be passed onto the consumers in the form of lower prices. 
 

3. Innovation 
 To attract customers companies may invest heavily in product design and innovation. 

Consumers will benefit through the availability of up-to-date products i.e. Apple iPad. 
  

2 at 5 marks each.  
 

 

(c) ‘Euro area growth is forecast to slow down from 1.6% in 2011 to 0.2% in 2012’. (OECD, 2011) 
Discuss the possible effects on the Irish economy of the slowdown in the growth rate in the euro area.   
                                                                                                                                                       (20)  
1.  Exports  
With declining incomes within the euro area the demand for Irish exports will fall. 
 

2.  Employment 
If demand for Irish exports fall then there will be job losses and unemployment will rise. 
 

3.  Standard of living 
With declining incomes and rising unemployment our standard of living will fall.  
 

4.  Government Finances 
With declining economic activity the revenue collected by the government will decline. 
As unemployment rises the expenditure on social welfare will increase. 
 

 

5. Emigration 
Due to the rise in unemployment in Ireland and the slowdown in economic growth the level of 
emigration from Ireland may increase. 
 

6. Reduced FDI 
With declining demand foreign companies may lack the incentive / funds necessary to expand. 
This may cause foreign direct investment into Ireland to decline. 
 

7. Imports 
If demand for Irish exports falls then production will fall and this may lead to a fall in demand for 
imports. 
 

8. Interest rate reduction 
In an effort to stimulate economic growth the ECB may reduce interest rates. 
 

4 at 5 marks each.  
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(c) ‘The unemployment rate in Ireland in December 2010 was 13.6%’.   (The Central Statistics Office)   
                                                                                

(i) Discuss two economic measures which the Government could take in order to reduce the level of  
        unemployment in Ireland. 

 

At the end of the year 2010, the EU and the IMF agreed €85bn of financial support for Ireland. 
 

(ii)  Discuss the economic effects of this financial support on the Irish economy.                          (30) 
 

(i)  Measures the government could take to reduce the level of unemployment in Ireland. 
 

1. Reduce taxation 
If the government reduced rates of VAT this would help reduce prices. This may encourage people 
to spend, thereby increasing demand and lead to an increased demand for labour. 
 

2. Subsidise additional labour employed 
The government has reduced the rate of PRSI on additional labour hired. This helps reduce the cost  
of labour and may encourage employers to hire additional labour. 
 

3.  Reduce costs for business 
The government could, through regulation, force those firms supplying utilities to reduce their 
 prices. This could reduce the costs for businesses, which may lead to a reduction in consumer 
 prices. Demand may increase resulting in an increased demand for labour. This may  
decrease export  prices thereby increasing aggregate demand, resulting in employment. 
 

4. Government prudent management of the economy 
If public confidence is restored then people will start to spend, resulting in increased aggregate 
demand and boosting employment. Prudent economic management of the economy is essential to 
help restore confidence. 
 

5. Infrastructural development 
Funding of improvements in the capital and social infrastructure e.g. the renovation / construction 
of schools etc, directly leads to employment in the construction industry and, through the multiplier 
effect, leads to increasing spending and growth in employment.  
 

6. Maintain a low corporation profits tax base / attract high value added FDI 
The low rate of CPT is seen as an essential element in Ireland’s ability to continue to attract mobile 
foreign direct investment. This can be used as part of a packages used to encourage companies to 
locate here and so increase employment.  
 

7. Investment in education / training 
The government must continue to invest in education and training. This investment will allow 
workers to up-skill and so acquire those skills in demand currently. Develop an internship 
programme.  
 

8. Banking stability – availability of credit 
If the government can re-capitalise and rationalise the banks successfully then credit may become 
available which will boost investment, thereby encouraging economic growth and employment. 
 

2 points x 5 marks each 
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(ii)   Discuss the economic effects of this financial support on the Irish economy. 
 

 

Positive economic effects 
 

Negative economic effects 
 

1. Pay public sector workers 
The support means that these workers can 
continue to be paid.  

1. High cost of repayment 
The high rate of interest on these loans is a 
further drain on scarce state resources. 
Inability to borrow in international markets. 
 

2. Maintain public services 
Essential services can continue to be provided 
e.g. schools, hospitals, security, prison service 
etc. Without the financial support the 
provision of these services would cease. 

2. Taxation increases / expenditure cuts 
The loans must be repaid and this means a 
combination of taxation increases and / or 
expenditure cuts which will reduce the 
standard of living. 
 

3. Continuity of a banking system 
The financial support means that the banks 
can continue to operate and this may mean: 
(a) that the economic system can function  
(b) banking jobs are at less risk.  
 

3. Loss of economic sovereignty 
Economic policies in Ireland will now be 
dictated by the EU/IMF, rather than by the 
Irish government. 
 

4. Acceptance of tax adjustments 
Citizens may more readily accept the need for 
taxation measures which will ensure the 
survival of the economy. 

4. Loss of confidence in economy 
Citizens may lose confidence in the 
government’s ability to manage its economic 
affairs. This may lead to a fall in spending. It 
may deter investment in the economy resulting 
in less FDI, unemployment, the ‘brain drain’. 
 

5. Acceptance of wage moderation 
The need for financial support may encourage 
all workers to accept the need for wages 
reductions / increased productivity. 

5. Unemployment / Emigration 
With reductions in spending and a drop in 
investment there may be an increase in 
unemployment and this may result in an 
increase in emigration. 
 

 
 
 

4 points x 5 marks each 
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