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SECTION A (continued) 

4.      Firms within the aircraft industry can benefit from economies of scale. Explain the term  

 economies of scale and provide one example for a firm in the aircraft industry. 
 

 Explanation _______________________________________________________________________ 

 

 _________________________________________________________________________________ 

 

 _________________________________________________________________________________ 

 

 Example__________________________________________________________________________ 

 

 _________________________________________________________________________________ 

    (16 marks) 
 

5. (a) Outline two possible effects on the Irish economy of high levels of youth unemployment.  

 

 (i) _____________________________________________________________________________ 
  

 _________________________________________________________________________________ 

 
 (ii) _____________________________________________________________________________ 

 

 _________________________________________________________________________________ 

    
 _________________________________________________________________________________ 

  
 (b) State one economic policy the government could introduce to reduce youth unemployment. 
 

 _________________________________________________________________________________ 

 

 _________________________________________________________________________________ 

  (16 marks) 
 

6. The table below shows the annual average level of income in a country and the corresponding 

 demand for Product A for two years. 

 

Year Income (€) Product A (units) 
Year 1 57,000 100 

Year 2 63,000 200 

 

 (i) Calculate the income elasticity of demand (YED) for Product A.  

  Show your workings. 

 

 (ii) Using your knowledge of YED, explain the  

 economic meaning of this figure you calculated in 

(i) above. 

  ________________________________________ 

 

  _________________________________________ 

 

  _________________________________________ 

 

      ___________________________________________ 
    (17 marks) 

Workings: 
 

 

 

 

 

 
 
 
Answer: 
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SECTION A (continued) 
7.  (a)  A consumer buys 80 units of Good A when the price of Good B is €100. When the price of 

  Good B falls to €90 (the price of Good A remaining unchanged), the consumer buys 120 units 
  of Good A. Using an appropriate formula, calculate this consumer’s cross price elasticity of 
  demand for Good A.    (Show your workings.) 

 
 
   
 
 
 
 

(b)  Is Good A a substitute or a complement to Good B? Explain your answer. 
 

___________________________________________________________________________________ 
 

___________________________________________________________________________________ 
(17 marks) 

 

8.       Explain how the following Government policy objectives may conflict with each other. 
 

Economic growth versus Balance of Payments equilibrium:   __________________________________ 
 

___________________________________________________________________________________ 
 

___________________________________________________________________________________ 
 
___________________________________________________________________________________ 

 
Economic growth versus a Just Social Policy:   ______________________________________________ 
 
___________________________________________________________________________________ 

 
___________________________________________________________________________________ 

   
          ___________________________________________________________________________________ 

 (17 marks) 
 

9. The Irish government is considering the reintroduction of tuition fees for third‐level education.  
Outline one possible economic advantage and one possible economic disadvantage of this for the 
economy:  

Economic advantage: ________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
Economic disadvantage:  _____________________________________________________________ 
 
 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

 (17 marks) 
Remember to return this question paper with the answer book(s) used to answer the questions in Section B.

Workings: 
 
 
Answer: 
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SECTION A (100 marks) 

 

Answer six of the nine short response type questions in the spaces provided. 

 

1. Outline why ‘choice’ is fundamental to the study of economics. 
  
 ______________________________________________________________________________ 
 
 ______________________________________________________________________________ 
 
 ______________________________________________________________________________ 
 

       (16 marks) 
 
2. (a) Explain the concept of the Equi-Marginal Principle of Consumer Behaviour. 
 
 ____________________________________________________________________________________ 
 
 ____________________________________________________________________________________ 
 
 ____________________________________________________________________________________ 
 
                       

(b) In equilibrium, a consumer buys 5 bottles  

of water at €2.50 each and 8 bagels at €3 each.  

 
The marginal utility of the 5

th
 bottle of water is 5 utils.  

 

Calculate the marginal utility of the 8
th

 bagel.  
(Show your workings.) 

 
     
 
        (16 marks) 

 
3. (a) Outline the primary responsibility of the National Treasury Management Agency (NTMA). 

 
____________________________________________________________________________________ 
 
____________________________________________________________________________________ 
 
____________________________________________________________________________________ 
 
“The NTMA sells bonds worth €4bn at a low yield (0.867%) in 2015.”   

                                (Report: Irish Times, January 2015) 
 
(b) Is selling bonds at a low yield good or bad for the Irish Government? Explain your answer. 

 
 ____________________________________________________________________________________ 
 

____________________________________________________________________________________ 
 

____________________________________________________________________________________ 
 

       (16 marks) 

Workings: 
 

 

 

 

 

Answer: 
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SECTION A (100 marks) 

 

Answer six of the nine short response type questions in the spaces provided. 

 

1. Outline why ‘choice’ is fundamental to the study of economics. 
  
 ______________________________________________________________________________ 
 
 ______________________________________________________________________________ 
 
 ______________________________________________________________________________ 
 

       (16 marks) 
 
2. (a) Explain the concept of the Equi-Marginal Principle of Consumer Behaviour. 
 
 ____________________________________________________________________________________ 
 
 ____________________________________________________________________________________ 
 
 ____________________________________________________________________________________ 
 
                       

(b) In equilibrium, a consumer buys 5 bottles  

of water at €2.50 each and 8 bagels at €3 each.  

 
The marginal utility of the 5

th
 bottle of water is 5 utils.  

 

Calculate the marginal utility of the 8
th

 bagel.  
(Show your workings.) 

 
     
 
        (16 marks) 

 
3. (a) Outline the primary responsibility of the National Treasury Management Agency (NTMA). 

 
____________________________________________________________________________________ 
 
____________________________________________________________________________________ 
 
____________________________________________________________________________________ 
 
“The NTMA sells bonds worth €4bn at a low yield (0.867%) in 2015.”   

                                (Report: Irish Times, January 2015) 
 
(b) Is selling bonds at a low yield good or bad for the Irish Government? Explain your answer. 

 
 ____________________________________________________________________________________ 
 

____________________________________________________________________________________ 
 

____________________________________________________________________________________ 
 

       (16 marks) 

Workings: 
 

 

 

 

 

Answer: 
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SECTION A (continued) 

 
7. Read each statement below and indicate if the statement is true or false. [Tick (9) the appropriate box.] 
 

 STATEMENT      TRUE     FALSE 

A good with an income elasticity of demand (YED) of +2.5 is a 

luxury good. 

  

If the cross-price elasticity of demand (CED) is negative then it may 

be said that the goods are complements. 

  

When demand is price elastic, a reduction in price will lead to a 

decrease in total revenue. 

  

When many close substitute goods are available, demand for any 
one of them should be highly elastic. 

  

                                     (17 marks) 

8. (a) “The Euro (€) is hitting a four and a half year low against the US $.” 
     (Report: The Irish Independent, January 2015) 

Explain what the above statement means. 

 
 ______________________________________________________________________________ 
 
 ______________________________________________________________________________ 
 

 (b) Outline two possible economic effects of this development for the Irish economy: 
 
 (i) ________________________________________________________________________________ 
 

  __________________________________________________________________________________ 
 
 (ii)_________________________________________________________________________________ 

 
  __________________________________________________________________________________ 

                             (17 marks) 
 

9. “Since 1990 Ireland has achieved the largest gain in life expectancy for 65 year olds in all EU member 
states.”           (The OECD Report:  Health at a glance: Europe 2014) 
Outline two possible economic implications of this development for the Irish economy and one policy 

measure the Government could consider in response to this situation. 
 

(i) ________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
(ii) _______________________________________________________________________________ 
 
__________________________________________________________________________________ 

 
Government Policy: _________________________________________________________________ 

 
 __________________________________________________________________________________ 

  (17 marks) 

Remember to return this question paper with the answer book(s) used to answer the questions in Section B. 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 

 
 

 

1. Define the term ‘opportunity cost’.  
 State one example of an opportunity cost facing the Irish Government. 

 

Definition: _________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

Example: __________________________________________________________________ 

(16 marks) 
 
 
 
 

2. If the marginal cost (MC) is less than average cost (AC), then AC must be falling when output 

increases.   

 

(i) Is this statement true? Circle the correct answer. YES / NO 

(ii) Explain the reason for your answer:  _________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

(16 marks) 
 
 
 
 

3. Define the term ‘structural unemployment’ and outline one policy response that the Irish 

Government could take to reduce it. 
 

Definition:    ________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

Government Policy: _________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

(16 marks)
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OVER  

SECTION A (continued) 
 
4. Explain the meaning of the term ‘complementary goods’ (i.e. joint demand). 
 State one example.  

 Explanation: _______________________________________________________________ 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 Example:___________________________________________________________________ 

     (16 marks)  
 
 

5. State three assumptions/characteristics underlying the theory of monopoly. 
  

(i)  ______________________________________________________________________ 

(ii) ______________________________________________________________________ 

(iii) ______________________________________________________________________  

(16 marks) 
 
 
6. Outline two possible economic effects for the Irish Economy of the euro (€) appreciating in 

value against the US dollar ($). 
 

(i) ______________________________________________________________________ 

 ______________________________________________________________________ 

(ii) ______________________________________________________________________ 

 ______________________________________________________________________ 

(17 marks) 
 
 

7. Outline two ways in which the return to the factor of production enterprise differs from the 
return to other factors of production. 

 
(i)  ______________________________________________________________________ 

 ______________________________________________________________________ 

(ii) ______________________________________________________________________ 

______________________________________________________________________ 

 (17 marks) 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 
1. The fundamental economic problem is one of ‘scarcity’. Explain this concept. 
  

__________________________________________________________________________________ 
  

__________________________________________________________________________________ 
 

 __________________________________________________________________________________ 
     (16 marks) 

 
2. Define the ‘Marginal Efficiency of Capital’ (MEC). Outline two possible reasons for a fall in MEC.  
  
 Definition:  ________________________________________________________________________ 
 
 __________________________________________________________________________________ 
 
 Reason 1:  _________________________________________________________________________ 
 

Reason 2:  _________________________________________________________________________ 
      (16 marks) 
 

3. Read each statement below and indicate if the price elasticity of demand (PED) for the product is most 
likely to be elastic or inelastic.  (Tick 9 the correct box.)  

 
 STATEMENT   ELASTIC INELASTIC 

Consumers are strongly attached and loyal to the product.   

Many close substitutes are available for the product.   

The product is a luxury product.   

The product accounts for only a small fraction of a consumer’s 
weekly expenditure. 

  

                                 (16 marks) 
 

4. (a) Collusion may be a feature of an oligopolistic market. Explain what is meant by ‘collusion’. 
 
 __________________________________________________________________________________ 
 
 __________________________________________________________________________________ 
  

(b) Collusive practices may be undermined by price wars. Outline two benefits of price wars for the 
 consumer. 

 
(i) ____________________________________________________________________________ 

 
 (ii) ____________________________________________________________________________ 
                    (16 marks) 
5. Outline three mechanisms for restricting free trade. 
  
 (i) ____________________________________________________________________________ 
 
 (ii) ____________________________________________________________________________ 
 
 (iii) ____________________________________________________________________________  
                     (16 marks) 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 
1. The fundamental economic problem is one of ‘scarcity’. Explain this concept. 
  

__________________________________________________________________________________ 
  

__________________________________________________________________________________ 
 

 __________________________________________________________________________________ 
     (16 marks) 

 
2. Define the ‘Marginal Efficiency of Capital’ (MEC). Outline two possible reasons for a fall in MEC.  
  
 Definition:  ________________________________________________________________________ 
 
 __________________________________________________________________________________ 
 
 Reason 1:  _________________________________________________________________________ 
 

Reason 2:  _________________________________________________________________________ 
      (16 marks) 
 

3. Read each statement below and indicate if the price elasticity of demand (PED) for the product is most 
likely to be elastic or inelastic.  (Tick 9 the correct box.)  

 
 STATEMENT   ELASTIC INELASTIC 

Consumers are strongly attached and loyal to the product.   

Many close substitutes are available for the product.   

The product is a luxury product.   

The product accounts for only a small fraction of a consumer’s 
weekly expenditure. 

  

                                 (16 marks) 
 

4. (a) Collusion may be a feature of an oligopolistic market. Explain what is meant by ‘collusion’. 
 
 __________________________________________________________________________________ 
 
 __________________________________________________________________________________ 
  

(b) Collusive practices may be undermined by price wars. Outline two benefits of price wars for the 
 consumer. 

 
(i) ____________________________________________________________________________ 

 
 (ii) ____________________________________________________________________________ 
                    (16 marks) 
5. Outline three mechanisms for restricting free trade. 
  
 (i) ____________________________________________________________________________ 
 
 (ii) ____________________________________________________________________________ 
 
 (iii) ____________________________________________________________________________  
                     (16 marks) 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 

1.  State three reasons why the demand curve for bottled water may shift to the right. 
 

(i) ______________________________________________________________________________ 
  

(ii)  ______________________________________________________________________________ 
 

(iii) ______________________________________________________________________________ 
            (16 marks) 

 
2. State three areas of responsibility of the European Central Bank (ECB). 
 
 (i) ______________________________________________________________________________ 
  
 (ii) ______________________________________________________________________________ 
 
 (iii) ______________________________________________________________________________ 

            (16 marks) 
 

3. Outline two reasons for the growth of the NBlack EconomyO and state two effects for the Exchequer. 
 

Reason 1: ________________________________________________________________________ 
 
 Reason 2: ________________________________________________________________________ 
 
 Effect 1:__________________________________________________________________________ 
 
 Effect 2:__________________________________________________________________________ 
             (16 marks) 

           
4. In relation to each statement listed below, indicate whether it is an internal or external  

(a) economy of scale or (b) diseconomy of scale. (Place a tick (�) for each correct answer.) 
 

  (a) Economy of Scale (b) Diseconomy of Scale 
Statement  Internal  External    Internal   External 
Repetitive tasks, workers are bored     
R&D costs are shared by many firms     
Discounts are available for bulk buying     
Inadequate infrastructure     

             (16 marks) 
 

5. NInferior products have a negative Income Elasticity of Demand (YED)O.  
 
(a) Explain this statement.  

 
 Explanation:______________________________________________________________________ 
 

 _________________________________________________________________________________ 
 
 _________________________________________________________________________________ 
 

(b) State one example of an inferior product, giving a reason for your answer. 
 
Example:_________________________________________________________________________ 

  
 _________________________________________________________________________________ 

          (16 marks) 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 

1.  State three reasons why the demand curve for bottled water may shift to the right. 
 

(i) ______________________________________________________________________________ 
  

(ii)  ______________________________________________________________________________ 
 

(iii) ______________________________________________________________________________ 
            (16 marks) 

 
2. State three areas of responsibility of the European Central Bank (ECB). 
 
 (i) ______________________________________________________________________________ 
  
 (ii) ______________________________________________________________________________ 
 
 (iii) ______________________________________________________________________________ 

            (16 marks) 
 

3. Outline two reasons for the growth of the NBlack EconomyO and state two effects for the Exchequer. 
 

Reason 1: ________________________________________________________________________ 
 
 Reason 2: ________________________________________________________________________ 
 
 Effect 1:__________________________________________________________________________ 
 
 Effect 2:__________________________________________________________________________ 
             (16 marks) 

           
4. In relation to each statement listed below, indicate whether it is an internal or external  

(a) economy of scale or (b) diseconomy of scale. (Place a tick (�) for each correct answer.) 
 

  (a) Economy of Scale (b) Diseconomy of Scale 
Statement  Internal  External    Internal   External 
Repetitive tasks, workers are bored     
R&D costs are shared by many firms     
Discounts are available for bulk buying     
Inadequate infrastructure     

             (16 marks) 
 

5. NInferior products have a negative Income Elasticity of Demand (YED)O.  
 
(a) Explain this statement.  

 
 Explanation:______________________________________________________________________ 
 

 _________________________________________________________________________________ 
 
 _________________________________________________________________________________ 
 

(b) State one example of an inferior product, giving a reason for your answer. 
 
Example:_________________________________________________________________________ 

  
 _________________________________________________________________________________ 

          (16 marks) 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 
 

1. State four steps involved in constructing a Consumer Price Index (CPI). 
  

Step 1 ____________________________________________________________________________ 
  

Step 2 ____________________________________________________________________________ 
 
Step 3 _________________________________________________________________ 
 
Step 4 _________________________________________________________________ 

                     (16 marks) 
 
2. Define a mixed economy. State two examples of economic activity which supports the view that 

Ireland is a mixed economy. 
  
 Definition: _________________________________________________________________________ 
 
 __________________________________________________________________________________ 
 
 Example 1:  ________________________________________________________________________ 
 
 Example 2:  ________________________________________________________________________  

    (16 marks) 
 

3. Name the market structure (Perfect Competition, Imperfect Competition or Monopoly) to which  
each statement below is most likely to apply: 
 

                       STATEMENT                MARKET STRUCTURE 
(i) The firm has a perfectly elastic demand curve.  
(ii) The product of the firm is unique.   
(iii) Restaurants could be an example of this 

market structure. 
 

(iv) Average costs of the firm are at a minimum.  
     (16 marks) 

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

(i) ____________________________________________________________________________ 
 

(ii) ____________________________________________________________________________ 
 

(iii) ____________________________________________________________________________ 
    (16 marks) 

 
5.  Define the term occupational mobility of labour. Outline two factors which can influence it. 
 
 Definition:  ______________________________________________________________________________________ 
 
 __________________________________________________________________________________________________ 
 
 Factor 1: __________________________________________________________________________ 
  
 Factor 2: __________________________________________________________________________ 
                                                           (16 marks) 

Page 3 of 8 

 
6. Outline two possible economic effects for the Irish economy of the euro (X) falling in value relative to 

the US dollar ($). 
 

(i) ____________________________________________________________________________ 
 

____________________________________________________________________________ 
 
 (ii) ____________________________________________________________________________ 
 
  ____________________________________________________________________________ 

 

             (17 marks) 
 
7. State three reasons why multinational firms are re-locating to countries like Vietnam, Indonesia and 

Thailand in Southeast Asia. 
 

(i) ____________________________________________________________________________ 
 

(ii) ____________________________________________________________________________  
  

(iii) ____________________________________________________________________________ 
                    (17 marks)
            
8. A consumer buys 20 units of Good A when the price of Good B is X8. When the price of Good B rises 

to X10 (the price of Good A remaining unchanged) the consumer buys 12 units of Good A. 
 Using an appropriate formula, calculate this consumer^s cross elasticity of demand for Good A. 
 (Show your workings.) 

 
         Answer: 
            _______________________________________ 
     
             

                      
       Is Good A a substitute for, or a complement to, 

          Good B?  Explain you answer. 
                                          ______________________________________ 
               

______________________________________ 
                                                                                                                                                  (17 marks)   
9.  In September 2010 approximately 5.1% of mortgage accounts were in arrears (behind on mortgage 

payments) of 90 days or more. Outline two economic reasons for this development and two actions 
financial institutions could take to help mortgage customers. 

 Reasons: 
 

(i)  _______________________________________________________________________________ 
 
(ii) _______________________________________________________________________________ 
 

 Actions: 
 
  (i) _______________________________________________________________________________ 
 
  (ii) _______________________________________________________________________________ 
                    (17 marks) 
Remember to return this question paper with the answer book(s) used to answer the questions in Section B. 

 
 

WORKINGS 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 

1.  State three reasons why prices of land for housing development have fallen in recent years in 
Ireland: 

 
(i)_______________________________________________________________________________ 

  
(ii) ______________________________________________________________________________ 

 
(iii)______________________________________________________________________________ 
            (16 marks) 

2. Outline two measures the Irish Government could take to increase consumer spending in the 
economy. 

  
Answer 1: 
_________________________________________________________________________________ 
 
_________________________________________________________________________________ 

  
 Answer 2   
_________________________________________________________________________________ 
 
_________________________________________________________________________________ 
            (16 marks) 

3. A consumer spends T200 monthly on Product A when its price is T2 and continues to spend T200 
monthly when its price increases to T2.50.  Calculate the consumerWs price elasticity of demand.  
(See Formulae and Tables Booklet p.28) Show all your workings and explain your answer.  

 
  

Answer:  
 ______________________________________ 
 

Explanation: 
 

_______________________________________ 
 
_______________________________________ 

            (16 marks) 
4. Define the term Ynon-price competitionW. State two examples. 

 
 Definition:      ______________________________________________________________________ 
 

 _________________________________________________________________________________ 
 

Example 1:     _______________________________________________________________________ 
 

Example 2:     _______________________________________________________________________ 
            (16 marks) 

5. State three economic reasons why entrepreneurship is important to the development of the Irish 
economy. 

 
(i)    ______________________________________________________________________________ 

 
 (ii)  ______________________________________________________________________________ 
 
 (iii)        _____________________________________________________________________________ 

           (16 marks) 

Workings: 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 
 

1. Outline two non-insurable risks faced by entrepreneurs. 
  

(i) ____________________________________________________________________________ 
  

(ii) ____________________________________________________________________________ 
                   (16 marks) 
 
2. The diagram below represents the demand curve facing a firm in Perfect Competition. 

This demand curve is;           (9 correct answer) 
• Unitary Elastic   
• Perfectly Inelastic   
• Perfectly Elastic   

       State the reason for your choice:   
     
       ______________________________________________
        
       ______________________________________________ 

   (16 marks) 
 

3. Ireland has a mixed economy.  What do you understand by the underlined term? State one economic 
advantage and one economic disadvantage of this type of economic system. 
 
Explanation: _______________________________________________________________________ 
 
__________________________________________________________________________________ 
 
Advantage: ________________________________________________________________________ 
 

 Disadvantage: ______________________________________________________________________
               (16 marks) 

 
4.  Define ‘cost-push’ inflation.  Identify two sources of this form of inflation in the Irish economy.  

 
 Definition: _________________________________________________________________________ 
 
 __________________________________________________________________________________ 
 

Source 1: __________________________________________________________________________ 
 

 Source 2: __________________________________________________________________________ 
  (16 marks) 

 
5. The demand for land is a derived demand. Explain what is meant by the underlined term with reference 

to land.  
 
 __________________________________________________________________________________ 

 
__________________________________________________________________________________ 

  
__________________________________________________________________________________ 
 

                (16 marks) 

P1 

Q 

P 

D=AR=MR
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6. Outline two possible economic effects of UK Sterling (£) falling in value relative to the Euro (€) for 

the Irish economy. 

 

(i) _______________________________________________________________________________ 

_______________________________________________________________________________ 

(ii) _______________________________________________________________________________ 

_______________________________________________________________________________ 
                   (17 marks) 
 
7. (a)   State the Law of Diminishing Marginal Utility:_______________________________________ 

__________________________________________________________________________________

__________________________________________________________________________________ 

(b) The table below illustrates the Law of Diminishing Marginal Utility. 

Number of units consumed 1 2 3 4 5 6 

Total Utility in units 30 65 85 100 110 115 

Marginal Utility in units 30      

    

 Complete the table and state the point after which diminishing utility sets in. 

 

_________________________________________________________________________________ 

                           (17 marks) 
 
8. Define ‘economic development’.  Explain two social costs of economic development. 

 

Definition:  ________________________________________________________________________ 

 

__________________________________________________________________________________ 

 
Cost 1:____________________________________________________________________________ 

 

__________________________________________________________________________________ 

 
Cost 2: ___________________________________________________________________________ 

 

__________________________________________________________________________________ 

    (17 marks) 
 
9.  Economists have commented on Ireland’s ‘greying population’, i.e. the structure of Ireland’s 

population is getting older.  Outline two economic effects of this development for the Irish economy. 

 

(i) _______________________________________________________________________________ 

 
 _______________________________________________________________________________ 

 

(ii) _______________________________________________________________________________ 

 

_______________________________________________________________________________ 
                   (17 marks) 

Remember to return this question paper with the answer book(s) used to answer the questions in Section B. 
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SECTION A (100 marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 

1. State three factors that determine the efficiency of labour: 
 
(i) ____________________________________________________________________________ 

  
(ii) ____________________________________________________________________________ 

 
(iii) ____________________________________________________________________________ 

                (16 marks) 
 
2. “It is estimated that the ‘Black Economy’ costs the Irish Economy over €1 billion per month”.   

(Irish Small and Medium Enterprises (ISME), August 2007). 
  

Explain the underlined term and state one method by which the government could discourage this 
activity. 

 
Explanation: _______________________________________________________________________ 

  
 Method: ___________________________________________________________________________ 
                (16 marks) 

 
3. A firm manufacturing 100 school desks weekly has the following total costs of production: Labour 

€2,000 (hired weekly); Raw Materials €3,500; Normal Profit €1,500; Rent €3,000.  What is the 
minimum price per school desk this firm could charge in the short run?   

 Explain your answer. (Show all your workings). 
 
  

Minimum Price:  
________________________________________ 
 
Explanation: 
 
________________________________________ 
 
________________________________________ 

                (16 marks) 
 
4. Define economic development. State two policies by which governments in less developed  
            countries (LDCs) might promote economic development.  

 
 Definition: _________________________________________________________________________ 

 
 __________________________________________________________________________________ 
 
 Policy (i): __________________________________________________________________________ 
 
 Policy (ii): _________________________________________________________________________ 
                (16 marks) 
 
5. Define a Free Enterprise economic system and state one economic advantage of this system. 

 
          Definition: _________________________________________________________________________ 
 
 __________________________________________________________________________________ 
 
 Advantage: ________________________________________________________________________ 
                 (16 marks) 

Workings: 
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6.  China will host the Beijing Olympic Games in August 2008 and 7 million tickets are available for the 
event.  On the diagram below draw the supply curve for tickets and explain the reason for its shape. 

 
      Explanation:  

  
      ________________________________________ 

 
      ________________________________________ 

 
      ________________________________________ 

 
  (17 marks) 

 
7. ‘Ireland’s current account in the Balance of Payments is in deficit’.  Explain the meaning of this 

statement and state two reasons why this situation exists. 
 
 Explanation:  _____________________________________________________________________ 
  
 Reasons:         
 
 (i)    _____________________________________________________________________________ 
 
 (ii)   _____________________________________________________________________________ 

             (17 marks) 
 
8. The diagram below represents the long run equilibrium of a firm in imperfect competition, which seeks 

to maximise profits.  Label the diagram and use it to describe the long run equilibrium position for a 
firm in Imperfect Competition. 

 
   Description:  

 
 

 (i) _________________________________________ 
 

 (ii) _________________________________________ 
 

 (iii) _________________________________________ 
 

 (iv) _________________________________________ 
                                                                                  

(17 marks) 
 

9. Oil prices rose steadily during the last year.  State two economic reasons for this development.   
State one social cost and one social benefit of the rising prices. 

 
 Reasons: 
 
 (i) ________________________________________________________________________________ 
 
 (ii)  _______________________________________________________________________________ 
 

Social Cost: ________________________________________________________________________ 
 
 Social Benefit: ______________________________________________________________________ 

              (17 marks) 
 

Remember to return this question paper with the answer book(s) used to answer the questions in 
 Section B. 

P 
 
 
 
 
 
 

Q 

P 
 
 
 
 
 
 
 
 

Q 
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SECTION A (100 Marks) 
 

Answer six of the nine short response type questions in the spaces provided. 
 
1. State FOUR possible economic effects of rising price inflation on the Irish economy. 
 
 (i) ______________________________________________________________________________ 
 

   (ii) ______________________________________________________________________________ 
 

  (iii) ______________________________________________________________________________ 
 

 (iv) ______________________________________________________________________________ 
(16 marks) 

 
2. State THREE assumptions underlying the Law of Comparative Advantage. 
 

 (i) ______________________________________________________________________________ 
 

 (ii)     ______________________________________________________________________________ 
 

 (iii) ______________________________________________________________________________ 
(16 marks) 

 

3.  Consumers buy 50 units of a product when the price is €1.50. When the price is reduced to €1      
 consumers buy 90 units.  Using an appropriate formula, calculate the consumers’ price elasticity  

 of demand.  Show your workings and explain your answer. 

         Explanation: 

         _______________________________________ 

         _______________________________________ 

         _______________________________________ 

          _______________________________________
             (16 marks) 

 

4. Firms attempting to enter a monopoly market must overcome barriers to entry.  
 Outline THREE such barriers to entry. 
 
 (i) ______________________________________________________________________________ 
 
 (ii) ______________________________________________________________________________ 
 
 (iii) ______________________________________________________________________________ 

(16 marks) 
 

5. Outline THREE functions/responsibilities of the European Central Bank (ECB). 
 
 (i) ______________________________________________________________________________ 
 
 (ii) ______________________________________________________________________________ 
 
 (iii) ______________________________________________________________________________ 

(16 marks) 
 

Workings 

Page 3 of 8 

 
6. Outline TWO circumstances under which a factor of production can earn Economic Rent. 
  
 (i) ________________________________________________________________________________ 
  
 ___________________________________________________________________________________
  
 (ii) ________________________________________________________________________________
  
 ___________________________________________________________________________________ 

(17 marks) 
 
7. ‘An Irish banking group owns thirty branch offices. There is no opportunity cost to the banking 
 group using these offices as they are fully owned’.    True / False. 
 
  Circle your choice and give a one sentence explanation of your answer. 
 
  ___________________________________________________________________________________
  
  ___________________________________________________________________________________
  
  ___________________________________________________________________________________ 

(17 marks) 
 
8. Define Social Costs.  State TWO significant examples currently facing the Irish economy.  
 
 Definition: _________________________________________________________________________ 
 
 ___________________________________________________________________________________ 
 
 Example 1: _________________________________________________________________________ 
 
 Example 2: _________________________________________________________________________ 

(17 marks) 
 
9.  Energy costs (e.g. electricity) increased significantly in Ireland during 2006. 
  Outline TWO economic reasons for the increase and TWO economic consequences of this specific 
  development for the Irish economy. 
 
  Reasons: 
 
  (i) ________________________________________________________________________________ 
 
  (ii) ________________________________________________________________________________ 
 
  Consequences: 
 

  (i) ________________________________________________________________________________ 
 
  (ii) ________________________________________________________________________________ 

(17 marks) 
            

 
 

Remember to return this question paper with the answer book(s) used to 
answer the questions in Section B. 
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6. In equilibrium a consumer buys 8 bars of chocolate at €1.00 each and 12 sandwiches at €4.00 each. 
 The marginal utility of the eighth bar of chocolate is 10 utils. 
 Using the Equi-Marginal Principle of Consumer Behaviour calculate the marginal utility of the 
 twelfth sandwich. 
 
 Show all your workings. 
 

Workings  
Answer:  
 
_____________________________________ 
 
 

(17 marks)

 
7. Define price discrimination. State TWO conditions under which it would be possible for a firm to 
 price discriminate.   
 
 Definition:  _____________________________________________________________ 
 
 ______________________________________________________________________ 
 
 Condition  (i): _____________________________________________________________________ 
 
 Condition  (ii):  __________________________________________________________ 

(17 marks) 
 
8. State TWO functions of the Irish National Treasury Management Agency: 

 
Function 1: _____________________________________________________________ 

 
Function 2:  _______________________________________________________________________ 

(17 marks) 
 

9. Savers who have SSIAs (Special Savings Investment Accounts) are being subsidised by the Irish 
 government through the receipt of additional bonus payments. 
 
 Outline TWO economic advantages and TWO economic disadvantages of this scheme for the Irish 
 economy. 
 
 Advantages: 
 
 (i) ___________________________________________________________________________ 
 
 (ii) ___________________________________________________________________________ 
 
 Disadvantages: 
 
 (i) ___________________________________________________________________________ 
 
 (ii) ___________________________________________________________________________ 

(17 marks) 
Remember to return this question paper with the answer book(s) used to answer the questions in 

 Section B. 
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SECTION A (100 Marks) 
Answer six of the nine short response type questions in the spaces provided. 
 
1. Explain the concept Opportunity Cost. Why is the concept central to the study of Economics? 
 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

 
__________________________________________________________________________________ 

(16 marks) 
2. Outline THREE reasons for the survival of small firms in the Irish economy, even though they do not  
 have the benefits of economies of scale. 
 

(i)
 __________________________________________________________________________________ 

(ii)
 __________________________________________________________________________________ 

(iii)
 __________________________________________________________________________________ 

(16 marks) 
3. Explain what is meant by Consumer Surplus. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

(16 marks) 

4. A consumer in equilibrium buys 10 cups of coffee at €2 each and 10 phone cards at €6 each. The 
marginal utility of the cups of coffee is 5 utils.  What is the marginal utility of phone cards?  Show 
your workings. 

 
Answer:  ________________________________ 
 
________________________________________ 
 
________________________________________ 
 
________________________________________ 
       (16 marks) 

 
5. Explain what is meant by the term Public Sector Borrowing Requirement. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
              (16 marks) 

 
 

Workings 
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SECTION A (100 Marks) 
Answer six of the nine short response type questions in the spaces provided. 
 
1. Explain the concept Opportunity Cost. Why is the concept central to the study of Economics? 
 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

 
__________________________________________________________________________________ 

(16 marks) 
2. Outline THREE reasons for the survival of small firms in the Irish economy, even though they do not  
 have the benefits of economies of scale. 
 

(i)
 __________________________________________________________________________________ 

(ii)
 __________________________________________________________________________________ 

(iii)
 __________________________________________________________________________________ 

(16 marks) 
3. Explain what is meant by Consumer Surplus. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

(16 marks) 

4. A consumer in equilibrium buys 10 cups of coffee at €2 each and 10 phone cards at €6 each. The 
marginal utility of the cups of coffee is 5 utils.  What is the marginal utility of phone cards?  Show 
your workings. 

 
Answer:  ________________________________ 
 
________________________________________ 
 
________________________________________ 
 
________________________________________ 
       (16 marks) 

 
5. Explain what is meant by the term Public Sector Borrowing Requirement. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
              (16 marks) 

 
 

Workings 
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SECTION A (100 Marks) 
Answer six of the nine short response type questions in the spaces provided. 
 
1. Explain the concept Opportunity Cost. Why is the concept central to the study of Economics? 
 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

 
__________________________________________________________________________________ 

(16 marks) 
2. Outline THREE reasons for the survival of small firms in the Irish economy, even though they do not  
 have the benefits of economies of scale. 
 

(i)
 __________________________________________________________________________________ 

(ii)
 __________________________________________________________________________________ 

(iii)
 __________________________________________________________________________________ 

(16 marks) 
3. Explain what is meant by Consumer Surplus. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 

(16 marks) 

4. A consumer in equilibrium buys 10 cups of coffee at €2 each and 10 phone cards at €6 each. The 
marginal utility of the cups of coffee is 5 utils.  What is the marginal utility of phone cards?  Show 
your workings. 

 
Answer:  ________________________________ 
 
________________________________________ 
 
________________________________________ 
 
________________________________________ 
       (16 marks) 

 
5. Explain what is meant by the term Public Sector Borrowing Requirement. 

__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
 
__________________________________________________________________________________ 
              (16 marks) 

 
 

Workings 
 
 
 
 
 
 
 

Page 2 of 7 

SECTION A  (100 Marks) 
Answer six of the nine short response type questions in the spaces provided. 
 
1.       Outline FOUR factors that affect the supply of a good, other than the price of the good itself.                    

 

(i) _____________________________________________________________________________ 
         
 (ii) _____________________________________________________________________________ 

 
(iii) _____________________________________________________________________________ 
 
(iv) _____________________________________________________________________________ 

(16 marks) 
 

2. Define the ‘Black Economy’ (also referred to as the ‘Underground Economy’) and state ONE 
example to support your definition. 

 
                ___________________________________________________________________________________ 

 
___________________________________________________________________________________ 
 
Example:___________________________________________________________________________

                  (16 marks) 
 

3.       Name the economist primarily associated with the following economic concepts: 
 

(i) Iron Law of Wages :                      ________________________________________________  
         
 (ii) Law of Comparative Advantage: ________________________________________________ 

 
(iii) Laissez Faire :                      ________________________________________________ 
 
(iv) Liquidity Preference Theory:       ________________________________________________ 

      (16 marks) 
 

4.         Identify FOUR features of an oligopolistic market. 
 

(i) _____________________________________________________________________________ 
 
 (ii) _____________________________________________________________________________ 

 
(iii) _____________________________________________________________________________ 
 
(iv) _____________________________________________________________________________ 

(16 marks) 
 
5. State THREE limitations on the power of banks to create credit. 

 
(i)  _____________________________________________________________________________ 
 
(ii) _____________________________________________________________________________ 
 
(iii)  _____________________________________________________________________________ 

(16 marks) 
 

Page 3 of 7 

 
6.         Define the Law of Diminishing Marginal Utility and state TWO assumptions underlying the law. 

 
Definition:__________________________________________________________________________ 
 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 

    
Assumption (i): ____________________________________________________________________ 
 

Assumption (ii):  ____________________________________________________________________

               (17 marks) 

 
7.         Outline TWO private benefits and TWO social benefits of the possible decline in the consumption of 
            tobacco products, which is being promoted by government policies. 
 

Private benefits: 
 

(i) _________________________________________________________________________________ 
 
(ii)_________________________________________________________________________________ 

 
Social benefits: 
 

(i) ______________________________________________________ 
 
(ii)_________________________________________________________________________________ 

            (17 marks) 
 
8. “There is no opportunity cost to a firm in using an asset which it already owns”.         True / False.   
            (Place a circle around your choice and give a one sentence explanation of your answer.) 

 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 

(17 marks) 
 
9.           State FOUR reasons why different categories of workers are paid at different wage rates. 

 

(i) _____________________________________________________________________________ 
 
 (ii) _____________________________________________________________________________ 

 
(iii) _____________________________________________________________________________ 
 
(iv) _____________________________________________________________________________ 

(17 marks) 

Remember to return this question paper with the answer book(s) used to answer the questions in Section B. 
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6.         Define the Law of Diminishing Marginal Utility and state TWO assumptions underlying the law. 

 
Definition:__________________________________________________________________________ 
 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 

    
Assumption (i): ____________________________________________________________________ 
 

Assumption (ii):  ____________________________________________________________________

               (17 marks) 

 
7.         Outline TWO private benefits and TWO social benefits of the possible decline in the consumption of 
            tobacco products, which is being promoted by government policies. 
 

Private benefits: 
 

(i) _________________________________________________________________________________ 
 
(ii)_________________________________________________________________________________ 

 
Social benefits: 
 

(i) ______________________________________________________ 
 
(ii)_________________________________________________________________________________ 

            (17 marks) 
 
8. “There is no opportunity cost to a firm in using an asset which it already owns”.         True / False.   
            (Place a circle around your choice and give a one sentence explanation of your answer.) 

 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 
 
___________________________________________________________________________________ 

(17 marks) 
 
9.           State FOUR reasons why different categories of workers are paid at different wage rates. 

 

(i) _____________________________________________________________________________ 
 
 (ii) _____________________________________________________________________________ 

 
(iii) _____________________________________________________________________________ 
 
(iv) _____________________________________________________________________________ 

(17 marks) 

Remember to return this question paper with the answer book(s) used to answer the questions in Section B. 

Page 3 of 7

6. Using the diagram, explain how higher consumers’ incomes (other factors unchanged) may affect the
demand curve for mobile phones in Ireland.

    Diagram Explanation

___________________________________

___________________________________

___________________________________

___________________________________

___________________________________

___________________________________

    (17 marks)

7. State FOUR economic assumptions used for analysing consumer behaviour.

(i) _____________________________________________________________________________

(ii) _____________________________________________________________________________

(iii) _____________________________________________________________________________

(iv) _____________________________________________________________________________
(17 marks)

8.  Define social benefits and state TWO examples of social benefits which may arise from the Irish
Government’s payment of student fees for most third level colleges in Ireland.

Definition: _______________________________________________________________________

___________________________________________________________________________________

Example 1: _______________________________________________________________________

Example 2: _______________________________________________________________________
    (17 marks)

9. A firm wishes to attract more labour.  In order to increase its labour force from 7 to 8 employees, the
firm must increase the weekly wage rate from €250 to €300 per worker.  Calculate the firm’s marginal
cost of labour.  Show your workings.

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________
(17 marks)

Remember to return this question paper with the answer book(s) used to answer the questions in Section B.

    P

Q

Page 3 of 7

6. Using the diagram, explain how higher consumers’ incomes (other factors unchanged) may affect the
demand curve for mobile phones in Ireland.

    Diagram Explanation

___________________________________

___________________________________

___________________________________

___________________________________

___________________________________

___________________________________

    (17 marks)

7. State FOUR economic assumptions used for analysing consumer behaviour.

(i) _____________________________________________________________________________

(ii) _____________________________________________________________________________

(iii) _____________________________________________________________________________

(iv) _____________________________________________________________________________
(17 marks)

8.  Define social benefits and state TWO examples of social benefits which may arise from the Irish
Government’s payment of student fees for most third level colleges in Ireland.

Definition: _______________________________________________________________________

___________________________________________________________________________________

Example 1: _______________________________________________________________________

Example 2: _______________________________________________________________________
    (17 marks)

9. A firm wishes to attract more labour.  In order to increase its labour force from 7 to 8 employees, the
firm must increase the weekly wage rate from €250 to €300 per worker.  Calculate the firm’s marginal
cost of labour.  Show your workings.

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________

___________________________________________________________________________________
(17 marks)

Remember to return this question paper with the answer book(s) used to answer the questions in Section B.

    P

Q
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Answer any six of the following:

1. What is meant by the concept ‘consumer surplus’?

............................................................................................................................................................................

............................................................................................................................................................................

............................................................................................................................................................................
(16 marks)

2. State TWO non-insurable risks which entrepreneurs face.

ii(i) .....................................................................................................................................................................

i(ii) .....................................................................................................................................................................
(16 marks)

3. Define SOCIAL COSTS. Give TWO examples.

............................................................................................................................................................................

............................................................................................................................................................................

Example i(i) .......................................................................................................................................................

Example (ii) .......................................................................................................................................................
(16 marks)

4. State THREE economic benefits of economic development to the citizens of underdeveloped countries.

ii(i) .....................................................................................................................................................................

i(ii) .....................................................................................................................................................................

(iii) .....................................................................................................................................................................
(16 marks)

5. Identify TWO means by which semi-state companies which are monopolies could be made operate more
cost effectively.

ii(i) .....................................................................................................................................................................

i(ii) .....................................................................................................................................................................
(16 marks)

Page 2 of 3
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Leaving Certificate Examination 2018 6  
Economics – Higher Level 

SECTION B (300 marks) 
 

Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub‐divisions in the questions. 
 
1. (a)  (i)  Distinguish between a movement along a demand curve and a shift in a  

    demand curve.    

(ii)  Explain, using a supply and demand diagram how a market would return to 
equilibrium following a surplus (excess supply) in the market.       

                              [25] 
 

(b)  The owners of a music venue, with a maximum capacity of 400 people, conducted 
  market research into consumer demand for tickets at different prices.   
  The information they obtained is shown in the table below.   
 

Price (€)   Quantity Demanded  Quantity Supplied 
€100  0  400 
€80  200  400 
€60  400  400 
€40  600  400 
€20  800  400 

 
(i) Using the above data, draw the demand and supply curve for this music venue, 

showing the price and quantity of tickets at which this market is in equilibrium.  
(ii) Explain the reason for the shape of the supply curve for this music venue.   
(iii) Explain the terms consumer surplus and total revenue. 
(iv) Show clearly on the diagram you have drawn in part (i) above, the areas of 

consumer surplus and total revenue at equilibrium.  
          [35] 

(c)  The owners of this venue decide to charge €60 per ticket. 
 

(i) Calculate the total revenue from the ticket sales for the above venue, assuming 
there is a full house.  Show your workings. 

(ii) Explain how a knowledge of the concept of consumer surplus could benefit the 
owners of the music venue.  

                                [15] 
                                 [75 marks] 
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SECTION B (300 marks) 
Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub‐divisions in the questions. 
 

1.  (a)  In the case of any two of the following distinguish between the concepts. 
(i) The Law of Demand and the Law of Supply. 
(ii) Consumer Surplus and Producer Surplus. 
(iii) Derived Demand and Joint Demand. 

 [25] 
(b)  Assume the market for electric cars is in equilibrium. Describe with the aid of a separate 

diagram in each case the effects each of the following market situations is likely to have on 
the equilibrium position for electric cars. 
(i) A technological advance in the production process of electric cars. 
(ii) The motor tax on petrol engine cars is expected to rise in the near future. 
(iii) The government increases subsidies on public transport, reducing prices for its 

commuters. 
[30] 

(c)  The average monthly rental price for private residential property in Ireland is €1,078.  
(Source: Daft.ie 2016) 

(i) Assume the average monthly equilibrium rental price is €1,078. On one diagram, 
illustrate the effect on the market if the Irish Government introduced a rent control 
that sets the maximum rent at €715.  

(ii) Discuss the likely economic consequences of such a rent control (i.e. price ceiling on 
rental costs) on the Irish rental property market. 

[20] 
[75 marks] 

 
 

2.   (a)  (i)  Show, by means of two separate labelled diagrams, the short run and long run  
      equilibrium positions of a profit maximising firm in perfect competition. 

(ii)  Compare the short run equilibrium position with the long run equilibrium position of 
a perfectly competitive firm under the following headings: 

x Price and Output 
x Profits 
x Efficiency.                                                 [35] 

                 
  (b)  The table below shows data for a perfectly competitive firm in equilibrium. 

 
 
 
 

(i) Using your knowledge of perfect competition, what is the marginal revenue earned by 
this firm?  Explain your answer. 

(ii) Should this firm continue in business? Explain your answer.                                              [20] 
 

  (c)  Bord Bia reported the total value of the Artisan Food market to be growing strongly, leading 
to more firms entering the industry. (Bord Bia defines Artisan Food as being “high‐quality, 
distinctive and produced in small quantities”, e.g., farmhouse cheeses, breads etc.) 

    (i)  State a market structure which most closely reflects this situation, giving reasons for 
your answer.                      

    (ii)  Explain the shape of the demand curve of a firm in this market structure.                [20]
                                   [75 marks]             

Average Revenue (€)  Average Variable Cost (€)  Average Total Cost (€) 
50  40  60 

Leaving Certificate Examination 2018 7  
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2.  (a)  An oligopoly is a market structure in which a few firms dominate the market. 
 

(i) Describe how firms in this market structure compete with each other.   
(ii) Discuss the advantages and disadvantages of oligopoly as a market 

structure.                             [30]  
     

(b)        (i)  Explain, using a clearly labelled diagram, the long‐run equilibrium of a firm    
operating under oligopoly conditions.    

(ii)  With reference to the ‘kinked’ demand curve drawn in part (i) above, explain 
   the  rationale for ‘price rigidity’.                                                 [25] 
 

  (c)  ‘Motor insurance providers in Ireland targeted in anti‐cartel inquiry.’ 
                          (Source: The Irish Times, July 2017) 
(i) Explain the likely effects on consumers if collusion (e.g. cartel agreement)  
   existed in the motor insurance industry. 
(ii)  Suggest two measures the government could consider to discourage  
   anti‐competitive practices in industry. Explain your answer.                      [20] 

                                                                                                                                                            [75 marks] 
 
 

3.   (a)  The table below shows the output and total cost for a firm.  The selling price for  
its product is fixed at €30 regardless of output. 

 

Output (units)  0  1  2  3  4  5  6  7 
Total Cost (€)  20  40  50  65  85  115  160  210 

 

(i)  Define the term marginal cost. 
(ii) Draw and clearly label a graph to illustrate the marginal cost at each level  
   of output. 
(iii)  Indicate on the graph that you have drawn the profit‐maximising level of 

output and explain your answer.   
(iv)  Calculate the profit earned at this profit‐maximising level of output.        [25] 

(b)  (i)  Define the term price elasticity of supply (PES). 
(ii)  Explain, by means of an example, why the PES might be different in the  

long run than in the short run. 
    (iii)  Discuss two factors, other than time period, that influence the PES of a product.               

                                                              [25] 
 (c)   (i)  Outline the potential impact a fall in the value of Sterling (£) against the  

Euro (€) would have on the price UK consumers pay for Irish products. 
    (ii)  Explain how knowledge of price elasticity of demand (PED) might be helpful  
      to Irish exporters who wish to maximise their total revenue in the UK market. 

                                                                                                                                                                        [25] 
                                                                                                                                                            [75 marks] 
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2.  (a)  An oligopoly is a market structure in which a few firms dominate the market. 
 

(i) Describe how firms in this market structure compete with each other.   
(ii) Discuss the advantages and disadvantages of oligopoly as a market 

structure.                             [30]  
     

(b)        (i)  Explain, using a clearly labelled diagram, the long‐run equilibrium of a firm    
operating under oligopoly conditions.    

(ii)  With reference to the ‘kinked’ demand curve drawn in part (i) above, explain 
   the  rationale for ‘price rigidity’.                                                 [25] 
 

  (c)  ‘Motor insurance providers in Ireland targeted in anti‐cartel inquiry.’ 
                          (Source: The Irish Times, July 2017) 
(i) Explain the likely effects on consumers if collusion (e.g. cartel agreement)  
   existed in the motor insurance industry. 
(ii)  Suggest two measures the government could consider to discourage  
   anti‐competitive practices in industry. Explain your answer.                      [20] 

                                                                                                                                                            [75 marks] 
 
 

3.   (a)  The table below shows the output and total cost for a firm.  The selling price for  
its product is fixed at €30 regardless of output. 

 

Output (units)  0  1  2  3  4  5  6  7 
Total Cost (€)  20  40  50  65  85  115  160  210 

 

(i)  Define the term marginal cost. 
(ii) Draw and clearly label a graph to illustrate the marginal cost at each level  
   of output. 
(iii)  Indicate on the graph that you have drawn the profit‐maximising level of 

output and explain your answer.   
(iv)  Calculate the profit earned at this profit‐maximising level of output.        [25] 

(b)  (i)  Define the term price elasticity of supply (PES). 
(ii)  Explain, by means of an example, why the PES might be different in the  

long run than in the short run. 
    (iii)  Discuss two factors, other than time period, that influence the PES of a product.               

                                                              [25] 
 (c)   (i)  Outline the potential impact a fall in the value of Sterling (£) against the  

Euro (€) would have on the price UK consumers pay for Irish products. 
    (ii)  Explain how knowledge of price elasticity of demand (PED) might be helpful  
      to Irish exporters who wish to maximise their total revenue in the UK market. 

                                                                                                                                                                        [25] 
                                                                                                                                                            [75 marks] 
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SECTION B (300 marks) 
 

Answer four questions.  

Write the answers in your answer book(s). 

Do not write answers to Section B on this question paper. 

All questions carry equal marks (75 marks). 

Note the sub-divisions in the questions. 

 
 
1. (a) (i) Outline four factors that determine the supply of a good or service.   

 (ii) Explain the difference between a movement along a supply curve and a shift in a 
 supply curve.  Use appropriate diagrams to illustrate your answer.     

                                                                                   [35] 

 

 (b) Read the following statements and indicate if they are TRUE or FALSE.  

  Explain your answer in each case. 

 

  (i) The cross price elasticity of demand for substitute goods has a negative value.  

  (ii) Price Elasticity of Demand (PED) tends to be more elastic in the long-run than in the  

   short-run. 

  (iii) When demand for a good is price inelastic, a reduction in price will increase total sales 

   revenue. 

  (iv) Income elasticity of demand (YED) for luxury goods is positive. 

    [24] 

 

 (c) Using the concepts of demand and supply explain, with the aid of a labelled diagram, how a 

 shortage of tickets for a major concert may arise. The concert venue has a maximum capacity 

 of 30,000 people.           

              [16] 

 [75 marks] 
 
 

2. Cadbury, Mars and Nestlé dominate the chocolate industry in the European Union. 
 

(a) (i) State a market structure which most closely reflects the situation above, giving a  

  reason for your answer. 

  (ii) Outline two other key characteristics of this market structure. 

  (iii) Explain, with the aid of a labelled diagram, the likely shape of the demand curve in this 

  market structure.   

[35] 

 

(b) (i) If a large US chocolate manufacturer entered the EU chocolate market, outline the possible 

economic impacts of greater competition in this market.   

 (ii) Outline two factors which could make it difficult for this US chocolate manufacturer  

                   to enter the EU chocolate market.                             

                       [25] 

 

 (c) Explain why small firms succeed in some markets while other markets are dominated by  

  large firms.     
[15] 

 [75 marks] 
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SECTION B (300 marks) 

 
Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
 
 
1.  (a) The table below refers to the market data for 4G High Definition Televisions (TVs). 
 

Price (€) Quantity Demanded  
(’000 units) 

Quantity Supplied  
(’000 units) 

1,000 20 120 

 800 30 80 

 600 50 50 

 400 80 30 

 200 120 20 

 
 (i) Using the above data, draw a diagram showing the market demand and market supply curves  

for 4G TVs, showing the price and quantity of 4G TVs at which this market is in equilibrium. 
 

(ii) Define the concept market equilibrium.  With reference to the above market, explain how 
equilibrium is arrived at.                (30)
           

 (b) The market for wheat is in equilibrium.  Explain, with the aid of a separate diagram in each case,   
the effects which each of the following market situations is most likely to have on the equilibrium 
position for wheat: 

 
(i) Exceptionally wet weather conditions 
(ii) An increasing percentage of the population is suffering from wheat allergies and intolerance 
(iii) A decrease in the price of oil.                            (30) 

 
 

 (c) Following recent sharp increases in the price of private rented accommodation, calls have been 
  made for the Irish Government to introduce price/rent controls (a rent ceiling).   
   

Advise the Minister for the Environment on the possible economic consequences of the 
Government intervening in the market by imposing a price ceiling for private rented 
accommodation.              
                                 (15) 

                                      [75 marks] 
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SECTION B (300 marks) 
 

Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
 
1. (a) 

No of Units Consumed 1 2 3 4 5 
Total Utility in Units/Utils 20 45 60 70 75 

Marginal Utility in Units/Utils 20 25 15 10 5 
 

(i) State and explain the law illustrated in the above table. 
(ii) Outline two assumptions underlying this law.                         (25) 
             

(b) (i) State the ‘Law of Supply’, and illustrate with a labelled diagram. 
(ii) Explain how technical progress affects the supply curve. 
(iii) Outline, with the aid of labelled diagrams, two other factors that would cause a shift in the 

supply curve.                           (30) 
 
(c) Macklemore announces a concert in Ireland at a venue with a maximum capacity of 80,000 people. 

The tickets are priced at €65 and the concert sells out in hours. 
(i) Draw one labelled diagram, showing a market demand curve and a market supply curve that 

would be consistent with the above information.  Explain your answer. 
(ii)      Explain, using the concept of Consumer Surplus, why it might make sense for the concert 
      promoters to have different ticket prices (e.g. VIP section, seating section and standing 
      section) for this concert.         
               (20) 

[75 marks] 
 

 
 
2. (a) (i) State and explain three assumptions underlying the theory of imperfect competition. 

(ii) Explain why a firm’s demand curve under imperfect competition differs from a firm’s 
demand curve under perfect competition. 

(25) 
 
(b) (i) Explain, with the aid of a diagram, the long run equilibrium of a firm in imperfect 

 competition. 
(ii) With reference to your diagram in (b) (i) explain why the firm is not making socially 

efficient use of scarce resources.  
  (30) 
 

(c) “A few large retailers (e.g. Tesco, SuperValu, Dunnes Stores, Aldi, Lidl) dominate the Irish 
grocery market at present.” 
Suggest a market structure which most closely reflects this situation.  Explain your answer. 

 (20) 
[75 marks] 
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3. (a) (i) Define the categories of Price Elasticity of Demand (PED): elastic, inelastic and unit elastic. 

(ii) State three factors that affect PED and explain how each factor affects it.    
              (30) 

  
(b) A consumer/motorist buys 20 litres of petrol when the price is €1.60 per litre. When the price 

increases to €1.70, as a result of an increase in carbon tax, the consumer buys 19 litres. 
Calculate the consumer's Price Elasticity of Demand (PED).  (Show all your workings.)  
Is this demand for petrol price elastic or price inelastic?  Outline the implication of your answer 
for government revenue.             (20) 

 
(c) A firm is considering a change to its product's price.  It conducts market research which reveals 

that the Price Elasticity of Demand (PED) for the product is -2.5.  
 Use this information to answer the following question: 

(i) If the firm wishes to maximise total sales revenue, should it lower or raise the price of the 
product?  Explain your answer. 

 
The market research also reveals Income Elasticity of Demand (YED) for the product is +4.5. 

 Use this information to answer the following question: 
(ii) In the case of an economy which is expected to remain in recession for the next five years, 

what, if any, will be the likely impact on the demand for the product?  Explain your answer. 
(25) 

[75 marks] 
 
 
4. (a) Explain, with the aid of an example, each of the following terms: 

 
x Derived Demand 
x Transfer Earnings 
x Supply Price 
x Economic Rent.           (20) 

 
 
(b) (i)      Outline two economic characteristics of ‘land’.  

(ii)      Discuss three economic factors which influence a firm’s decision on where to locate its 
      operations within Ireland.                      
                (25) 

 
(c) (i) State and explain three factors that caused the price of residential property to  
  fall considerably in Ireland in the years following 2007.  

(ii)     Mortgage arrears (i.e. the inability to meet mortgage loan obligations) is the biggest single 
 personal debt issue for many households. 
 
 Discuss one possible economic impact of mortgage arrears on each of following:  

x the household 
x the banking sector 
x the Irish Government. 

(30) 
[75 marks] 
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SECTION B (300 marks) 

 
Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
 
1. (a) (i) Distinguish between the terms ‘effective demand’ and ‘derived demand’. 
  (ii) Outline two possible exceptions to the Law of Demand.     
                                                                                                                                                                            (25) 

   
 (b) The market for a brand of blue jeans is in equilibrium.  Explain, with the aid of a separate 

diagram in each case, the effects which each of the following is most likely to have on the 
equilibrium position: 

 
(i) Due to the economic downturn there is a reduction in the real income of consumers. 
(ii) A fall in the price of cotton, a key input in the production of the blue jeans. 
(iii) The blue jeans have recently been endorsed by a popular sports star.                              (30) 
                                                                                                         

 (c) A fall in the price of a consumer product has both a substitution effect and an income effect. 
 
  (i) Explain the underlined terms. 
  (ii) If the price of an inferior product falls (all other things being equal) will more or less of 

the product be purchased? Explain your answer with reference to the substitution effect and 
the income effect. 

                    (20)         
 

[75 marks] 
 

 
2. (a) Technology companies such as Apple and Samsung are currently involved in legal disputes  

regarding patents on various aspects of their smartphones. When a company wins a patent 
dispute it may become the sole producer using the patented technology. 

 
(i) Explain three barriers to entry, other than patents, that can exist in business. 

  (ii) Outline two reasons why monopolies may not be in the public interest.        
                                                                                                                                                                            (25) 
 
 (b) Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm.    
                                                                                                                                                                            (25)     

 
(c) The global market for toothpaste products can be described as an imperfectly competitive 

market, where firms engage in competitive advertising and branding. 
 

  (i) Explain the term ‘competitive advertising’.  
(ii) Outline, using an example, how advertising can be used to prevent small firms entering 

an industry. 
(iii) State and explain two possible disadvantages of advertising for the consumer.       

                                                                                                                             (25)    
 

[75 marks] 
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SECTION B (300 marks) 

 
Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 

 
1. (a) (i) Explain the Equi-Marginal Principle of consumer behaviour.  

 (ii) State and explain three other economic assumptions used to analyse consumer behaviour.     
                         (25) 
 

 (b) A manufacturer of three different products calculates the price elasticity of demand (PED) for 
each product as follows: 

 
  Product A:   -2.8     Product B:   -1.0  Product C:   -0.5 
 
 The manufacturer wishes to maximise its revenues.  Explain in respect of each of these 

products, what change, if any, the manufacturer should make in the prices currently being 
charged to enable it to achieve its aim. 

 Illustrate your answers with the aid of a demand curve for each product.              (30) 
             

(c) You are given the following information about certain products: 
 
  Cross Elasticity of Demand between Product X & Product A =  -0.8 
  Cross Elasticity of Demand between Product X & Product B =  +3.2 
  Cross Elasticity of Demand between Product X & Product C =  -1.6 
  Cross Elasticity of Demand between Product X & Product D =  +0.5 

 
 (i) Which of the products above are substitutes for Product X?  Explain your answer. 

 (ii) Which product is the closer complement to Product X?  Explain your answer.             (20) 
   

 [75 marks] 
 

2. (a) (i) Explain the reason for the shape of the demand curve of an individual firm in perfect  
   competition. 
  (ii) Outline two advantages of perfect competition.               (20) 
 

(b)  (i)      Explain, with the aid of a labelled diagram, the equilibrium position of a firm in short  
                run perfect competition. 

(ii)     With the aid of labelled diagrams, explain the impact which the entry of new firms   
          would have on the market and on the equilibrium position of the firm.              (35) 
 

(c)  Contrast the characteristics of perfect competition with monopoly under the following headings: 
 

� Barriers to entry; 
� Profits in the long run; 
� Economies of scale; 
� Price discrimination.                   (20) 

[75 marks] 
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SECTION B (300 marks) 

 

Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
1. (a) (i) Define the economic terms:     individual (consumer) demand;    market demand. 
         (ii) Explain, with the aid of labelled diagrams, the relationship between individual (consumer) 

demand and market demand.                                                                                        (20) 
  

(b) (i) Distinguish between the economic meanings of a cmovement along a demand curve^ and  
           a cshift in a demand curve^ for concert tickets.  
  Illustrate your answer using diagrams. 

 (ii) State and explain two factors that would cause a shift in a demand curve for concert 
tickets. In each case explain how the factor affects the demand curve.                      (30) 

                
(c) The Law of Diminishing Marginal Utility states that as more of a product is consumed, 

eventually each additional unit of the good provides less additional utility (marginal utility). 
 

(i) Explain two assumptions underlying the Law of Diminishing Marginal Utility. 
 

A consumer in equilibrium buys 6 health bars at X0.80 each and 9 cartons of juice at X1.50 
each. The marginal utility of the 6th health bar is 40 utils.  

 
(ii)     Using the Equi-Marginal Principle of Consumer Behaviour calculate the  

                                  marginal utility of the ninth carton of juice. (Show all your workings.)              
               (25) 

 

 [75 marks] 
 
2.         (a) Some Telecoms0 analysts believe the main mobile operators in Ireland = Vodafone, O2,  

Meteor and 3 = control an oligopoly and have little reason to make the market really 
competitive.                                                                              (The Irish Times, November, 2010) 

 

  (i)  Outline three key features of an oligopolistic market. 
 

  Firms in an oligopolistic market may have objectives other than profit maximisation. 
 

 

(ii) Outline two objectives firms in oligopoly may have, other than achieving the maximum 
level of profits.                                                                                                                 (25)
       

(b) Using one clearly labelled diagram: 
 

(i) Explain the shape of the ckinked^ demand curve facing a firm in oligopoly. 
(ii) Explain the long run equilibrium position of this firm.                   (25) 

    
(c) It is suggested that consumers prefer price competition in the market place, yet there are 

benefits for consumers arising from non-price competition. 
 
(i) Explain two reasons why consumers may prefer price competition. 
(ii) Describe two benefits to consumers of non-price competition. 

 (25) 
 

[75 marks] 
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SECTION B (300 marks) 
Answer four questions.  

Write the answers in your answer book(s). 

Do not write answers to Section B on this question paper. 

All questions carry equal marks (75 marks). 

Note the sub-divisions in the questions. 

 

1. (a) The data below represents the market demand and the market supply schedules for the soft 

drink YQuencherW. 

 

Price 
f 

Quantity Demanded 
(e000 units) 

Quantity Supplied 
(e000 units) 

              2.00 40 5 

2.25 30 10 

              2.50 20 20 

              2.75 10 30 

              3.00 5 40 

 

(i) Using the above data, draw the diagram showing the market demand and market supply 

curves for the soft drink YQuencherW. Clearly mark the point of equilibrium and the 

equilibrium price and quantity. 
 

(ii) Explain what it means for the market Yto be in equilibriume.     

  

(iii)   Assume costs of production fell, resulting in an extra 20,000 units supplied at each  

        of the above listed prices. With reference to your diagram in 1(a) (i) above and assuming   

        that demand remains unchanged, draw the new supply curve.  Clearly indicate the new 

  point of equilibrium and the new equilibrium price and quantity.    

  (30 marks) 
(b) (i) Outline four factors which affect price elasticity of demand (PED). 

(ii) The PED for the soft drink YQuencherW has been calculated at -3.8 

                  Using your knowledge of PED, explain the economic meaning of this figure. 

            (30 marks) 
(c) Many health advisors wish to reduce the consumption of soft drinks. Advise the Minister for 

Health and Children on possible economic actions that the Government could take to reduce 

the consumption of soft drinks. 

                                                                                                                                (15 marks)            
 [75 marks] 

2. (a) (i) State and explain three assumptions underlying the theory of monopoly.  

  (ii) Outline two possible advantages of monopoly as a market structure.           

                                                                                  (25 marks) 
 (b) Iarnród Eireann (Irish Rail) is the state monopoly in the provision of rail transport in Ireland. It 

  operates a system of price discrimination in setting some of its prices.  

 (i) Explain the underlined term, giving one example as practiced by Iarnród Eireann. 
(ii)  State and explain three conditions necessary for price discrimination to take place. 

                                 (20 marks) 
 (c) Using suitably labelled diagram(s), compare the long run equilibrium position of the 

monopoly firm with that of a perfectly competitive firm (assuming both operate under the same 

cost conditions) under the following headings: 

� Price and Output; 

� Profits; 

� Efficiency.                       (30 marks) 
[75 marks] 
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SECTION B (300 marks) 
 

Answer four questions.  

Write the answers in your answer book(s). 

Do not write answers to Section B on this question paper. 

All questions carry equal marks (75 marks). 

Note the sub-divisions in the questions. 
 

1. (a) (i) Show, by means of a labelled diagram, the market demand and supply curves for  

  games consoles e.g. Xbox, PlayStation, Nintendo DS.  Identify and explain the market 

equilibrium position. 

 

         (ii) Explain, with the aid of a separate diagram in each case, the effects which each of the  

   following is most likely to have on the above equilibrium position: 

 

• 50% reduction in the price of computer games used with the games console; 

• Quota placed on the quantity of games consoles entering Ireland; 

• Government introduce a 2% levy (tax) on all income earned.      (30 marks) 
 
(b) (i) Define income elasticity of demand and price elasticity of demand. 

 

 (ii) Which figure stated below is most likely to represent each of the following: 

 

•  Income elasticity of demand for low price cuts of meat; 

•  Income elasticity of demand for Apple iPhones; 

•  Price elasticity of demand for Petrol. 
 

- 1.6             - 0.1             + 4.3              
   

 Give reasons for your choice in each case.          (30 marks) 
 
(c) Assume Income elasticity of demand for games consoles is + 2.5 and total sales in 2008 were  

100,000 units. 

 

Calculate the expected total sales for the year if consumers’ incomes are expected to fall by 8% 

in 2009.  Show your workings. 

 (15 marks) 
 [75 marks] 

 
 

2. (a) (i) State and explain the assumptions underlying the theory of imperfect competition. 

(ii) Outline the advantages imperfect competition may offer consumers. 

(30 marks) 
 

(b) Explain with the aid of a diagram in each case the conditions for a profit maximising firm to be 

in equilibrium under imperfect competition: 

 (i) in the short run; 

(ii) in the long run. 

    (30 marks) 
 
(c) ‘Major food retailers in the Irish market, such as Aldi, Dunnes, SuperValu and Tesco operate 

under conditions of Imperfect Competition’. 

 

Do you agree with this statement? Give reasons for your answer, referring to major food 

retailers in the Irish market mentioned above. 

  (15 marks) 
[75 marks] 
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SECTION B (300 marks) 
 
Answer four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
1. (a) (i)        Explain, with the aid of an example, the ‘Law of Demand’. 
                        (ii)       State and explain three exceptions to the ‘Law of Demand’.  (20 marks) 

 
(b) The data below represents the market demand and supply schedules for MP3 Players. 

 
 
 
 
 
 
 

 
 

 

(i) Using the above data, draw the diagram showing the market demand and supply  
 curves for MP3 Players.  
(ii) Show on your diagram the price and quantity of MP3 Players at which this market is in 

equilibrium. 
 (iii) Using this data, calculate the price elasticity of demand when price changes  

from €40 to €50. (Show all your workings).  
For this price change, is demand for MP3 Players elastic or inelastic?  Explain your 
answer.   

(30 marks) 
(c)        (i) With reference to your diagram in 1(b) (i), assume that consumer demand for MP3 

Players increases by 40 units at each price listed above, while supply remains 
unchanged, draw the new demand curve for this situation and show the new equilibrium 
price and quantity. 

(ii) Explain two possible reasons for the shift in the demand curve. 
 (25 marks) 

 [75 marks] 
2. (a) Explain, with the aid of a diagram, the long run equilibrium position for a monopoly firm  
  which seeks to maximise profits. 

(25 marks) 
 (b) (i) Define price discrimination.  

(ii) Explain three types of price discrimination, using suitable examples in each case. 
    (20 marks) 

(c) (i) State and explain three barriers to entry facing entrants to a monopoly market. 
(ii) Deregulation of markets (i.e. allowing more suppliers of a good or service into the 

market) is a continuing development in the Irish economy e.g. energy, mobile phones, 
transport etc. 

 

Explain how deregulation could affect: 
(i) Consumers of the good/service; 
(ii) Employees in the industry; 
(iii) Profits of existing firms. 

(30 marks) 
[75 marks] 

Price  
€ 

Quantity Demanded 
(units) 

Quantity Supplied 
(units) 

20 100 20 

30 80 40 

40 60 60 

50 40 80 

60 20 100 
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SECTION B (300 Marks) 
 

Answer Four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
1. (a) (i) Define the economic terms:     individual (firm) supply;     market supply. 
 
   (ii) Explain, with the aid of labelled diagrams, the relationship between individual   
    (firm) supply and market supply. 

(20 marks) 
 

(b) Explain, with the aid of a labelled diagram, the supply curve of an individual firm in 
   each of the following circumstances. State one example in each case. 
 

(i) A firm is willing to increase supply as price rises, but there is a minimum price below 
 which the firm will not supply at all. 
 
(ii)  A firm can supply only up to a maximum production capacity. 

 
(iii)  The product is fixed in supply (e.g. perishable good) and a firm is operating in the
 short run. 

(30 marks) 
 

(c) Outline FOUR factors, other than price, which affect the supply curve of an individual 
    firm. In each case explain how the factor affects the supply curve. 

(25 marks) 
[75 marks] 

 
 
 

2. (a) (i) A firm operating under conditions of perfect competition is a ‘price taker’. Explain 
    the concept of being a ‘price taker’.     
 
    (ii) Explain, with the aid of a labelled diagram, the equilibrium position of a firm in   
     short run perfect competition. 

(25 marks) 
 
 (b)    With the aid of a labelled diagram(s), explain the impact which the entry of new firms  
    would have on the market and on the equilibrium position of this firm.  

(25 marks) 
 

 (c) (i)  Many firms today engage in product differentiation. Explain this underlined term showing, 
 with suitable examples, how it can be achieved.  

 
   (ii) Explain the effect of product differentiation on the AR and MR curves of a firm,  which 

previously operated under conditions of perfect competition.   
                             (25 marks)
                                      [75 marks] 
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3. (a) The demand for labour as a factor of production is a derived demand and is affected by  
   that factor’s Marginal Revenue Productivity (MRP). 
 
   (i) Explain each of the underlined terms.  
 
   (ii) Outline TWO developments, other than a fall in MRP, which may result in a firm  
    reducing its number of employees. 
                                        (20 marks) 
 

 (b) (i)  State and explain THREE factors which are currently affecting the supply of labour  
      to the Irish economy.  

               
   (ii) The demand for labour has increased significantly in certain sectors of the Irish   
    economy in recent years, e.g. construction. 
    Discuss THREE economic consequences of this situation. 
                                 (30 marks) 
 
 (c) ‘At a time of full (or near full) employment in the Irish economy, it is important that there should 

be the maximum occupational mobility and geographical mobility of labour.’ 
          
   (i) Distinguish between the two underlined terms. 
 
      (ii)  Outline THREE economic policies which could increase either occupational mobility of 

 labour or geographical mobility of labour, in Ireland. 
                                        (25 marks) 
 
                                       [75 marks] 
 
 
 
4. (a) Free Enterprise (Laissez Faire) and a Command Economy (Central Planning) are examples 

of economic systems. 
  
   (i) Explain each of the underlined terms.  
 
   (ii)  In relation to any ONE of the economic systems above, outline TWO possible economic 

 advantages and TWO possible economic disadvantages. 
                              (25 marks) 
 
 (b) (i) ‘The Irish Economy can be described as a Mixed Economy’. Outline FOUR examples of 
    economic activity in the Irish economy to support this view.  
 
   (ii) Do you consider that the Irish economy is moving towards more free enterprise or towards 

more central planning in recent years?  Explain your answer, using appropriate examples.                  
                                 (30 marks) 

 
 (c) In the case of any TWO of the following economists, outline TWO contributions which each one 

has made to the development of economic ideas: 
 
                 Adam Smith;    Alfred Marshall;      John Maynard Keynes;     Milton Friedman.  
                                                          (20 marks) 
 
                                        [75 marks] 
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SECTION B (300 Marks) 
 
Answer Four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
 
1. (a) For analytical purposes economists make certain assumptions about consumer behaviour. 
  State and explain FOUR principal assumptions. 

(15 marks) 
 

 (b) A manufacturer of three different products calculates the price elasticity of demand for each 
  product as follows: 

 
  Product X:   -1.5   Product Y:   -1.0   Product Z:   -0.3 
  

The company wishes to maximise its revenues. Explain in respect of each of these products, 
what change, if any, the company should make in the prices currently being charged to enable 
it to achieve its aim. 

 (30 marks) 
 
 (c) A consumer buys 10 units of Good A when the price of Good B is €5. 
  When the price of Good B rises to €6 (the price of Good A remaining unchanged) the 
                        consumer buys 14 units of Good A. 
 
  (i) Define cross elasticity of demand. 
  (ii) Using an appropriate formula, calculate this consumer’s cross elasticity of demand for  
   Good A.  Show your workings. 

 (iii)  Is Good A a substitute for, or a complement to, Good B? Explain your reasoning. 
(30 marks)  

[75 marks] 
 
 
 
2. (a) State and explain THREE key features of an oligopolistic market. 

(15 marks) 
 (b) With the aid of ONE clearly labelled diagram: 
 
  (i) Explain the shape of the ‘kinked demand curve’ under oligopoly. 
  (ii) Explain the long run equilibrium position of a firm facing a ‘kinked demand curve’. 
  (iii) Explain what is meant by the term ‘rigidity of prices’ under a ‘kinked demand curve’.  
  

             (35 marks) 
 

 (c) (i) Explain THREE types of collusion which may occur in an oligopolistic market. 
(ii) Do you believe that the Irish retail market for banking services (e.g. personal current 

accounts.) operates under oligopolistic conditions?  Explain your answer. 
(25 marks) 

[75 marks] 
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SECTION B (300 Marks) 

Answer Four questions.  
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
1. (a)  State and explain FIVE factors which affect a consumer’s demand schedule.     (25 marks) 

 
 (b)  (i) Show, by means of a labelled diagram, the market demand and supply for a product.  
    Indicate the equilibrium price and quantity in this market. 
 
   (ii) Explain, with the aid of a separate diagram in each case, the effects which each of the  
    following may have on the above equilibrium position: 

• A successful advertising campaign in favour of the product is introduced; 
• A tariff on imports of the product is removed.       (30 marks) 

  
 (c)  Assume that the average spending on energy by a low-income family is €40 weekly.  The  
   price of energy rises by 20% so that the same consumption by a low-income family would  
   now cost €48 weekly.  
   The government is considering introducing one of the following policy measures to assist  
   low-income families: 

 
• giving low- income families an increased allowance of €8 weekly (income 

supplement); 
• subsidising the producers of energy so that energy can continue to be sold at the  
 initial price (price subsidy). 

 
  Which policy measure would you advise the government to take?  Explain the economic  

reasons for your answer.          
               (20 marks) 

                [75marks] 
 
2. (a)   State and explain the assumptions underlying the theory of imperfect competition.   

                    (20 marks) 
 (b)  (i)  Explain, with the aid of a clearly labelled diagram the long run equilibrium position of a firm in 

    imperfect competition.  

   (ii)  State and explain ONE feature of this firm in long run equilibrium which would be  
    common to a firm in long run equilibrium under perfect competition. 
   (iii) State and explain ONE feature of this firm in long run equilibrium which would be  
    common to a firm in long run equilibrium under monopoly. 
                    (40 marks) 
 (c)  Consider the retail market for petrol.   
   Do you believe that this market operates under conditions of imperfect competition? State reasons 
   for your answer.           
                   (15 marks) 
                [75marks] 
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3. (a)   Marginal Revenue Product (MRP) equals Marginal Physical Product (MPP) multiplied by  
    Marginal Revenue (MR). 
    (i) Explain the underlined terms.  
    (ii) Outline the factors which influence MPP and MRP. 

                 (25 marks) 
 
 
 (b)  (i)  Define LAND as a factor of production. 

 (ii) Outline TWO economic characteristics of land. 
 (iii) Explain the concept of Economic Rent and illustrate with a relevant example. 

                   (30 marks) 
 

 (c)  The price of residential property has increased in Ireland in recent years. 
   Discuss FOUR reasons for this development.  

                 (20 marks) 
                    [75marks] 
 
 
 
 
4. (a)  In each of the following distinguish between the terms: 
  
    (i) monetary policy and fiscal policy; 

 (ii) progressive taxation and regressive taxation; 
 (iii) tax avoidance and tax evasion. 

                    (30 marks) 
 

 (b) There has been an increase in government income from taxation in the past year. 
(i) Outline THREE reasons for this outcome. 
(ii)  State ONE revenue opportunity and ONE expenditure opportunity for the government  
  arising from this increased income.  Which of these would you consider a priority? 
  Explain your choice.          (25 marks) 

 
 
 (c)  Explain how an understanding by the Minister for Finance of the concept of Price Elasticity of  
   Demand would help in setting levels of indirect taxation.  Use examples to illustrate your answer. 
               (20 marks) 
                   [75marks] 
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SECTION B (300 Marks) 

 
Answer Four questions. 
Write the answers in your answer book(s). 
Do not write answers to Section B on this question paper. 
All questions carry equal marks (75 marks). 
Note the sub-divisions in the questions. 
 
1. (a) Explain, with the aid of a diagram, the long run equilibrium position of a monopoly firm.  

                       (25 marks) 
                                                              

(b) If firms wish to enter a monopoly market they will face barriers to entry. 
            Explain THREE of these barriers.  

(15 marks) 
 

(c)  If a monopoly firm wishes to engage in price discrimination, certain conditions must apply. 
 State and explain THREE of these conditions.       

                                   (15 marks) 
 

(d)       Irish semi-state transport companies are facing increasing competition. 
            Discuss ONE possible advantage and ONE possible disadvantage of this development for: 

 Consumers; 
         AND 

 Employees of semi-state transport companies.                                               (20 marks)           
      
 

 [75 marks] 
 

 

2. (a) Define the following types or degrees of price elasticity of demand: 
(i) Perfectly elastic demand; 
(ii) Perfectly inelastic demand; 
(iii) Elastic demand; 
(iv) Unitary elastic demand.                                                                                                             

     (20 marks) 
 
(b) State and explain FIVE factors that affect price elasticity of demand.                          (25 marks) 
 
(c) A consumer spends €120 per month on a product when its unit price is 80c, and continues 

to spend €120 per month on this product when its unit price increases to €1. 
 

(i) Using the formula below, calculate the consumer’s price elasticity of demand. 
Show all your workings. 
  
∆Q        P1 + P2 

∆P         Q1 + Q2  
 

(ii) Is demand for this product elastic, inelastic or unitary elastic? 
 
(iii) Should the seller make any changes in the selling price of this commodity to increase 
  overall revenue? Explain your answer.   

            (30 marks)  
 

[75 marks] 

X 
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SECTION B  (300 Marks)

Four questions to be answered in your answer book(s).
All questions carry equal marks (75 marks).
Note the sub-divisions in the questions.

1. (a) Outline THREE key features of an oligopolistic market and state ONE example of an
oligopolistic market in Ireland.            

(20 marks)
                                                             

(b) With the aid of ONE clearly labelled diagram:

(i) Explain the shape of the demand curve facing a firm in oligopoly.
(ii) Explain the relationship between this demand curve and the firm’s marginal revenue

curve.
(iii) Explain the long run equilibrium position of this firm.

      (40 marks)

(c) Explain THREE methods by which firms in oligopolistic markets may collude.
            (15 marks)

      [75marks]

2. (a) Define (i) price elasticity of demand and (ii) cross elasticity of demand.
In each case, state the formula by which it is measured.

            (20 marks)

(b) When the price of Good X is €27, the quantity demanded of Good Y is 1,200 units.  When the
price of Good X falls to €23 (the price of Good Y unchanged) the quantity demanded of Good Y
falls to 800 units.

(i) Using the cross elasticity of demand formula, calculate the cross elasticity of demand for
Good Y.  Show all your workings.

(ii) Is Good Y a substitute for or complement to Good X?  Explain your choice.
     (25 marks)

(c) A firm has the following price elasticities of demand for two goods, Good X and Good Y:

Good X ….. 2.0 Good Y ….. 0.5

What changes, if any, should the firm make in the selling price of each of the goods to increase
overall revenue.  Explain your answer.

      (30 marks)

[75 marks]

Page 5 of 7

3. (a) (i) State and explain FOUR factors which affect a consumer’s demand schedule, other than 
the price of a good itself.

(ii) Explain the economic rationale for assuming that a person’s demand curve for a normal 
good slopes downward.     

      (30 marks)

(b) For something to be considered an economic good, it must possess certain characteristics.
State and explain THREE of these characteristics.       

          (20 marks)

(c) A consumer spends all income on two goods, Good A and Good B.  Both goods are normal
goods but they are not complementary goods.  The price of Good A is reduced and the price of
Good B remains unchanged.  The consumer continues to spend all income on the two goods.

Distinguish between the substitution effect and the income effect of the price reduction in
Good A.

      (25 marks)

     [75 marks]

4. (a) Define each of the following:
(i) Supply price of a factor of production.
(ii) Transfer earnings.
(iii) Economic Rent.

      (20 marks)

(b) A principal factor influencing the demand for labour by an individual firm is the Marginal
Revenue Productivity of Labour (MRP).
(i) Explain what is meant by the underlined term.
(ii) Discuss the factors, other than MRP, which influence the demand for labour by an

individual firm.
      (30 marks)

(c) The diagram below represents the supply curve of labour to a particular firm.

                                                       €                                     Supply Curve
   Wage rate

        

    Supply of Labour

Explain the effect which each of the following developments may have on this supply curve.
Illustrate each answer by means of a diagram.

(i) The workers shift their preference towards increased leisure time.

(ii) The workers’ trade union negotiates a minimum wage.
      (25 marks)

     [75 marks]
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3.  (a)  Define  (i)   Income Elasticity of Demand.  
               (ii)  Cross Elasticity of Demand.                                                      (15 marks)           
                           

(b)  (i)  “Income elasticity of demand is usually positive but sometimes negative”.   
 Explain, giving examples, the meaning of this statement. 

 
(ii)  A consumer spends 40% of income on a certain good.  After the consumer’s income 
 doubles (everything else remaining unchanged), only 30% of income is spent on the 
 good.  State whether this good is a normal or inferior good and explain your answer. 

(20 marks) 
(c) Which of the figures stated below is likely to represent: 
 

(i) Income elasticity of demand for potatoes; 
(ii) Income elasticity of demand for designer clothes; 
(iii) Price elasticity of demand for airline seats.  

 
-2.8,    -0.1,  + 2.5 

 
          Explain each of your choices.                                                                    (30 marks) 
 

(d) Income elasticity of demand for a good is +1.8 and sales in Year 1 are 20,000 units. If 
consumers’ incomes are expected to rise by 5% in Year 2, calculate the expected level of sales.  
Show your workings. 

(10 marks) 
 

[75 marks] 
 
 
 
4.   (a)  Define:  (i)  Capital 
                            (ii)  Marginal Efficiency of Capital.  
                          (iii)  Investment 

 (20 marks) 
 

(b)   (i)  State and explain TWO reasons why investment is considered to be important for the 
 Irish economy.   

 
(ii)  State and explain FOUR factors that influence the level of investment in the Irish 
 economy at present.                         

  (30 marks ) 
 

(c) J. M. Keynes identified three reasons (motives) for holding money. 
 

Explain the THREE reasons and outline ONE main influence on each reason. 
 

 (25 marks) 
 

[75 marks] 
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1. (a) State and explain the assumptions underlying the theory of Imperfect Competition. (25 marks)

(b) Draw the demand curve which faces a firm in imperfect competition and justify its shape. (10 marks)

(c) Discuss, with the aid of a clearly labelled diagram, the implications of the assumptions in (a) above, on
the equilibrium of the firm in the long run under conditions of imperfect competition. (30 marks)

(d) State ONE FEATURE of this firm in long run equilibrium which would be common to a firm in long
run equilibrium under EITHER perfect competition OR monopoly. (10 marks)  

[75 marks]

2. (a) Define what is meant by price elasticity of demand. (10 marks)

(b) A consumer buys 80 units of a good when the price is £1.50. The price increases to £1.75 and the
consumer now buys 70 units.

ii(i) Using the formula below, calculate the consumer’s price elasticity of demand. Show all your
workings.

∆Q  x P1 + P2
∆P Q1 + Q2

i(ii) Is demand for this good elastic, inelastic or unitary elastic?

(iii) The seller of the above good wishes to earn maximum revenue.  What changes, if any, should 
the seller make in the selling price of the good to earn maximum revenue? Explain your answer.

(35 marks)

(c) State and explain FOUR factors that affect price elasticity of demand. (30 marks)
[75 marks]

3. (a) State FOUR factors that affect the supply of a good, other than the price of the good itself, and explain
how each factor affects supply. (25 marks)

(b) State and explain the principal economic assumptions made about consumer behaviour. (25 marks)

(c) The law of diminishing marginal utility states that as additional units of a good are consumed the
marginal utility of this good will eventually decline.

ii(i) State and explain the assumptions underlying the law of diminishing marginal utility.

i(ii) Give TWO examples of commodities which do not comply with this law. Justify each choice with
a brief explanation.

(25 marks)
[75 marks]
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6. The table below shows the annual average level of income in a country and the corresponding demand for  
          Product A for two years. 
 

Year Income (€) Product A (units) 
Year 1 57,000 100 
Year 2 63,000 200 

 

 (i) Calculate the income elasticity of demand (YED) for Product A. Show your workings. 
 (ii) Using your knowledge of YED, explain the economic meaning of this figure you calculated in  
  (i) above.                                                                                                                                (17 marks) 
 

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

+ 100 1   x 1    €57,000 1 + €63,000 1   €120,000       =        + 1 6.67 1  
                                   + €6,000 1            100 1 + 200 1                  300 
 

9 marks 
 

(ii) Using your knowledge of YED, explain the economic meaning of this figure.  
 

+ sign This is a normal good  4 marks 
 

6.67 
This is a luxury good as the good is income elastic (>1) 
The percentage increase in quantity demanded is greater than the 
percentage increase in income/ As income rises, consumers spend 
proportionally more on the good. 

 
4 marks 

 
 
7. The primary aim of the ECBs monetary policy is to maintain price stability. 

(a) Define the term monetary policy.  
 (b) Outline two benefits of price stability for the Irish economy.                                              (17 marks) 

 
(a) Define the term monetary policy.  

 
Monetary policy is defined as:  those actions by the ECB, which influence the money supply 3, interest 
rates 3 or the availability of credit 3.   

 
9 marks 

 
(b)  Outline two benefits of price stability for the Irish economy 

 

! Maintain value of money:  People’s purchasing power (those at work or those on fixed incomes i.e. 
pensioners) is maintained and as a result the people have a higher standard of living. 

! Improved international competitiveness:  If a country’s rate of inflation is lower than their trading 
partners then exports would become cheaper and more competitive. 

! Increased consumer demand: consumers may be more inclined to spend resulting in increased 
employment and economic growth. 

! Wage restraint:  Trade unions are less likely to look for pay increases to compensate their members for 
rising prices as prices are stable. 

! Government revenue could increase with more direct and indirect taxes collected if spending rises.  
! Businesses may be more likely to invest due to more stable costs of production, particularly wage rate 

increases. 
!   Savings may increase due to price stability as people can plan better for their expenses and so may 

decide to save more.   

2 benefits x 4 marks each. 
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7. (a) A consumer buys 80 units of Good A when the price of Good B is €100. When the price of Good B falls to  
                      €90 (the price of Good A remaining unchanged), the consumer buys 120 units of Good A.  
                      Using an appropriate formula, calculate this consumer’s cross price elasticity of demand for Good A.     
                      (Show your workings.) 
 (b) Is Good A a substitute or a complement to Good B? Explain your answer.                                     (17 marks) 
 
           (a) 

40
−10

×
100 + 90 (190)
80 + 120 (200)

 

= - 4 x 0.95 

= - 3.8 

 
           (b)       Is good A a substitute or a complement to Good B? Explain your answer. 

 
Good A is a Complement. 

It has a Negative CED. Price and demand move in opposite directions: as the price of Good 
B falls the demand for Good A rises. 

 
Workings: 8 items at 1 mark each = 8m.   Correct answer: 4 marks (2 + 2) 

Complement: 2 marks. Reason: 3 marks. 

 
 
8.       Explain how the following Government policy objectives may conflict with each other.                           (17 marks) 

 
Economic growth versus Balance of Payments equilibrium:  

Possible response 

Economic growth means more employment and more money circulating in the economy.  
As Ireland has a high MPM this will automatically cause an increase in imports which could result in a 
Balance of Payments deficit. 
 
Economic growth versus a Just Social Policy:  

Possible response 

Economic growth tends to benefit incomes of the better off.  
The benefits of economic growth may not be equitably distributed across the economy.  
Social policies such as taxation etc. are needed to redistribute benefits of economic growth. 
 
Possible example: 
To achieve a just social policy the government may impose high taxes on the high-income earners and transfer 
this income to those on social welfare/High taxes could force these people out of the economy and so 
seriously impede the effort to achieve economic growth.  

 
2 conflicts explained: 12 marks + 5 marks 

First correct response: 12 marks 
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SECTION A (100 marks) 

 
1. Outline why ‘choice’ is fundamental to the study of economics. 
  
In Economics resources are limited / finite / scarce and have alternative uses while wants are unlimited  
/ infinite. As a result choices must be made and these choices involve an opportunity cost.  
 

3 points of information:  8 + 4 + 4 marks 
 
 
 
2. (a) Explain the concept of the Equi-Marginal Principle of Consumer Behaviour. 
 

 

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

6 marks 
               

 (b) In equilibrium, a consumer buys 5 bottles of water at €2.50 each and 8 bagels at €3 each.  
The marginal utility of the 5th bottle of water is 5 utils. Calculate the marginal utility of the 8th bagel.  
  (Show your workings.) 
 

                               MUW  =    MUB                   5       =    x  
           PW    PB               €2.50            €3    

  

                              x = 6 utils   (the marginal utility of the 8th bagel) 
 

7 marks + Correct answer 3 marks  
 
 
 

3. (a) Outline the primary responsibility of the National Treasury Management Agency (NTMA). 
 

Its core function is borrowing for the exchequer and debt management in order to ensure liquidity 
for the exchequer and to minimise the interest burden over the medium term.  
 

8 marks 
 

“The NTMA sells bonds worth €4bn at a low yield (0.867%) in 2015.”   (Report: Irish Times, January 2015) 
 
(b) Is selling bonds at a low yield good or bad for the Irish Government? Explain your answer. 

  
Answer: It is good for the Irish government.               2 marks 
 
 
One correct explanation: 
It means the cost to the government of raising money / borrowing money is reduced  
It means the bond buyers have confidence in the Irish economy and are prepared to buy Irish bonds. 
It means that the deficit will be smaller / it is cheaper to fund government services. 
 

Explanation: 6 marks 
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6. Outline two main contributions to economic thought put forward by the Classical Economists: 
 

Efficiency of free markets 
Classical economists believe that the market offers the most efficient means of allocating resources. The market 
knows best. Advocated the workings of the free market to ensure equilibrium would occur.  If there was excess 
demand, prices would rise, thus eliminating excess demand and if there was excess supply, prices would fall 
thereby eliminating excess supply and ensuring equilibrium would occur. 
 
Self-adjusting mechanism 
The Classical Economists believed if the economy suffered a shock it would self-correct and output would be  
restored in the long-run ensuring full employment level. 
 

Laissez faire 
They favoured minimum government intervention in economic affairs (with the exceptions of defence and 
security). 
 
Freedom for the individual 
Classical economists argued in favour of maximum freedom for the individual / the wealth of a nation results 
from the diligent pursuit by citizens of their own interests. 
 
Free trade 
Opposed protectionist policies in international trade / no tariffs or other restraints should apply on trade. 
 
 
 

9 marks (4 + 5) + 8 marks (4 + 4) 
 
 
 
 
 

7. Read each statement below and indicate if the statement is true or false. [Tick (9) the appropriate box.] 
 

 STATEMENT      TRUE     FALSE 

A good with an income elasticity of demand (YED) of +2.5 is a luxury good. 
 

9 
 

If the cross-price elasticity of demand (CED) is negative then it may be said 
that the goods are complements. 

 
9 

 

When demand is price elastic, a reduction in price will lead to a decrease in 
total revenue. 

  
9 

When many close substitute goods are available, demand for any one of them 
should be highly elastic. 

 
9 

 

1st correct response: 5 marks 
4 + 4 + 4 
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SECTION A

1. Define the term ‘opportunity cost’.  

          State one example of an opportunity cost facing the Irish Government. 

Opportunity cost is the cost of forgone alternatives involved in making a choice / 
the cost of something in terms of the next best alternative. 

State one example of an opportunity cost facing the Irish Government.

       Sample responses include the following:

x Spending on a new hospital the opportunity cost is the infrastructural project which must be deferred. 
x Cuts in taxes next year implies less money to spend on other projects.
x The interest on government debt involves a sacrifice of government services such as education. 

Definition: 8 marks / Example: 8 marks 

2. If the marginal cost (MC) is less than average cost (AC), then AC must be falling when output increases.

(i) Is this statement true? Circle the correct answer. YES /         NO 

         (ii) Explain the reason for your answer:

If the additional cost of producing one extra unit is less than the average total cost then producing that 

extra unit lowers the average total cost. 

Circle correct answer: 1 mark / Explanation: 15 marks 

3. Define the term ‘structural unemployment’ and outline one policy response that the Irish Government 

could take to reduce it. 

Definition:

Structural unemployment arises from a change in the structure in an industry brought about by the 

changing pattern of demand in the economy / or increasing mechanisation (technical progress). 

One policy response that the Irish Government could take to reduce it: 

x A retraining scheme so that long-term unemployed workers can be upskilled for the jobs available 

and then rejoin the workforce e.g. the Momentum Programme 

x Governments ‘Springboard’ programme: Third level courses aimed at increasing graduates in areas 

where job vacancies exist. 

Definition: 10 marks / One policy measure:  6 marks 

 YES
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4. Explain the meaning of the term ‘complementary goods’ (i.e. joint demand). State one example.  

Complementary goods: Goods which are consumed together / are used in conjunction with one another / 

 a rise in the price of one good will lead to a decrease in the demand for another good. 

Example: Computer consoles and software/games; cars and petrol.   

Explanation: 12 marks / Example: 4 marks 

5. State three assumptions/characteristics underlying the theory of monopoly. 

x There is only one firm in the industry / the firm is the industry. 
x The firm controls price or output / the firm is a price maker. 
x The firm aims to maximizes profits / it produces where MC = MR. 
x Barriers to entry exist in the industry. 
x A unique product is sold / there are no close substitutes. 

3 assumptions:  6 marks + 5 marks + 5 marks 
1st correct answer: 6 marks 

6. Outline two possible economic effects for the Irish Economy of the euro (€) appreciating in value against 

the US dollar ($).

Import prices are cheaper
Price of imports from the US are likely to decrease. This results in a lower import bill for Irish producers / 
increase in imports from the US. 

Export Prices Dearer 
Price of exports from Ireland to US are likely to increase and therefore become less competitive.  
This may result in reduced exports to the US. 

Falling Employment
With a reduction in exports, employment in those industries which depend on Irish exports to the US will 
fall.  

Effect on tourism revenue in Ireland
There is likely to be a drop in tourism from the US as it will now be more expensive in dollar terms to 
holiday in Ireland.  More Irish people may holiday in the US. 

Foreign Direct Investment / Irish investment in US
FDI from the US may be discouraged as it will now be costlier in dollar terms to invest in Ireland.   
Investment by Irish companies in the US may be encouraged as it is cheaper in Euro terms. 

1st correct answer: 10 marks / 2nd correct answer: 7 marks 
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SECTION A (100 marks) 

 
1. The fundamental economic problem is one of ‘scarcity’. Explain this concept.                         (16 marks) 
 

Scarcity means that while the supply of resources / factors of production are limited  
the demand for these is unlimited (unlimited wants/limited resources). Hence, society 
must choose on the use to which the resources are put. Making choices involves an 
opportunity cost. 

 
 

Any 2 points at 8 marks each 
 
 
2. Define the ‘Marginal Efficiency of Capital’ (MEC). Outline two possible reasons for a fall in MEC.  
                                                                                                                                                     (16 marks) 
 

Definition: 
It is the extra profit earned as result of employing one extra unit of capital. 
 

8 marks 
 
Two possible reasons for a fall in MEC: 
1. An increase in interest rates. 
2. An increase in the cost of capital goods. 
3. A decrease in the price of the finished goods. 
4. A decrease in the productivity of capital / deterioration in the capital goods used. 

 
Any 2 points at 4 marks each (2 +2) 

  
 
 

3. Read each statement below and indicate if the price elasticity of demand (PED) for the product is most 
likely to be elastic or inelastic.  (Tick 9 the correct box.)  

 

 STATEMENT   ELASTIC INELASTIC 

Consumers are strongly attached and loyal to the product.  √ 
Many close substitutes are available for the product. √  
The product is a luxury product. √  
The product accounts for only a small fraction of a consumer’s weekly 
expenditure. 

 √ 

                                 (16 marks) 
4 at 4 marks each 
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SECTION A (100 marks) 

 
1. The fundamental economic problem is one of ‘scarcity’. Explain this concept.                         (16 marks) 
 

Scarcity means that while the supply of resources / factors of production are limited  
the demand for these is unlimited (unlimited wants/limited resources). Hence, society 
must choose on the use to which the resources are put. Making choices involves an 
opportunity cost. 

 
 

Any 2 points at 8 marks each 
 
 
2. Define the ‘Marginal Efficiency of Capital’ (MEC). Outline two possible reasons for a fall in MEC.  
                                                                                                                                                     (16 marks) 
 

Definition: 
It is the extra profit earned as result of employing one extra unit of capital. 
 

8 marks 
 
Two possible reasons for a fall in MEC: 
1. An increase in interest rates. 
2. An increase in the cost of capital goods. 
3. A decrease in the price of the finished goods. 
4. A decrease in the productivity of capital / deterioration in the capital goods used. 

 
Any 2 points at 4 marks each (2 +2) 

  
 
 

3. Read each statement below and indicate if the price elasticity of demand (PED) for the product is most 
likely to be elastic or inelastic.  (Tick 9 the correct box.)  

 

 STATEMENT   ELASTIC INELASTIC 

Consumers are strongly attached and loyal to the product.  √ 
Many close substitutes are available for the product. √  
The product is a luxury product. √  
The product accounts for only a small fraction of a consumer’s weekly 
expenditure. 

 √ 

                                 (16 marks) 
4 at 4 marks each 
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SECTION A (100 marks) 
 
 

1. State three reasons why the demand curve for bottled water may shift to the right. 

 

(i) Incomes: consumer income may have increased resulting in increased demand. 

(ii) Taste / Preference: because of increased advertising / branding / greater health 

consciousness the consumer is demanding more water. 

(iii) Expectations: if consumers expect a ‘big freeze’ then they may stock up on bottled water.  

(iv) Price of substitute goods: if the price of products such as soft drinks have increased then 

more people may buy water.  

(v) Unplanned factors: if there was an unexpected heat wave, demand for water may increase / 

if a pollutant damaged the water supply then demand for bottled water may increase. 

(vi) Government policies: if the government initiated a promotional campaign outlining the 

benefits of drinking water then demand may increase. 

 

 

3 points: 6 + 5 + 5 marks.  
 
 
 

2. State three areas of responsibility of the European Central Bank (ECB). 

 

1.   Price Stability: 
      Monitors inflation in member countries and adjusts the base ECB interest rate so as to adjust  

      spending and maintain price stability. 

2.   EU monetary policy: 
      ECB implements monetary policy - monitors and advises on rates of interest, money supply,  

      credit availability & protects the value of the euro.  

3.   Official reserves of the euro area countries: 
      It holds and manages the EUs official holdings of gold, foreign currencies and other reserves  

      held as security against the issue of the euro. The ECB manages these reserves on behalf of the  

      countries. 

4.   Supervision: 
      The member central banks of the Eurozone countries must provide prudential supervision of  

      credit institutions and ensure stability in the financial system / lending to Eurozone central  

      banks. 

5.   Issues euro currency:  
      The ECB has the exclusive / sole right to issue euro bank notes and coins within the euro area. 

 

 

3 points: 6 + 5 + 5 marks.  
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3. Outline two reasons for the growth of the ‘Black Economy’ and state two effects for the Exchequer. 
 
       Two reasons for the growth of the ‘Black Economy’: 
 

Reduced disposable incomes: people can’t afford to pay the legitimate prices for goods / services. 
Increased VAT rates: causing prices to increase and consumers want to avoid the higher taxes. 
Unemployment: those who have lost their jobs cannot afford VAT inclusive prices and/or are prepared to 
take a job for cash only to avoid paying income tax. 
Disillusionment with government policies: some think that the tax system is unfair. 
 
Two effects for the Exchequer:    
 
Loss of tax revenue: reduced VAT / Income tax revenues. 
Increased government expenditure: may have to increase spending on law enforcement. 
Unemployment bill is higher: some are claiming social welfare and earning an income. 
Decline in legitimate business activity: leading to possible job losses and a further drop in tax revenues 
e.g. buying diesel in the Black Market. 
Pressure on government finances / provision of services: 
Government may have to cut spending; additional sources of tax revenue considered (e.g. stealth taxes) 
and/or reduced volume of services provided. 

 
2 reasons at 4 marks each. 2 effects at 4 marks each. 

 
 

4. In relation to each statement listed below, indicate whether it is an internal or external  
(a) economy of scale or (b) diseconomy of scale. (Place a tick (¥) for each correct answer.) 

 

  (a) Economy of Scale (b) Diseconomy of Scale 
Statement  Internal  External    Internal   External 
Repetitive tasks, workers are bored   ¥  
R&D costs are shared by many firms  ¥   
Discounts are available for bulk buying ¥    
Inadequate infrastructure    ¥ 

 
4 correct answers at 4 marks each. 

 
5. ‘Inferior products have a negative Income Elasticity of Demand (YED)’.  

 
(a) Explain this statement.                                                                                                          10 marks 

 
As a consumer’s income decreases s/he will buy more of an inferior product. 

                             
           

(b) State one example of an inferior product, giving a reason for your answer. 
 

Example:  Remould tyres / low price cuts of meat / supermarket own brands / potatoes / 
white bread / instant noodles / public transport (bus service).   
 

Reason:  
As incomes decline the demand for supermarket own brands may increase as this is all 
families can afford.    

6 marks 
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SECTION A (100 marks) 

1. State four steps involved in constructing a Consumer Price Index (CPI). 

             Step 1: Determine the commodities to be included in the index. 
                               What the average Irish family buys frequently and in large quantities (National Average Family Shopping Basket). 

             Step 2: Determine prices in the base year.
             Step 3: Calculate a Simple Price Index (SPI) for each commodity.
             Step 4: Determine the weight to be attached to each commodity. 
             Step 5: Multiply the SPI for each commodity by its ‘weight’ and add to derive the CPI.

4 points x 4 marks each = 16 marks 

2. Define a mixed economy. State two examples of economic activity which supports the view that 

Ireland is a mixed economy. 

Definition: An economy that incorporates elements of both central planning (government 
involvement) and private enterprise in its economic system. 

Two Examples: 

1. Existence of Social Partnership 
Allows for the involvement of the government and other social partners in setting and 
achieving targets, over a specified period of time.

2. Existence of semi-state bodies and private enterprise
Both producing goods and supplying services in areas like transport, energy and 
communications.   

3. Government Departments / Regulators 
Regulate economic activities through their actions e.g. the financial services regulator. 

4. Legislation passed by Government 
Controls the activities of individuals / firms, such as the various labour laws  
e.g. Minimum Wage Law / Planning Laws / Companies Acts etc. 

 5.  Use of taxation / government expenditure 
The use of fiscal policy by the government affects economic activity and can alter
market outcomes. 

16 marks (12+4) 

6 | P a g e

8. A consumer buys 20 units of Good A when the price of Good B is €8. When the price of Good B rises 
to €10 (the price of Good A remaining unchanged) the consumer buys 12 units of Good A. 
Using an appropriate formula, calculate this consumer’s cross elasticity of demand for Good A. 

 (Show your workings.) Is Good A a substitute for, or a complement to, Good B?  Explain you answer. 

¨QA X   PB1  +  PB2

¨PB          QA1 +  QA2

-  8        x     a8 + a10  (18)                                 

        a2           20  + 12   (32) 

=   -  2.25 

Good A is a Complement.   It has a negative CED.

17 marks (8+5+2+2)  

9.  In September 2010 approximately 5.1% of mortgage accounts were in arrears (behind on mortgage 
payments) of 90 days or more. Outline two economic reasons for this development and two actions
financial institutions could take to help mortgage customers. 

 Two reasons: 

1. Increased interest rates resulting in increased costs of borrowing.

2. Increased unemployment: resulting in a loss of income and difficulty in repaying mortgage.
3. Economic recession: employees have lower incomes resulting from tax increases/reductions in pay. 
4. Reckless lending/ borrowing:

x 100% mortgages were issued and now lenders are unable to repay debt; 
x People borrowed too much and now can’t meet the repayments. 

Two actions:

1. Re-schedule the loan contract:
Extend the loan repayment period, thereby reducing the monthly repayment. 

2. Interest only payments: Defer capital repayments until a later day so monthly payment falls. 
3. No penalty payments such as extra interest charges for those in arrears 
4. Debt / equity swaps: Take part ownership of the property in return for reduced repayments. 
5. Debt forgiveness for those with no foreseeable chance of repayment-cancel their debt. 
6. Re-value properties at market value and base interest repayments on this value. 

17 marks (5+4+4+4) 
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3.  A consumer spends Q200 monthly on Product A when its price is Q2 and continues to spend Q200 monthly 

when its price increases to Q2.50. Calculate the consumer<s price elasticity of demand. Show all your 
workings and explain your answer. 

 

     Workings: 
 
     Quantity 1:    Q200 / Q2       = 100 units.    
     Quantity 2:   Q200 / Q2.50   =   80 units.  
 

- 20*   x   Q2  + Q2.50 ( 4.50)*     =     - * 1.0* 
50*        100 + 80     (180)* 

 
6 * at 2 marks each = 12 marks 

 
This good is a normal good because it has a minus sign / obeys the law of demand. 

This good is unit elastic because PED = 1. 
 

4 marks. 
 
   
 
 
4. Define the term Enon-price competition<. State two examples. 
 
 

      Definition:                                                                                                     12 marks 
 

Competition between firms where each firm tries to increase its sales / market share by 
methods other than changing prices.                                                         

 

 

Two examples:                                                                                               
 

Branding: establishing different brand names for the products 

Packaging: use of distinctive packaging to clearly distinguish one product from another 
Competitive Advertising: helps create differences between products in the minds of 
consumers 
Opening hours: offer extended opening hours for consumers 
Quality of service: improve staff service; improve layout of premises 
Sponsorship: local / national events 
Special offers: free gifts/ money-coupons/ loyalty cards etc. 

 
2 at 2 marks each. 
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3. Ireland has a mixed economy.  What do you understand by the underlined term? State one economic
advantage, and one economic disadvantage of this economic system. 

Explanation:

An economy that incorporates elements of both central planning (government 
involvement) and private enterprise in its economic system. 

Advantage:

x Benefit from efficiency encouraged by free enterprise with regulation from central 
government. 

x Entrepreneurial talent is encouraged.
x Ensures a fairer distribution of wealth within the country. 
x Regulation by the government is essential to limit possible abuses of the market. 
x Provision of essential services may be provided by government. 

Disadvantage:

x The government may be forced to financially support unsuccessful enterprises in the 
short-term which will cost the public in the long-term. 

x A large public sector and private sector may be politically divisive which could affect 
how economic problems are solved.  

x State intervention may results in higher taxes / bureaucracy /inefficiencies. 
x

Explanation: 8 marks. one advantage @ 4 marks and one disadvantage @ 4 marks 
                           (16 marks) 

4. Define cost-push inflation.  Identify two sources of this form of inflation in the Irish economy.  
Definition:

Any increase in the general level of prices due to an increase in the costs of 
production/costs of inputs faced by the producer. 

Sources:

x Increased wage demands due to minimum wage or social partnership agreements. 
x Indirect taxes imposed on business such as VAT and excise duties on goods. 
x Increased prices for raw materials e.g. oil. 
x Increased costs of production e.g. utility charges; costs of rent; insurances etc. 

Definition: 8 marks. two sources @ 4 marks each. 

(16 marks) 
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7. (a)   State the Law of Diminishing Marginal Utility.

This law states that as a consumer consumes additional units of a good the 
marginal utility/ extra satisfaction  derived from each additional unit consumed will 
eventually decline.

Definition @ 9 marks

(b)    The table below illustrates the Law of Diminishing Marginal Utility. 

Number of units consumed 1 2 3 4 5 6

Total Utility in units 30 65 85 100 110 115

Marginal Utility in units 30 35 20 15 10 5

5 figures @ 1mark each= 5 marks 

Complete the table and state the point after which diminishing utility set in. 

Diminishing utility sets in after the consumption of the 2nd unit/when the 3rd unit is 
consumed. 

3 marks 

               (17 marks) 

8. Define ‘economic development’.  Explain two social costs of economic development.  

Definition:

An increase in GNP per head of population, which is accompanied by a fundamental 
change in the structure of society.

Explain two social costs:
x Pollution of air/water e.g. water pollution in Galway. 
x Disfigurement of the landscape e.g. construction of roads disfigures the landscape. 
x Possible loss of cultural heritage e.g. the construction of M3 through Hill of Tara. 
x Traffic congestion in cities and towns with resulting problems. 
x Global warming: increased carbon emissions will affect global weather patterns. 
x Reduction in public amenities / urban sprawl/communities have less public spaces. 

Definition: 8 marks. 
2 Social Costs: 5 marks + 4 marks.  

               (17 marks) 

 

4 

4. Define economic development.   
 

Definition: 
 

An increase in the GNP per person accompanied by a change in the structure of society. 
 

State TWO policies by which governments in LDCs might promote economic development: 

 

1. Promote population control 
Governments could encourage a reduction in population by various measures including:  

educating the population in family planning methods; improving the welfare of its citizens; providing 

better social services for its citizens.  

2. Improve infrastructure 
Provision of clean water & proper sanitation.  Development of public housing, roads, power supplies etc. 

3. Promote land/ agricultural reform 
Decrease emphases on one crop/diversify production. Try to spread ownership of land.  

Improve production methods/modernise the agricultural industry. 

4. Improve education/literacy skills 

Start with a basic literacy programme to improve literacy skills. Provide technical skills to the 

population.  Provide primary education. Develop the secondary sector and initiate further education 

programmes. 

5. Incentives for development of enterprise 
Try to foster a movement away from a dependency culture and encourage enterprise. Use borrowings to 

encourage enterprise so as to create sustainable employment. 

6. State bureaucracy / corruption/ spending on arms. 
Try to reduce bureaucracy within state institutions. Eliminate corruption so that aid flows to those who it 

was intended for. Divert funds from arms spending to more urgent current requirements. 
 

16 marks graded. 
 

 
5. Free Enterprise is defined as an economic system in which: 

 

The market mechanism operates; the factors of production are privately owned; there is limited government 

interference; resources are allocated by a decentralised decision making process and citizens are motivated 

by self-interest. 

 

One economic advantage of this system:   

Choice:  Consumers with income have a wide choice of goods and services. 

Efficiency:  Incentives exist for producers to be efficient. Those who are inefficient will be forced out by 

lower costs. 
Innovation: Producers who are innovative will be rewarded through increased sales in the market. 

Economic Growth: As all individuals are motivated by self-interest, each will strive towards their 

maximum efficiency and so aid economic growth. 

Less Bureaucracy: As decisions are made by individuals within the society, the costs of a large 

administration to administer matters is significantly reduced. 

 

16 marks graded. 
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6. China will host the Beijing Olympic Games in August 2008 and 7 million tickets are available for the 

event.  On the diagram below draw the supply curve for tickets and explain the reason for its shape. 
 
                                             P 
                                                     S 

5 

 
 
 
 
 
 
                                                              
                                                                                   7m      Q                                                                          
  
 

Complete correct diagram: 5 marks graded. 
 
            Explanation:  
 
            The supply of tickets available for the Olympics is fixed at 7 million.   
            Regardless of price this seating capacity will remain unchanged.  
 

12 marks graded. 
 
 
 
 
 
7. ‘Ireland’s current account in the Balance of Payments is in deficit’.  Explain the meaning of this 

statement and state two reasons why this situation exists 
  

Explanation:    Total imports exceed total exports      
 

9 marks graded. 
  

Reasons:  
 
1. Invisible imports exceed invisible exports. 
2. Increase in the value of the euro has resulted in a decline in exports from Ireland /increase in imports 

from US/UK. 
3. Repatriation of profits by multinationals operating in Ireland  
4. Repayments on external portion of national debt 
5. Greater disposable incomes in Ireland which results in an increase in the level of imports. 

 
2 reasons at 4 marks each graded. 

 
 
 
 
 

 2

 
Section A-100 Marks 

 

 
1.  State FOUR possible economic effects of rising price inflation on the Irish economy. 
 
     1     Reduced standard of living: due to reduced purchasing power. 
    2.    Increased wage demands: workers will try to negotiate wage increases.  
     3.    Loss of competitiveness: if inflation in Ireland is higher than with our trading partners / ↓exports.  
     4.    Loss of employment: Employers may be forced to reduce costs and reduce the numbers 

employed. 
   5.   Government Finances: as prices rise, the government may collect increased indirect tax revenues/ 

      if wages do increase people may move to a higher tax rate and revenue increases. 
     6.   Savings discouraged: the real rate of interest available to savers may fall, discouraging savings.   
           Speculation encouraged: people may invest in property to protect the value of their investment. 
     7.  Borrowing encouraged: the real rate of interest charged on borrowings falls, encouraging  
  borrowing  
    8.  Increased disparity between sectors of the population: Poorer sections suffer most when  
  inflation increases. 
   9.    Pressure on social partnership/ industrial relations unrest: trade unions may want a free for all. 
  10.  Balance of Payments problems: if our volume of exports falls & volume of imports rise.  
  11.   Uncertainty for investment decisions makers: business planning & profit calculation difficult. 
 

16 marks graded. 
 
2.  State THREE assumptions underlying the Law of Comparative Advantage. 
 

1.  Transport costs do not exist. 
2.  The law of diminishing marginal returns (LDMR) does not apply. 
3.  Free trade takes place. 
4.  The complete mobility of labour/factors of production exists. 
5.  Alternative employment is available. 
6.  An equal distribution of benefits occurs. 

 
16 marks graded. 

 
3. Consumers buy 50 units of a product when the price is €1.50. When the price is reduced to €1 the 

consumer   buys 90 units.  Using an appropriate formula, calculate the consumers’ PED. 
            Show your workings and explain your answer. 
 
                                              40     x     1.50 + 1.00   [2.50]             =       − / 1.43 
                                         − 0.50             50 + 90        140 
 

9 marks graded. 
 
          PED is elastic.     Why?  Because the PED is greater than 1.    
          Normal good.      Why?  The PED is negative.                          
 

6 marks graded. 
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6.   Outline TWO circumstances under which a factor of production can earn Economic Rent. 
 
1. Shortage in the supply of any factor of production:  
    if land / labour is in short supply – its price will increase. 
2. Possession of a rare skill or talent: if a person has a skill which is in great demand  
    e.g. a professional soccer player then they can command high fees. 
3. Rent of Ability: an entrepreneur who invents a much sough after commodity may command high  
    income e.g Bill Gates and the invention of the ‘windows’ operating systems. 
4. Completely specific factors of production: there is no opportunity cost in the use an existing factor  
    of production which is completely specific (not adaptable to other uses e.g. a railway station). 
    If a payment is made for the use of this specific factor then this entire payment would be economic rent  
    as the opportunity cost is zero. 
5. Super normal profits earned in the short run (will be eliminated with the entry of firms) /  
    long run if barriers to entry exist e.g. in monopoly. 
     

17 marks graded. 
 
 
7.      ‘An Irish banking group owns thirty branch offices. There is no opportunity cost to the banking  
          group using these offices as they are fully owned.                                                    
 
          True / False.                    1 mark False 
 
          
           The branch offices could be sold and the money invested or       
          The branch offices could be rented out and an income earned.  
 

16 marks graded. 
 
 
8.        Define Social Costs. State TWO significant examples currently facing the Irish economy. 
           
           Definition: Cost/Price which society has to pay for the existence of a particular product.  
 

9 marks graded. 
  
           TWO significant examples: 
 

          1. Pollution of air/water e.g. the current water pollution in Galway. 
          2. Disfigurement of the landscape e.g. construction of roads disfigures the landscape.  
          3. Possible loss of cultural heritage e.g. the construction of M3 through Hill of Tara. 
          4. Traffic congestion in cities and towns with resulting problems. 
          5. Reduction in public amenities / urban sprawl: communities have less public spaces. 
          6. Global warming: increased carbon emissions affects global weather patterns. 
 

8 marks graded. 

 4
 

 4

 
5.    Define internal economies of scale. State TWO examples. 

 
 

These are forces within a firm which cause the average / unit costs of that firm to decline as the  
firm grows in size.                                    

 
 

Examples 
 

1. Increased use of specialised machinery/equipment resulting in lower unit costs.  
2. Labour economies / specialisation of workers:  

             Dividing a job into distinct components may result in lower unit costs. 
3. Construction economies: Larger plants cost less per cubic metre to construct than smaller ones.  
4. Purchasing economies: Larger discounts are received from bulk purchasing.  
5. Economies in distribution: Bulk delivers result in a lower unit cost of transport.  
6. Financial economies: Bigger firms may avail of more competitive rates of interest. 
7. Managerial economies:  

             As a firm grows its management costs may not grow at the same rate as the firm grows. 
8. Production Process economies:  

               A large firm may be able to run one process into the next without costly discontinuities. 
9. Indivisibility problems reduced: Expansion may allow for continuous production. 
10. Marketing economies: Firms may experience saving in the costs of advertising. 
11. Reduction in Waste: Large firms, with more lines of production, may reduce waste costs / 

               less wastage of materials. 
 
 

16 marks graded.  
 
 
 
6.     In equilibrium a consumer buys 8 bars of chocolate at €1.00 each and 12 sandwiches at €4.00 each. 
        The marginal utility of the eight bar of chocolate is 10 utils. 
        Using the Equi-Marginal Principle of Consumer Behaviour -  
        calculate the marginal utility of the twelfth sandwich.  Show all your workings. 
 

Marginal Utility of Chocolate  =  Marginal Utility of Sandwiches 
Price of Chocolate                    Price of  Sandwiches 

 

 
                                                  10 *   =   MUS                        so        MUS =    40 utils  
                                               €1.00 *      €4.00 *                             
 

17 marks graded 
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Section A 
 

1. xplain the concept Opportunity Cost. Why is this concept central to the study of Economics? E
            

            Opportunity Cost is the cost of foregone alternatives. 
  
            This concept is central to the study of economics because: 
   
            Economics studies the allocation of scarce resources, which have alternative uses.  
            The allocation of these resources involves making a choice. 
 

16 marks graded. 
              
2. Outline THREE  reasons for the survival of small firms in the Irish economy, even though they do not  
            have the benefits of economies of scale.  
 

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

2. Personal Services 
Consumers may desire personal attention in the provision of goods or services and a small firm may be the only type of 
business which can provide this e.g. a plumber providing repair services to households. 
 

3. Consumer Loyalty  
A small firm may have built up a reputation over the years in the provision of goods and services to its customers and 
consumers may respond by being loyal to that firm, making it difficult for other firms to gain entry. 
 

4. Viable Community 
Citizens in smaller communities may support local business so that the continuity of supply is ensured. e.g. in many areas 
throughout Ireland communities wish to maintain the existence of ‘community’ hospitals. Enterprise Boards encourage 
individuals to establish small businesses. 
 

5. Traditional / Niche markets  
• The type of product / service being supplied might make it more suitable for a small firm.  
      Examples include: wedding planners; handmade/ craft products; perishable products etc. 
• A small firm may find that it easier to locate close to the market where it might be difficult for a larger firm to do so 

e.g. roadside sellers of local produce can be flexible in choosing their location. 
 

6.  Nature of the commodity  
Heavy goods which are costly to transport may be manufactured locally on a small scale to supply local markets e.g. the 
manufacture of concrete blocks in areas which service local markets. 
 

7. Membership of voluntary groups/Alliances between firms at different stages of production
Some firms producing on a small scale may offset the disadvantage they have in competition with large producers by 
adopting a joint marketing strategy with other small suppliers e.g. hotel groups, individually owned grocery shops trading 
under a shared name.  

16 marks graded. 
 
3.      Explain what is meant by Consumer Surplus. 
 

The benefit to consumers due to the difference between what consumers actually pay to consume a good and 
what they would have been willing to pay, rather than go without the good. 
 

16 marks graded. 
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Section A 
 

1. xplain the concept Opportunity Cost. Why is this concept central to the study of Economics? E
            

            Opportunity Cost is the cost of foregone alternatives. 
  
            This concept is central to the study of economics because: 
   
            Economics studies the allocation of scarce resources, which have alternative uses.  
            The allocation of these resources involves making a choice. 
 

16 marks graded. 
              
2. Outline THREE  reasons for the survival of small firms in the Irish economy, even though they do not  
            have the benefits of economies of scale.  
 

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

2. Personal Services 
Consumers may desire personal attention in the provision of goods or services and a small firm may be the only type of 
business which can provide this e.g. a plumber providing repair services to households. 
 

3. Consumer Loyalty  
A small firm may have built up a reputation over the years in the provision of goods and services to its customers and 
consumers may respond by being loyal to that firm, making it difficult for other firms to gain entry. 
 

4. Viable Community 
Citizens in smaller communities may support local business so that the continuity of supply is ensured. e.g. in many areas 
throughout Ireland communities wish to maintain the existence of ‘community’ hospitals. Enterprise Boards encourage 
individuals to establish small businesses. 
 

5. Traditional / Niche markets  
• The type of product / service being supplied might make it more suitable for a small firm.  
      Examples include: wedding planners; handmade/ craft products; perishable products etc. 
• A small firm may find that it easier to locate close to the market where it might be difficult for a larger firm to do so 

e.g. roadside sellers of local produce can be flexible in choosing their location. 
 

6.  Nature of the commodity  
Heavy goods which are costly to transport may be manufactured locally on a small scale to supply local markets e.g. the 
manufacture of concrete blocks in areas which service local markets. 
 

7. Membership of voluntary groups/Alliances between firms at different stages of production
Some firms producing on a small scale may offset the disadvantage they have in competition with large producers by 
adopting a joint marketing strategy with other small suppliers e.g. hotel groups, individually owned grocery shops trading 
under a shared name.  

16 marks graded. 
 
3.      Explain what is meant by Consumer Surplus. 
 

The benefit to consumers due to the difference between what consumers actually pay to consume a good and 
what they would have been willing to pay, rather than go without the good. 
 

16 marks graded. 
 

 3

 
4.   A consumer in equilibrium buys 10 cups of coffee at €2 each and 10 phone cards at €6 each. The marginal  

       utility of the cups of coffee is 5 utils.  What is the marginal utility of phone cards?  Show your workings.                    

 

Marginal Utility of coffee  =  Marginal Utility of Phone Cards
Price of Coffee                      Price of Phone Cards 

 
                                                5    =   MUPC       so        MUPC =    15 utils  

                                               €2           €6                              
        

16 marks graded.   
 

 
5.  Explain what is meant by the term Public Sector Borrowing Requirement. 
 

     Financing the Exchequer Borrowing Requirement and Semi- State bodies and Local  
     Authority borrowing.  
 

16 marks graded.  
 
6.   For a composite (weighted) price index covering the three types of expenditure given in the following table,  

       calculate the price index for the current year. The base year is 100.  
 

     Category % 
income 

spent on 
item(s) 

Prices of  
item(s) 

Base Year 

Prices of 
item(s) 

Current 
Year 

Calculation of  
Simple Price Index 

 

 

 Weight Result

  € €    

Food 30% 10.00 11.50 11.50 X 100   = 115.00 
      10.00 

X  30%  34.5 

Clothing & 
Footwear 

20% 40.00 36.00 36.00 x 100   =   90.00 
      40.00 

X  20%  18.0 

Other Items 50% 20.00 22.00 22.00 x 100   = 110.00 
     20.00 

X  50%  55.0 

 100%  Price Index for the 
Current Year → 107.5

 

17 marks graded. 
 

7.      “When a firm produces at a level of output at which marginal cost is greater than marginal revenue the firm  

            is maximising profit (or minimising losses)”.                                                                   True / False 
            (Place a circle around your choice and write a one-sentence explanation of your answer) 

 

False. The extra cost of producing further units of output is greater than the extra revenue 
generated therefore the firm could increase its profits by producing less output. The increased 
output adds more to cost than to revenues earned. Profits are maximised where MC=MR. 

      

17 marks graded. 
 

 2

 
 

Section A 
 
 

 
 

1. Outline FOUR factors that affect the supply of a good, other than the price of the good itself.  
 
 

1. The cost of producing the product. 
2. The state of the firm’s production technology. 
3. The price of related / other goods. 
4. Unplanned factors. 
5. Government Policy such as: rates of taxation / availability of state subsidies.   
6. Number of sellers in the industry. 
7. Objectives of the firm. 
 
 
 

Marking Scheme: 4 points x 4 marks each = 16 marks 
 
 
2. Define the ‘Black Economy’ (also referred to as the ‘Underground Economy’) and state 
     ONE example to support your definition. 
 
 

     Definition:  12 marks graded 
    Example:      4 marks. 
 
    All economic activity which goes unrecorded / is not included in the National  
    Income accounts.  
  

    Example:  Any appropriate example, such as:  
    1. Trading in goods/services in a black market. 
    2. People engaged in ‘nixers’. 
    3. Under-declaration of income. 
 
 
 
3. Name the economist PRIMARILY associated with the following ideas:  16 marks graded 
 
         

 Idea Economist 
(i) Iron Law of Wages Robert Thomas Malthus  
(ii) Law of Comparative Advantage David Ricardo 
(iii) Laissez Faire Adam Smith  
(iv) Liquidity Preference Theory John Maynard Keynes 
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6. Define the Law of Diminishing Marginal Utility and state TWO assumptions underlying the law. 

 
      Definition:       9 marks graded 
     Assumptions: 8 marks: 2 x 4 marks each. 
 
      The law of diminishing marginal utility states that as a consumer consumes 
     additional units of a good their marginal utility for this good will eventually 
     decline. 
 
     
      Assumptions:  
 
     1. It applies only after a certain point called the origin. 
    2. It does not apply to addictive goods. 
    3. Sufficient time has not elapsed for circumstances to change i.e. 
        change in tastes / change in incomes/ change in the nature of the product/  
        no gap in time between the consumption of successive units. 
 

2 x 4 marks each = 8 marks 
 
 
 
7.   Outline TWO private benefits and TWO social benefits of the possible decline in the consumption of 
      tobacco products, which is being promoted by government policies. 
       
      Private benefits: 

1. Decreased spending on tobacco / consumer had a higher disposable income 
2. Opportunity cost: the consumer can now use this income for something else. 
3. Lower insurance premium due to the reduction in risk 
4. Personal: easier for the person to socialise / lower cleaning bills/ more attractive 
5. Healthier person: person may be ill less frequently / greater life expectancy. 

  
      Social benefits: 
      1. Healthier population as people have less respiratory illnesses. 
      2. Reduction in health costs – less people requiring medical care. 
      3. Environment benefits: less pollution / less litter. 
      4. Effect on economic activity: more people visiting restaurants / pubs – upturn in 
          economic activity. 
      5. More productive workforce: less illnesses /less time off – higher productivity. 

 
            

2 private benefits + 2 social: 17 marks graded 

 5

 
 
 
 
 
8. “There is no opportunity cost to a firm in using an asset which it already owns”. True / False 
      (Place a circle around your choice and give a one sentence explanation of your answer). 
 
       Correct Answer: False: 1 mark 
       Explanation:  16 marks graded. 
 
      The asset could be sold and the money invested or 
      The asset could be rented out and an income earned  
      
 
 
 
9.   State FOUR reasons why different categories of workers are paid at different wage rates. 
 
  1. The Marginal Revenue Productivity of the worker. 
  2. Different skills attaching to different jobs / degree of specialisation involved. 
  3. Length of training period involved. 
  4. Educational qualifications. 
  5. Nature & Conditions of the job / degree of risk involved. 
  6. Negotiating strength of the workers trade union / Benchmarking mechanism. 
  7. Tradition attaching to certain jobs. 
  8. Possession of innate talents. 
  9. Gender Bias: discrimination in relation to payment to women in the workforce. 
10. Monetary / non-monetary benefits attaching to the job. 
 
 

4 points = 17 marks graded. 
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 8. Generate revenue for the government through taxation revenues. 
 9. Help create employment: by establishing businesses they create jobs. 
10. Introduce competition into the market place thus leading to more efficient use of scarce  
      resources. 

3 reasons: 6 + 5 + 5 marks = 16 marks 
 
 

6.   Using the diagram, explain how higher consumers’ incomes (other factors 
    unchanged) may affect the demand curve for mobile phones in Ireland.  

 
Complete Diagram 

 
 
 
 
 
 
 
 
 
 
As consumers’ incomes grow, the increased purchasing power will give  
‘new’ consumers the ability to purchase mobile phones,  

     and/or existing customers the ability to update their models. 
 

Correctly labeled diagram + Explanation: 17 marks graded 
 
 
 

 
7.  FOUR economic assumptions used for analysing consumer behaviour: 
1. The consumer has a limited income. 
2. The consumer aims to gets maximum satisfaction / utility from that income. 
3. The consumer acts rationally. 
4. The consumer is subject to the Law of Diminishing Marginal Utility. 
 

4 points: 5 + 4 + 4 + 4 = 17 marks 
 
 
 

3 

 
 
 8. Generate revenue for the government through taxation revenues. 
 9. Help create employment: by establishing businesses they create jobs. 
10. Introduce competition into the market place thus leading to more efficient use of scarce  
      resources. 

3 reasons: 6 + 5 + 5 marks = 16 marks 
 
 

6.   Using the diagram, explain how higher consumers’ incomes (other factors 
    unchanged) may affect the demand curve for mobile phones in Ireland.  

 
Complete Diagram 

 
 
 
 
 
 
 
 
 
 
As consumers’ incomes grow, the increased purchasing power will give  
‘new’ consumers the ability to purchase mobile phones,  

     and/or existing customers the ability to update their models. 
 

Correctly labeled diagram + Explanation: 17 marks graded 
 
 
 

 
7.  FOUR economic assumptions used for analysing consumer behaviour: 
1. The consumer has a limited income. 
2. The consumer aims to gets maximum satisfaction / utility from that income. 
3. The consumer acts rationally. 
4. The consumer is subject to the Law of Diminishing Marginal Utility. 
 

4 points: 5 + 4 + 4 + 4 = 17 marks 
 
 
 

3 
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Q1  Demand, Market Equilibrium, Consumer surplus  
 

 Possible responses Max 
Mark 

(a) 
(i) 

 
 
 
 
 
 
 
 
 
 
 (ii) 

 
Distinguish between a movement along a demand curve and a shift in a demand curve.  
 
Movement along a demand curve: 
A change in the price of the good itself  will cause a movement along the demand 
curve (all other things being equal) and this is referred to as a change in the quantity  
demanded. 
 
A shift in a demand curve: 
A change in any of the factors other than price will cause the demand curve to shift and 
this is referred to as a change in demand, at any given price. 
 
 

Explain, using a supply and demand diagram how a market would return to equilibrium 
following a surplus (excess supply) in the market.                                                                                                      
 
                        Price1 

 
                                                                                                                    S1 

                                                                      SURPLUS1                                
                                 P11 

 
 
                                 PE1 

 
 
 
 
                                                                                                                    D1 

 
 
                                                            QD1                                    QS1                      Quantity1 

 
An excess supply (surplus) in the market implies that the price is greater than the market price 
as shown in the diagram above. 
 

x When there is a surplus or excess supply for a good, suppliers are unable to sell 
all they want at the going price. Sellers find stocks increasing so they respond to 
the surplus by cutting their prices/Some sellers in the market respond to the 
 falling price by reducing the amount they are willing to offer for sale. 

x As the prices falls, some consumers are persuaded to buy more and so there is a  
             movement along the demand curve. 

x Prices continue to fall until the market reaches equilibrium where Qd = Qs 
 

 
 
 

 
 

       5 
 
 
 
 

5 
 
 
 
 
 
 

9 
( 9 x 1) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

6 
 
 
 
 
 
 

25 
 

z 
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 Possible responses Max 
Mark 

 
(b) 
 
 
(i)   

 
The owners of a music venue, with a maximum capacity of 400 people, conducted market 
research into consumer demand for tickets at different prices.   
The information they obtained is shown in the table below.   

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 

Diagram:  13 marks 
Labels: P, Q, D/C, S/C, PE, QE : 6 x 1 marks 
Vertical S/C at 400 units: 2 marks 
5 points along D/C (5 x 1) = 5 marks 

 Possible responses Max 
Mark 

(ii) Explain the reason for the shape of the supply curve for this music venue.   
 
Regardless of price the quantity supplied will be fixed at 400 / even if price goes to €100 
the venue can only accommodate 400 attendees.   
It is perfectly inelastic / vertical, reflecting the fact that venue has a maximum /  
fixed capacity of 400. 
 

 
 

6 
 
 

 

If 400 is not referred to: -1m 

                       0                 200             400            600           800                  Quantity (units) 

                                       
Price 

                                        
€ 

  
            

100                                  
  

80 
 

60 
  

40  
  

20 

S/C 

D/C 

Consumer Surplus 

Total  Revenue 

PE 

  QE 
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 Possible responses Max 
Mark 

(iii) 
 
 
 
 
 
 
 
(iv) 

Explain the terms consumer surplus and total revenue. 
 
Consumer surplus is the difference between what the consumer paid for the product 
and the maximum price s/he was willing to pay for it rather than go without the 
product.  
 
Total Revenue: is the total revenue received from sales i.e. Price x Quantity sold.                                           
 
 

Show clearly on the diagram you have drawn in part (i) above, the areas of consumer  
surplus and total revenue at equilibrium.  
 

 
 

6 
 
 
 

6 
 

2 + 2 
 

35 
 

 Possible responses Max 
Mark 

(c) 
(i) 

 
 
 
 
(ii) 

 
Calculate the total revenue from the ticket sales for the above venue, assuming there is 
 a full house.  Show your workings. 
 
400 x €60 = €24,000 
 
Explain how a knowledge of the concept of consumer surplus could benefit the owners  
of the music venue.                
 
The owners of the venue know that some consumers will be willing to pay higher prices 
than other consumers to attend the venue.  By offering slightly different choices the firm 
is able to separate consumers who are willing to pay higher process. 
 
The owners could charge higher prices and extract this surplus. Offer something  
extra to some consumers – tickets closer to the stage; seated vs standing; advance ticket 
purchase; meeting with the bands/performers; seasonal tickets etc.  
 
If the consumer was charged the highest price they were willing to pay then the owners 
of the music venue could turn the consumer’s surplus into revenue and as a result they 
could increase their profits. 
 
For small firms an understanding of the consumer surplus can aid better decision making 
about setting prices. Consumers that derive large benefits i.e. a large consumer surplus, 
from buying products or services are likely to purchase them again in the future.                                                                                                        
                                                                                                                              
 
 

 
 
 
 

6 
 

9 
graded 
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 Possible responses Max 
Mark 

(iii)  
 
 
 
 
 
 
 
 
 
 

(iv)  

Indicate on the graph that you have drawn the profit-maximising level of output and 
explain your answer.   
 
Explanation: 
Profit maximisation occurs when MC = MR.   
The MR for this product is €30.   
Profit maximisation occurs at an output level of 5 units. 
 
As long as marginal revenue exceeds marginal cost, increasing the quantity adds to 
profit. At MC =MR profit is neither increased or decreased.  

 
Calculate the profit earned at this profit-maximising level of output.    
 

TR – TC 
(P x Q) = €30 x 5= €150 
€150 - €115= €35 

 
2+2 

 
4 
 
 
 
 
 
 
 

4 
 
 

25 
 

 

 Possible responses Max 
Mark 

 
(b) 
(i)  
 
 
 
 
 
 

(ii)  

 
 
Define the term price elasticity of supply (PES). 
 
It is the percentage change in quantity supplied caused / divided by the percentage 
change in price. 
Price elasticity of supply measures the degree of sensitivity- / responsiveness of 
quantity supplied to changes in price. 
 
Explain, by means of an example, why the PES might be different in the long run than in 
the short run. 
 
In the short run, the quantity supplied is not very responsive to the price. 
Firms may find it difficult to respond to a change in price by changing output.  Firms  
cannot easily change the size of their factories or productive capacity in the short run  to 
make more of the goods but may have some flexibility.  (-1m if example not given) 
 
Supply is usually more elastic in the long run than in the short run due to the ability to 
change capacity in the long run. With more time to adjust, the supply response becomes 
larger.  Over longer periods, firms have more time and can build new factories, hire new 
staff and invest in capital and equipment. (-1m if example not given) 
 
It takes time to respond to a price change.  In the long run a firm can increase the scale 
of production by employing more factors of production.  In a competitive industry with 
not too many barriers it will be possible for more firms to enter the industry in the long 
run. 
 

 
 
 
 

5 
 
 
 
 

10 
graded 
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 Possible responses Max 
Mark 

 
(iii)  

 

 
Discuss two factors, other than time period, that influence the PES of a product.   
 

x The nature of the product / ease of storing stock  
Some firms can build up a stock of the product to respond more flexibly to changes 
in prices.  In such cases price elasticity of supply is more elastic than in industries 
where it is difficult to do this. Many products are perishable, fixed in supply or take a 
long time to produce. These products cannot respond to price changes i.e. their  
supply is inelastic e.g. crops. 
                        

x Is the firm operating at full productive capacity  
If a firm is capable of producing more goods with its present resources, supply will 
be elastic as the firm can easily increase its production. However, if it was operating 
at full capacity it could not react quickly to an increase in market price so supply 
may be inelastic.  If labour and raw materials are readily available, it is easier to  
increase production. 
 

x Mobility of the factors of production 
Firms allocate their resources to the most profitable use. Thus, if factors are mobile 
the elasticity of supply will be elastic for goods whose prices have increased, as the 
firms can switch its resources to the production of those goods. 

 

x Degree of specialised labour or capital used in production 
The production of some goods requires the use of highly specialised labour/ 
machinery. If extra units of these forms of labour and machinery are not  
immediately available, then it is difficult for a firm to react to a change in the market 
price – supply would be inelastic. 
 

x Ease of switching between alternative means of production  
If firms can quickly change the way they produce goods, supply tends to be more 
elastic.              

 
x Production cost conditions 

If, at the prevailing output, production can be increased without incurring an 
increase in unit cost then the quantity supplied may increase significantly when  
market price rises i.e. supply is elastic. But if increased production means an  
increase in unit costs then quantity supplied will not increase significantly when the 
market price rises. 
 

x Products in joint supply 
When a firm is producing two products, the supply of either will be more elastic than 
if the firm was only producing one. If the price of one of the products rises, the 
factors of production can be switched fairly quickly to produce more of the product 
which has risen in price. 

                                                         
Must refer to elastic / inelastic: -1 mark 

 
                                                           

 
 
 

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

 
(c) 
(i)  
 
 
 
 
 
 
 
 
 
 

(ii) 

 
 
Outline the potential impact a fall in the value of Sterling (£) against the Euro (€) would have on  
the price UK consumers pay for Irish products. 
 
A fall in the value of sterling means that Irish goods will be more expensive in UK  
markets.  UK consumers will have to pay more for Irish goods.   Persistently lower  
sterling will, and has, fed into higher prices for Irish goods in the UK economy. 
Some sellers in the UK may choose not to pass on the higher prices in order to keep  
market share.   
 
 
 
Explain how knowledge of price elasticity of demand (PED) might be helpful to Irish 
exporters who wish to maximise their total revenue in the UK market. 
 
If the product has an inelastic demand then there is scope for the firm to increase price 
by a large amount as they know that the quantity demanded won’t change very much 
and, overall, total sales revenue will increase. (When demand for a product is inelastic an 
increase in price should increase total sales revenue). 
If PED is inelastic in the UK market they may decide to increase price. 
 
If demand for their product is elastic then the firm might be wary of raising price.  This is 
because the quantity demanded will fall by a greater proportion, thus lowering total 
sales revenue. (When demand for a product is elastic an increase in price should reduce 
total sales revenue). 
If PED is elastic in the UK market they may decide not to increase price. 
 

Or 
If response is linked to part (i) 

 
A fall in the value of sterling means that Irish exporters will have to raise the sterling 
price of their product in the UK market if they wish earn the same amount of revenue in 
euros.   
However, a knowledge of PED (elastic/inelastic) will be useful as to whether or not to 
proceed with the passing on of an increase in price to the consumer as a result of the fall 
in value of sterling. 
 
 
 

Elastic-Inelastic / Explanation / reference to UK market 
 
 
 
 
 
 
 
 

 
 
 
 
 

7 
 
 
 
 
 
 
 

2 x 9 
graded 
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Q1   Concepts / Electric cars equilibrium / Private residential property 
 
(a) In the case of any two of the following distinguish between the concepts. 

(i) The Law of Demand and the Law of Supply. 
(ii) Consumer Surplus and Producer Surplus. 
(iii) Derived Demand and Joint Demand.                                                                                  [25] 

 
 
The Law of Demand states that as prices rise the quantity demanded will fall and vice versa, ceteris paribus 
(all other things being equal).  We illustrate the law of demand using a downward-sloping line from left to 
right. There is an inverse or negative relationship between the price of a good and the quantity demanded 
of that good. 
 
The Law of Supply states that as prices rise the quantity supplied will rise and vice versa ceteris paribus (all 
other things being equal).  We illustrate the law of supply using an upward-sloping line from left to right.  
There is a positive relationship between the price of a good and the quantity supplied of that good. 
 

Consumer Surplus is the difference between what a consumer actually pays for a good and the maximum 
s/he was willing to pay for the good rather than do without it. The utility gained from a good or service in 
excess of the amount paid for it. 
 

Producer Surplus is the difference between what a producer receives for a good and the minimum s/he was 
willing to accept for the good. The extra earnings obtained by the producer above the minimum required 
for them to supply the good or service. 
 
Derived Demand is where a factor of production is not demanded for its own sake but rather for its 
contribution to the production process.  

Joint Demand is where two (or more) goods are used in conjunction with each other in order to achieve 
utility. They are complementary goods, for example, golf clubs and golf balls. 
 

1st correct response: 7 marks 
Remaining 3 correct responses: 6 marks each 

 
 

(b) Assume the market for electric cars is in equilibrium. Describe with the aid of a separate diagram in 
each case the effects each of the following market situations is likely to have on the equilibrium 
position for electric cars. 

(i) A technological advance in the production process of electric cars. 
(ii) The motor tax on petrol engine cars is expected to rise in the near future. 
(iii) The government increases subsidies on public transport, reducing prices for its  

commuters.                                                                                                                         [30] 
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 P2 

 P1 

(i) A technological advance in the production process of electric cars. 
 
 
                                                              P 
                                                                                                           S1 
                                                                                                                        S2 
                                                                P1 
 
                                                                P2 
 
                                                                                                                   D 
 
                                                                                       Q1     Q2                     Quantity 
                  
 

x S/C shifts to the right (S2) 
x The technological advance will lead to an increase in the supply of electric cars due to increased  

efficiency/lower unit production costs 
x There will be a surplus of electric cars at price P1.  This surplus will cause the price to fall to P2. 
x New lower equilibrium price – P2 
x New higher equilibrium quantity –  Q2  

Diagram: 5m 
D / S1 / S2 / Indication of lower equilibrium price, higher quantity: 1 marks each = 5 marks. 

Explanation: 5m 
Shift in S/C to the right / Lower P / Higher Q: 1 mark each  

& reference to Surplus that drives down price / efficiency/productivity has increased: 2 marks 
 

(ii) The motor tax on petrol engine cars is expected to rise in the near future. 
 
 
                                                                                                                       S 
 
 
 
  
                                                                                                                           D2 
                                                                                                                       
                                                                                                                      
                                                                                            Q1     Q2                     Quantity 

 
x D/C shifts to the right (D2) 
x The demand for electric cars will increase as a substitute good has now become more expensive. 
x This increase in demand will result in an excess demand or a shortage which will drive price up to P2. 
x New higher equilibrium price – P2 
x New higher equilibrium quantity – Q2   

Diagram: 5m 
S / D1 / D2 / Indication of higher equilibrium price and quantity: 1 marks each = 5 marks. 

Explanation:5m  
Shift in D/C to the right/ Higher P / Higher Q: 1 mark each & 

reference to Shortage that drives up price / electric cars now more attractive as substitute 
good has increased in price: 2 marks 

P 

D1 
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P1 

P2 

Q1 Q2 

 
(iii) The government increases subsidies on public transport, reducing prices for its commuters.                                                                                                                                         

 
 
                                                                                                                       S 
 
 
 
 
                                                                                                                           D1 
                                                                                                                       
                                                                                                                      D2 
                                                                                                                            Quantity 

 
x D/C shifts to the left (D2) 
x The demand for electric cars will decrease as a substitute service has now become more affordable / 

cheaper. 
x This decrease in demand will result in an excess supply which will drive price down to P2. 
x New lower equilibrium price – P2 
x New lower equilibrium quantity - Q2  

 
Diagram: 5m 

S / D1 / D2 / Indication of lower equilibrium price and quantity: 1 marks each = 5 marks. 
Explanation: 5m 

Shift in D/C to the left/ Lower P / Lower Q: 1 mark each & 
 reference to Excess supply which will drive price down to P2 / car transport is less attractive than the 

subsidised public transport: 2 marks. 
 
 
 
(c) The average monthly rental price for private residential property in Ireland is €1,078.                                 [20]  
                                                                                                                                                                 (Source: Daft.ie 2016) 

(i) Assume the average monthly equilibrium rental price is €1,078. On one diagram, 
illustrate the effect on the market if the Irish Government introduced a rent control that sets  
the maximum rent at €715.  

 

                                      P/Rent                          

                                                                                                                               Supply 

 
 

                                           € 1,078 
 

                                              €715                                                                   Maximum rent / price ceiling 
 

                                                                                                                                     Demand  

   

                                                                                    S1          QE           D1                        Q 

                                                                         (Excess demand: D1 minus S1) 

Diagram: P / Q / S / D / € 1,078 / QE  /  S1  /  D1   at 1 mark each  +  €715: 2 marks = 10 marks 

P 

Excess.    Demand. 
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(ii) Discuss the likely economic consequences of such a rent control (i.e. price ceiling on rental costs) on 
the Irish rental property market.      

 
Possible responses include 

 
Effect on demand 
The rent price would decrease to €715 and the quantity demanded would increase as more people 
can now afford to rent.  The impact of the price ceiling/rent control is a shortage or excess demand 
at this new price level. 
 
 
Effect on consumers  
Rent controls can reduce exploitation of consumers, especially where there is a lack of competition. 
They can help people on low incomes to afford rental housing. It will allow those on lower incomes to 
have an improved standard of living.  If landlords do not invest in their properties then consumers 
may have to settle for poor quality accommodation. 
 
Effect on landlords 
The quantity supplied of rental property will fall if developers / landlords consider the rental return to 
be too low. Some landlords may decide to sell their properties or withdraw from the market.  Some 
landlords will have less income to invest and maintain their property, resulting in a deterioration in the 
quality of properties.  
 
Allocation of available supply 
Problems arise over how to allocate supply to meet the excess demand in the market, since price 
cannot increase. This could involve a ‘first-come, first-served’ basis or ‘seller’s preference’, both of 
which are deemed to be unfair.  Landlords may require large deposits from new tenants. 
 

Difficulties for government / black market 
It will be difficult for the government to monitor and enforce price controls in markets. There is a 
danger of a shadow market/black market being created. 

 

 

2 at 5 marks each (2 +3) 
 
 
 

 
 
 
 
 
 
 
 
 
 

 

 

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2016	Q1	

�54
9 | P a g e  

 

Q1: Supply / Elasticity / How a shortage of tickets may arise 
 

 (a) (i) Outline four factors that determine the supply of a good or service.   
 (ii) Explain the difference between a movement along a supply curve and a shift in a supply curve.  
                   Use appropriate diagrams to illustrate your answer.                                                                        [35] 
 
(i) Outline four factors that determine the supply of a good or service.   
 

The factors that affect supply include: 

! Price of the good itself 
 
! Price of related goods  

 
! Cost of inputs / cost of production 

 
! The introduction of new technologies  
 
! Unplanned events / changes in expectations 
 
! Indirect taxes / Government subsidies 

 
 
 

4 x 5 marks. State: 2 marks. Explain: 3 marks. 
 

(ii) Explain the difference between a movement along a supply curve and a shift in a supply curve.  
          Use appropriate diagrams to illustrate your answer.       
 

Movement along a supply curve Shift in a supply curve. 
 
            P                                                                          
                                                                 S LABELLED 
            P2             
  
            P1 
 
 
 
                                  Q1         Q2                   Q                
 

      
     P 
                                        S decease       S0             S Increase 
 
 
 
 
 
 
                                                                        Q             

3 marks 2 marks 
 
A change in the selling price of the good itself   
will cause a movement along the supply curve and  
we term this a change in the quantity supplied. 
 

 
A change in any of the factors other than price 
will cause the supply curve to shift to the right  
(an increase in supply) or to the left (a fall in 
supply).  In this case we say that there has been a 
change in supply at any given price. 

 
5 marks 5 marks 

 
8 marks 

 

 
7 marks 

 

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2016	Con+nued	

�55

10 | P a g e  
 

                                                 
               
 
(b) Read the following statements and indicate if they are TRUE or FALSE. Explain your answer in each case. 
  (i) The cross price elasticity of demand for substitute goods has a negative value.  
  (ii) Price Elasticity of Demand (PED) tends to be more elastic in the long-run than in the  short-run. 
  (iii) When demand for a good is price inelastic, a reduction in price will increase total sales revenue. 
  (iv) Income elasticity of demand (YED) for luxury goods is positive.                                                  [24] 
 
 
 

(i) The cross price elasticity of demand for substitute goods has a negative value.   FALSE 
 

The cross price elasticity of demand for substitute goods is positive / An increase in the price of one good 
will lead to an increase in the demand for its substitute. 
Substitute goods are goods that are interchangeable.   
For example, Toyota and VW are substitute goods.  If the price of Toyota cars increases, then the 
demand for VW is also likely to increase.  
 
 
(ii)    PED tends to be more elastic in the long run than in the short run.  TRUE 

In general, for many goods, demand is more elastic in the long run than in the short run because it takes  
time for consumers to adjust their patterns of consumption to changes in price. 
Over the longer term consumers are better able to switch from one product to another and demand for 
original product becomes more price elastic. 
 

 
(iii) When demand is price inelastic, a fall in price will increase total sales revenue.  FALSE 

 If demand is inelastic it means that buyers are not sensitive to changes in prices.  Thus the increase in 
demand in percentage terms is smaller relative to the price change in percentage terms. Therefore, the 
fall in price won’t increase sales revenue, rather it will lower it. 

  

 
(iv) Income elasticity of demand (YED) for luxury goods is positive.  TRUE 

As income rises consumers spend proportionately more on normal goods.  As luxury goods are normal 
goods this statement is true. Consumers will buy more of these goods as income rises therefore YED is 
positive/A luxury good is a normal good for which income elasticity of demand is positive and greater 
than 1. 

 
True / False: 4 x 2 marks 
Explanation:4 x 4 marks 
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(c)    Using the concepts of demand and supply explain, with the aid of a labelled diagram, how a shortage of  

                 tickets for a major concert may arise. The concert venue has a maximum capacity of 30,000 people.    [16] 
  

                                                        P                                           S 

 
 
 
                                                        P1 

 
                                                        P2 

                                                                                                                                D 
 
 
                                                                                                                                       Q 

                                                                                           30,000       >30,000 
 

12 marks 

 
Supply of concert tickets is fixed regardless of the price. The S/C is vertical showing that the capacity is 
fixed at 30,000 seats. With limited supply the market equilibrium price could be very high. The D/C for 
concert tickets is downward sloping as concert tickets are a normal good. At prices below the market 
equilibrium price of P1 (e.g. P2) there is excess demand and insufficient supply. If the promoters were to 
sell tickets at prices lower than the equilibrium price P1, then there would be excess demand at this price. 

 
4 marks 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Excess 
Demand 

Ticket Price 
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Q1   Markets and Price ceiling for private rented accommodation 
(a) The table below refers to the market data for 4G High Definition Televisions (TVs). 
 

Price (€) Quantity Demanded  
(’000 units) 

Quantity Supplied  
(’000 units) 

1,000 20 120 

 800 30 80 

 600 50 50 

 400 80 30 

 200 120 20 

 
 (i) Using the above data, draw a diagram showing the market demand and market supply curves  for 

4G TVs, showing the price and quantity of 4G TVs at which this market is in equilibrium. 
 

(ii) Define the concept market equilibrium.  With reference to the above market, explain how 
equilibrium is arrived at.                                                                                                                 (30)    
                

(i) 

� D/C: 5 points x 1 mark each + Correct label x 1 mark. (6) 
� S/C: 5 points x 1 mark each + Correct label x 1 mark. (6) 
� Price & Quantity axes: 2 x 1 mark each.  (2) 
� Equilibrium price + equilibrium Quantity: 2 x 1 mark each. (2)  
 

16 marks 

 

 

 

 

 

                                                                                               

z

z 

z 

z

z 

z

z

z

z

PE 

QE 

D/C 

S/C 

Price 
€ 

Quantity  
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P  

 
PE

1 

 
PE

2 

 QE
2  QE

1  

 

X 

  
Y 

 

 
 (ii) Define the concept market equilibrium.  With reference to the above market, explain how equilibrium 

is arrived at. 
 

Definition: 
Market equilibrium arises where the quantity demanded equals the quantity supplied / equilibrium occurs when 
the price is such that the quantity that consumers wish to buy is exactly balanced by the quantity that firms wish 
to supply. There is no tendency for price to change. 
 

10 marks (6 + 4) 
Explain how equilibrium is arrived at: 

 
If the price on the market is below the equilibrium price of €600, a situation of excess demand will occur.  
Excess demand will drive up the price of the TVs. Eventually as the price begins to rise demand will decrease 
and supply will increase.  Price will continue to rise until equilibrium is restored at the equilibrium price of 
€600 and 50,000 TVs are purchased. 

 

 
OR 

 
If the price on the market is above the equilibrium price of €600, a situation of excess supply will occur as 
buyers are not willing to pay the high price. Then there will be downward pressure on price.  Quantity supplied 
will exceed quantity demanded and firms will lower price to sell the surplus televisions.  Firms will reduce 
stock levels by reducing price. The lower prices will encourage an increase in demand. Price will continue to 
fall until equilibrium is restored at the equilibrium price of €600 and 50,000 TVs are purchased. 

 
 
 

4 marks  
 

 (b) The market for wheat is in equilibrium.  Explain, with the aid of a separate diagram in each case, the effects  
               which each of the following market situations is most likely to have on the equilibrium position for wheat: 

(i) Exceptionally wet weather conditions 
(ii) An increasing percentage of the population is suffering from wheat allergies and intolerance 
(iii) A decrease in the price of oil.                                                                                                    (30)

                          
(i) Exceptionally wet weather conditions  

  

 
 
 
 
 
 
  
 
 
 

� S/C shifts to the left (S2) 
� Wet weather conditions will result in lower yields of wheat (lower quantity of wheat supplied to market) 
� Shortage of  wheat at existing price level (ceteris paribus) 
� Increase in price, so demand contracts 
� New higher equilibrium price PE

2
 

� New lower equilibrium quantity  QE
2
 

 
 

Diagram: D / S1 / S2 / Indication of Higher Price and lower quantity: 1 marks each = 5 marks. 
Explanation: Shift in S/C / Higher P / Lower Q: 1 mark each and reason for shift in S/C: 2 marks 

 Qty

D

 

S2

z

S1

z

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2015	Con+nued	

�59

   
 

PE
1 

PE
2 

QE
1 QE

2 

PE
1 

PE
2 

QE
2 QE

1 

 
 
 
 
(ii) An increasing percentage of the population is suffering from wheat allergies and intolerance. 
 
 
 
                                                                                                                     
 
 
 
 
                                                                                                                             
                                                                                                                       
                                                                                                                         
                                                                                                                            Qty 

 
� D/C shifts to the left (D2) 
� Consumer preferences will decline for wheat products due to allergies and intolerance 
� Assuming price does not change (ceteris paribus) a situation of excess supply develops 
� In order to reduce the stocks of wheat the price of wheat will fall 
� New lower equilibrium price  PE

2 
� New lower equilibrium quantity  QE

2 
 

Diagram: S / D1 / D2 / Indication of lower price and lower quantity: 1 marks each = 5 marks. 
Explanation: Shift in D/C / Lower P / Lower Q: 1 mark each and reason for shift in D/C: 2 marks 

 

 
 
(iii) A decrease in the price of oil.   
 
 
 
 
                                                                
                                                                                                  
                                                                                                                 
                                                              
 
                                                             
 
                                                                                                                     
 
                                                                                                             
                  
 

� S/C shifts to the right (S2) 
� Production costs for farmers growing wheat will fall and they will be prepared to increase supply 
� A greater supply of wheat to the market will create a situation of excess supply if price unchanged 
� New lower equilibrium price PE

2 
� New higher equilibrium quantity  QE

2
 

 
Diagram: D / S1 / S2 / Indication of lower Price and higher quantity: 1 marks each = 5 marks. 

Explanation: Shift in S/C / Lower P / Higher Q: 1 mark each and reason for shift in S/C: 2 marks 
 

 

P 

z

z

S

D1

D2

S1

S2

D

z

z

P 

 Qty

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2015	Con+nued	

�60

   
 

 
 (c) Following recent sharp increases in the price of private rented accommodation, calls have been made for the 

Irish Government to introduce price/rent controls (a rent ceiling).      

Advise the Minister for the Environment on the possible economic consequences of the Government intervening 
in the market by imposing a price ceiling for private rented accommodation.                                              (15)
       
                             

Possible Responses include: 
 
Shortage of accommodation 
If the price/rent ceiling is below the equilibrium price for the market, there will be more people looking for 
accommodation (excess demand) and hence a shortage of rented accommodation. 
 
The rent control will also affect the supply side of the market. Some landlords may no longer be willing to 
make property available at the lower price as they will no longer find it profitable to supply as much rental 
accommodation. This could create a shortage of available accommodation. 
 
Lower Rents 
While some buyers get to pay a lower price, and hence improve their standard of living, other buyers cannot get 
any accommodation at all. 
 
Allocation by alternative methods 
As not all those wishing to rent can be catered for suppliers must decide which consumers to do business with.  
Landlords may allocate according to sellers’ preferences or prejudices e.g. they may not rent to those on rent 
allowance. Rent control could turn the market into a lottery. It could be on a first-come-first-served basis.  
   
Reduced mobility 
People who have rent controlled property will be reluctant to move since they have to search for new 
accommodation under conditions of severe shortage. 
Some people will be reluctant to move out of parental homes as quickly as they might otherwise have done. 
 
Quality of accommodation 
Property investors may skimp on quality so as to reduce costs, hence the quality of rental accommodation may 
deteriorate. 
 
Black Market 
It could lead to a growth in the illegal black market for rented accommodation. Landlords may require large 
deposits from new tenants. Landlords may evict tenants in order to extract larger deposits from new tenants. 
 
Lower supply of available housing / Impact on future supply  
Some landlords may decide to exit the industry as it’s no longer profitable to rent out property. 
Others may decide not to construct new rental accommodation as the return would be insufficient. 
 

3 points at 5 marks each (2 + 3) 
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Q1   Utility / Supply and Markets 

(a)

No of Units Consumed 1 2 3 4 5 

Total Utility in Units/Utils 20 45 60 70 75 

Marginal Utility in Units/Utils 20 25 15 10 5 

(i) State and explain the law illustrated in the above table. 

(ii) Outline two assumptions underlying this law.                         (25) 

(i)

Statement: 

This table illustrates the Law of Diminishing Marginal Utility.

Explanation:

This law states that as a consumer consumes more units of a good the extra satisfaction or marginal utility  

derived from each additional unit consumed will eventually decline. After the consumption of the second 

unit of the good in the above example, the marginal utility of the third unit consumed is 15 utils of 

satisfaction compared to a marginal utility of 25 utils for the second unit consumed. 

Statement: 4 marks/Explanation:  9 marks = 13 marks 

(ii) Outline two assumptions underlying this law.                                                                  

Applies after ‘the origin’ 
The law only applies after a certain minimum quantity of the item has been consumed e.g. A full orange 
consumed equals ‘the origin’ rather than segments of it. 

Consumer tastes do not change 
It is assumed that consumers’ tastes remain the same, thus utility means the same thing for the commodity 
in question. 

Consumer incomes do not change 
It is assumed that consumers’ incomes do not change in the time period being examined, which would 
affect consumption patterns. 

No time lapse between the consumption of successive units which permits a change in taste 
It is assumed that there is a relatively short time period between consumption points. 

2 Assumptions: 6 marks each = 12 marks 
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(b)        (i)      State the ‘Law of Supply’, and illustrate with a labelled diagram. 

(ii) Explain how technical progress affects the supply curve. 

(iii) Outline, with the aid of labelled diagrams, two other factors that would cause a shift in the supply curve.   

                                                                           (30) 

(i)    State the ‘Law of Supply’, and illustrate with a labelled diagram. 

The law of supply states that there is a positive relationship between the price of a good and the quantity 

supplied of that good i.e. if the price rises / quantity supplied rises and if price falls quantity supplied falls, 

ceteris paribus (all other things being equal). 

Statement: 4 marks  

                                                  P                                          

                                                                                                  Supply 

                                                                                                                Q 

Diagram: 4 marks 

(ii) Explain how technical progress affects the supply curve. 

Technical progress, such as the introduction of a labour saving device: 

Will reduce production costs / increase the productivity of the firm (more output per worker)  

The supply curve shifts out to the right (at each level of price there will be an increase in the supply). 

Explanation: 6 marks  
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(iii) Outline, with the aid of labelled diagrams, two other factors that would cause a shift in the supply curve.    

x Costs of inputs/factors of production 

x Number of sellers/suppliers in the market 

x Changes in taxation/subsidies 

x Price of related goods in production

x Changes in expectations about future price of the good 

x Changes in unplanned factors. 

Cost of inputs
If there is an increase in input prices that a firm uses in the production of its good, then it will be more costly 
to produce the good. They will not continue to supply the same quantity of the good at the old prices, there 
will be a reduction in supply.  The supply curve will shift to the left. 

Number of sellers in the market 
 If the number of firms in the industry decreased e.g. due to rationalisation, then the overall quantity supplied 
will decrease, with a leftward shift in the supply curve. 

Changes in Taxation/Subsidy
A subsidy will shift the supply curve to the right by the amount of the subsidy. Taxes on goods cause price 
increases and this affects the quantities firms may or may not be willing to supply. 

Changes in the price of related goods in production
When a producer sells several products the quantity of any one good it is willing to supply at any given price 
depends on the prices of its other co-produced goods. Example: Oil refinery produces gasoline from crude 
oil but it also produces heating oil and other products from the same raw material.  If the price of gasoline 
increases relative to heating oil, then the supply of gasoline will increase.  

Changes in expectations
When suppliers have some choice about when they put their goods up for sale, changes in the expected
future price of the good can lead a supplier to supply less or more of the good today. 

Changes in unplanned factors 
If the weather improves unexpectedly then the supply of agricultural products may increase and supply curve  
may shift to the right. 

                              Increase in quantity supplied                                                  Decrease in quantity supplied

         P                                                                                       P 

                                                 S1               S2                                                                 S2              S1

                                                                                                      

         

                                                                 Q                                                                                            Q 

2 factors stated, explained with correctly labelled diagram: 8 marks each = 16 marks 
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(c) Macklemore announces a concert in Ireland at a venue with a maximum capacity of 80,000 people. The tickets are 

priced at €65 and the concert sells out in hours. 

  (i) Draw one labelled diagram, showing a market demand curve and a market supply curve that would be 

consistent with the above information.  Explain your answer.

(ii)    Explain, using the concept of Consumer Surplus, why it might make sense for the concert promoters to 

have different ticket prices (e.g. VIP section, seating section and standing section) for this concert. (20) 

             

(i)  P Supply

€65

                 Demand 

                  80,000                 Q 

x Supply of Macklemore tickets is fixed, therefore the supply curve is vertical or perfectly inelastic.

x The equilibrium quantity is 80,000. 

x and the equilibrium price is €65. 

Correct diagram: 8 marks/Explanation: 4 marks = 12 marks 

(ii)

Consumer surplus
Consumer surplus is the difference between what a consumer actually pays for a product i.e. the market
price and what s/he would have paid rather than go without the product. 
Some concert goers are likely to be bigger fans than others and so would be willing to pay more than €65 to 
go to the concert. 

The concert promoter can extract consumer surplus by offering something extra 
To extract this consumer surplus the concert promoter may charge these concert goers a higher price for 
tickets closer to the stage, for seated tickets or for advance ticket purchase for fan club members.  The VIP 
tickets could allow fans meet with band members plus other perks etc. 

Example
For example the promoter could charge €100 for front row seats tickets.  Those who pay this will forgo a 
consumer surplus of €35; those who pay €85 for seated tickets will forgo €20 of consumer surplus. 
In this way the sales revenue of the promoter will increase as these consumers have been charged what they are 
willing to pay and will therefore buy the tickets. A person who faces a price for a ticket higher than what s/he is 
willing to pay will not buy a ticket. 

2 points of explanation:  4 marks each = 8 marks 
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Q3   Elasticity 

(a) (i) Define the categories of Price Elasticity of Demand (PED): elastic, inelastic and unit elastic. 
(ii) State three factors that affect PED and explain how each factor affects it.               (30)

    
(i) Define the categories of Price Elasticity of Demand (PED): elastic, inelastic and unit elastic. 

Elastic demand
The percentage / proportionate change in the price of the good causes a greater than percentage / 
proportionate change in quantity demanded of the good.   

Inelastic Demand
The percentage / proportionate change in price of the good causes a lesser percentage/proportionate
change in the quantity demanded of the good. 

Unitary Elastic Demand 
The percentage / proportionate change in the price of the good is equal to the percentage / proportionate 
change in the quantity demanded of the good. 

Each definition: 5 marks each 

(ii)     State three factors that affect PED and explain how each factor affects it. 

The amount and availability of close substitutes 
When a good has a close substitute and its price is increased the demand for the good will be elastic because 
people will switch to the cheaper substitute. Where a good has no substitutes and its price is increased there is 
no substitute to switch to and so it will be inelastic.  

The proportion of income which is spent on the good
In general the greater the proportion of income which is spent on a good, the more elastic the demand this 
good is likely to be in response to a change in its own price. An increase of 50% in the price of a box of 
matches is unlikely to have a significant effect on the demand for it as it constitutes only a small % of income. 

The length of time allowed for adjustment to price changes 
The longer any price change persists, the greater will be the PED. If the price of electricity rose by 80% a 
consumer may economise on the use of various electrical appliances in the short term. In the long term the 
consumer will have to consider substituting other forms of energy. The longer the time period available to 
figure out possible changes, the more electricity will be saved. The demand will at first be highly inelastic but 
as time goes on will become more elastic. 

The durability of the good
The more durable the good, the more elastic is the demand for it likely to be in response to a change in its 
own price. In the case of products such as cars if there is an increase in price, it is likely that the public will 
extend the life of their existing car and postpone the purchase of a replacement. 

Number of alternative uses the good has 
A good which has a large number of alternative uses will usually have an elastic demand. For example sugar 
is used in direct consumption, for sweetening purposes, baking, food processing etc. Any increase in the price 
of sugar may only result in a small fall in demand in each of these markets but the overall total fall may be 
significant and so will be price elastic. 

3 factors:  5 marks each = 15 marks 
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(b) A consumer/motorist buys 20 litres of petrol when the price is €1.60 per litre. When the price increases 
to €1.70, as a result of an increase in carbon tax, the consumer buys 19 litres. 
Calculate the consumer's Price Elasticity of Demand (PED).  (Show all your workings.)
Is this demand for petrol price elastic or price inelastic?   
Outline the implication of your answer for government revenue.                                      (20) 

Calculate the consumer's Price Elasticity of Demand (PED) 

        - 1_ x    €1.60 + € 1.70 (€3.30)      =    - 0.846 (- 0.85) 

        10c                20 + 19           (39)

10 marks  

     Is this demand for petrol price elastic or price inelastic?  Demand for petrol is inelastic. 2 marks

Outline the implication of your answer for government revenue. 

An increase in the price of petrol will yield an increase in revenue for the government, because the 
percentage increase in price will be greater than the percentage decrease in quantity demanded, resulting 
in increased tax revenue for the government.         

8 marks 

(c) A firm is considering a change to its product's price.  It conducts market research which reveals that the 
Price Elasticity of Demand (PED) for the product is - 2.5 .

 Use this information to answer the following question: 

(i) If the firm wishes to maximise total sales revenue, should it lower or raise the price of the 
product?  Explain your answer. 

The market research also reveals Income Elasticity of Demand (YED) for the product is + 4.5 .
 Use this information to answer the following question:
(ii) In the case of an economy which is expected to remain in recession for the next five years, what, if 

any, will be the likely impact on the demand for the product?  Explain your answer.              (25) 

(i) Price Elasticity of Demand (PED) for the product is - 2.5 .

This good is a price elastic good because its absolute value is greater than 1 (a 1% reduction in price will 
cause a 2.5% increase in quantity demanded). 
To increase total sales revenue the firm should reduce price. 
This is because the percentage increase in quantity demanded is greater than the percentage decrease in 
price. 

12 marks  

 (ii)    Income Elasticity of Demand (YED) for the product is + 4.5 .

This good could be considered by consumers to be a luxury good because its YED is greater than 1  
(a 1% reduction in income will cause a 4.5% reduction in quantity demanded). 
So as incomes fall in a recession / quantity demanded should fall by a larger percentage than the 
percentage fall in income.   

13 marks  
Other acceptable answers marked on their merits 
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Q1   Demand / Substitution effect and Income effect. 
 

(a) (i) Distinguish between the terms ‘effective demand’ and ‘derived demand’. 
            (ii) Outline two possible exceptions to the Law of Demand.                                                          (25) 
 
(i)    Distinguish between the terms ‘effective demand’ and ‘derived demand’. 
 

Effective demand Derived demand 
Effective demand is demand supported by the 
necessary purchasing power. 

Where a factor or production is demanded 
not for its own use but for its contribution to 
the production process. 
 

 
 

1st correct response: 7 marks: (4 + 3) 
2nd correct response: 4 marks: (2 + 2) 

 
(ii)    Outline two possible exceptions to the Law of Demand.          
 

1. Giffen Goods 
x As the price falls, real incomes increase and consumes buy less of these goods and 

purchase more of better quality goods.  
x As the price rises consumers have less income to spend on other types of goods so they 

tend to devote more of their income to these goods. 
 
 

 
2. Status Symbols / Snob items / Ostentatious Goods / Goods of Conspicuous Consumption 

x A rise in price makes these goods more exclusive, and therefore more attractive to those 
who have the incomes to purchase them.  

x A fall in price may lead to a fall in quantity demanded as they may no longer appear as 
exclusive to the rich and are still outside the price range of the poor. 

 

 
3. Goods the purchase of which is influenced by expectations as to future prices   
    / Speculative goods 

x If prospective consumers think that prices are likely to be even higher in the future, the 
current level of demand may not fall even if prices increase.  

x If a person is considering buying a house the possibility that prices are likely to be even 
higher in the future will probably stimulate demand at current prices. 

 
4. Goods of Addiction 

x Consumers become so addicted to the drug that in order to get the same 'buzz' from 
consumption of the drug, demand for the commodity may increase, even when the price 
of the commodity increases.  

                              
2 at 7 marks (4+3) each 
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 (b) The market for a brand of blue jeans is in equilibrium.  Explain, with the aid of a separate diagram in  
            each case, the effects which each of the following is most likely to have on the equilibrium position: 

 
(i)  Due to the economic downturn there is a reduction in the real income of consumers.                   (30) 

                                                           P 
                                                                                                     S       
 

                                P1           
 
                                P2         
                                                                                D1 
                                                                     D2 
                                                                                      Q                  
                                                      Q2   Q1 
 

x  Diagram: S/C; D1; D2; Lower P, Lower Q: all at 1 mark each = 5 marks 
x D/C  shifts to the left (D2) shown on diagram at 1m 
x Because consumer income has fallen / they can’t afford the product at 2m 
x New lower P2 at 1m 
x New lower Q2 at 1m 

  
(ii)   A fall in the price of cotton, a key input in the production of the blue jeans. 

                                                           P 
                                                                                                  S1                  S2 
                                                          P1                                                   
                                                                                                  
                                                          P2 
                                                                                                              D 
 
 
                                                                                                              Q 
                                                                                     Q1       Q2 
 

x Diagram: D/C; S1; S2; Lower P, Larger Q: all at 1 mark each = 5 marks 
x S/C  shifts to the right (S2) shown on diagram at 1m 
x Because the costs of production have fallen at 2m 
x New lower  P2 at 1m 
x New higher Q2 at 1m 

 
(iii)     The blue jeans have recently been endorsed by a popular sports star.   

                                                              P                                       
                                                                                                     S 
                                                              P2                                                      
  
                                                              P1                                            D2             
                                                                                                  D1    
 
                                                                                 Q1      Q2                  Q 

x Diagram: S/C; D1; D2; Higher P, Higher Q: all at 1 mark each = 5 marks 
x D/C  shifts to the right (D2) shown on diagram at 1m 
x Because consumers’ taste / preference for these jeans has increased: at 2m 
x New higher  P2 at 1m 
x New higher Q2 at 1m 
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 (c) A fall in the price of a consumer product has both a substitution effect and an income effect. 
  (i) Explain the underlined terms. 

  (ii) If the price of an inferior product falls (all other things being equal) will more or less of the  
                                 product be purchased? Explain your answer with reference to the substitution effect and the  
                                 income effect.                                                                                                                             (20)         

 
 

(i)  
 

Substitution effect Income effect 
 
When the price of a good rises customers may 
shift to cheaper substitutes to maximise utility. 
 

 
When the price of a good falls it means that the 
consumer’s real income will rise. 
 
 

 
2 explanations at 5 marks each 

 
(ii)  

 

Price of inferior  
product falls 

Substitution effect Income effect 

 
Effect on demand 
 

 
Demand will rise 

 
Demand will fall 

 
Explanation 

 
The consumer is getting more 
marginal utility for this good  
now that it is cheaper. 

 

 
Because the good is an inferior good, 
demand will fall as the consumer will 
buy less as income has increased. 

 
2 explanations at 3 marks each 

 
 
If positive substitution effect is greater than the negative income effect then demand for the 
product will increase. 
 

or 
 

If negative income effect is greater than positive substitution effect then demand for the product 
will decrease. 
 

4 marks 
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Q1   Equi-Marginal Principal / PED / CED 
 
(a) (i) Explain the Equi-Marginal Principle of consumer behaviour.  
             (ii) State and explain three other economic assumptions used to analyse consumer behaviour.   (25)  

 
              

(i)  
 

Consumers will spend their incomes in such a way that the ratio of marginal utility to price  
is the same for all the goods consumed. They then enjoy maximum satisfaction. 
 
 

10 marks. 
 

 
(ii)  Three other economic assumptions used to analyse consumer behaviour. 
 
 

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

 
2.  The consumer acts rationally. 

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

 
3.  The consumer is subject to the law of diminishing marginal utility. 

As consumers consume additional units of a good their marginal utility for this good will 
eventually decline. 

 
3 at 5 marks each.  
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(b) A manufacturer of three different products calculates the price elasticity of demand (PED) for each  
          product as follows: 

 

  Product A:   -2.8     Product B:   -1.0  Product C:   -0.5 
 

 The manufacturer wishes to maximise its revenues.  Explain in respect of each of these products, 
what change, if any, the manufacturer should make in the prices currently being charged to enable it 

to achieve its aim. 
 Illustrate your answers with the aid of a demand curve for each product.                          (30) 

 
 
 
 
 Product A:   - 2.8 Product B:    - 1.0 Product C:      - 0.5
 
Price 
Change 

 
Decrease price 

 

Leave price unchanged 
 
Increase price 

 
Type of good 
 

 
Elastic 

 

Unit elastic 
 
Inelastic 

 
 
 
Reason 
 

 

Because: 

 

the % Ĺ in demand 

exceeds 

the % Ļ in price 

 

Because: 

 

the % ¨ in demand 

equals 

the % ¨ in price 

 

Because: 

 

the % Ĺ in price 

exceeds 

the % Ļ in demand 

 
 
Effect on 
Total 
Revenue 
 

 

 

This will increase 

 

 

Will remain unchanged 

 

 

This will increase 

 
 
 
Demand 
Curve 
 
 
 

P 
          

 

 

                                 D 

 

                                 Q 

P 
   

 

 

 

 

                                   Q 

P 
 

 

 

 

 

                                 Q 
 10 marks 10 marks 10 marks 
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(c) You are given the following information about certain products: 
 
  Cross Elasticity of Demand between Product X & Product A =  -0.8 
  Cross Elasticity of Demand between Product X & Product B =  +3.2 
  Cross Elasticity of Demand between Product X & Product C =  -1.6 
  Cross Elasticity of Demand between Product X & Product D =  +0.5 

 
(i) Which of the products above are substitutes for Product X?  Explain your answer. 

 (ii) Which product is the closer complement to Product X?  Explain your answer.             (20) 
 
 
 
 

Products B and D are substitutes to Product X.          
                                   
This is because substitutes have a positive CED, which means that as the price of product 
X rises the demand for both product B and D rises. 

 
10 (4+6) marks 

 
 

Product C is the closer complement to Product X.                                              
Product C has the highest numerical value of the two products A & C so this is the closest 
complement. 
If the price of Product X rises then the demand for Product C will fall by a greater 
percentage than the demand for Product A. 

 
10 (4+6) marks 
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Q1   Demand, Utility, Equi- Marginal Principle of Consumer Behaviour 
(a) (i) Define the economic terms:     individual (consumer) demand;    market demand. 
           (ii) Explain, with the aid of labelled diagrams, the relationship between individual (consumer) 
                        demand and market demand.                                                                              (20)

(i) 6 marks 
Individual demand: the quantity of a good an individual consumer demands at different prices.

    Market demand: total quantity of a good that all consumers demand at different prices.

Consumer A 
           P 

                  Q (units)

3 marks 

Consumer B 
           P 

                  Q (units)

3 marks 

Market
           P 

                  Q (units)

5 marks 

2 diagrams x 3 marks each: Graduated P axis; Graduated Q axis; labelled D/C  (1 mark each) 
Market diagram: 5 marks: Graduated P axis; Graduated Q axis ( 1 mark each) 

Correct cumulative D/C: 3 marks 

To derive the market demand add the quantity demanded by each individual consumer  
at each price to calculate the overall quantity demanded by the market at each price.

3 marks 

1

1

1

€15 

€10 

€ 5 

1

D

1

1

1

€15 

€10 

€ 5 

€15 

€10 

€ 5 

20                 40                 60 

60                 100           140 

        20             40             60            80

1

D

3

D
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(b) (i) Distinguish between the economic meanings of a ‘movement along a demand curve’ and  
a ‘shift in a demand curve’ for concert tickets. Illustrate your answer using diagrams. 

             (ii) State and explain two factors that would cause a shift in a demand curve for concert tickets.  
                        In each case explain how the factor affects the demand curve. (30)

  (i)  Movement along a demand curve: 8 marks
Caused by a change in the selling price of the good itself, ceteris paribus/all other things

        being equal.
        Diagram:                 P

                    P1

                    P2

                         D/C 

                   Q 

                         Q1    Q2

        Shift in a demand curve: 8 marks
If any of the factors other than the price of the good itself change this will result
in a shift in the demand curve.

                   P 

                 D/C2

                        D/C 1
                    Q 

 (ii)  Two factors that would cause a shift in a demand curve for concert tickets: 

Factor How this factor affects the demand curve -The demand curve shifts to the right 

Income levels If income rises then the demand for concert tickets will increase, assuming 

concert tickets is a normal good. 

Taste / Preference If the consumer’s preference for the artist/event becomes stronger then the 
demand for concert tickets will increase. 

Expectations about 
the  future 

If consumers expects the performance not to repeated they may increase their 
demand. If they expect ticket price to rise in the future they may buy the ticket 
now and demand will increase. 

Unplanned events Factors such as the weather may influence the current demand for  tickets e.g. 
good weather may increase demand for an outdoor event.  

Change in price of 
substitute good 

If the price of tickets for an alternative concert increased then demand for 
tickets for this concert may increase. 

Change in price of 
complementary 
good

If the price of hotel accommodation near the concert venue decreased then 
demand for the concert tickets may increase. 

2 x 7 marks each
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(c) The Law of Diminishing Marginal Utility states that as more of a product is consumed, eventually each  
          additional unit of the good provides less additional utility (marginal utility). 

(i) Explain two assumptions underlying the Law of Diminishing Marginal Utility. 

A consumer in equilibrium buys 6 health bars at €0.80 each and 9 cartons of juice at €1.50 each. The 
marginal utility of the 6th health bar is 40 utils.

(ii)     Using the Equi-Marginal Principle of Consumer Behaviour calculate the marginal utility of the  
           ninth carton of juice. (Show all your workings.) (25)

(i)  Assumptions underlying the Law of Diminishing Marginal Utility.

1. Applies after a certain point called the origin. 
The origin is the minimum quantity of the commodity which can be used effectively and until this 
stage has been reached, marginal utility may not diminish. 

2. It does not apply to Addictive goods. 
The consumer may gain increasing marginal utility by consuming each additional unit of an 
addictive good. 

3. Time lapse between consumption of successive units. Sufficient time has not elapsed 
between the consumption of successive units.
If a person eats a number of oranges, each additional orange consumed will give diminished 
marginal utility. However, if a person eats one on a Monday, one on a Thursday and one on Sunday, 
because of the time which has elapsed between the consumption of each extra orange marginal 
utility may not diminish.

4. dOther factorse affecting utility do not change. 
The law is based on the assumption that other factors which may affect a consumer’s utility do not
change including income levels,  the nature of successive units of the commodity; and
the consumer’s taste for the commodity. 

2 x 6 marks each 

(ii)  The marginal utility of the ninth carton of juice. (Show all your workings.)

40 =   X_
80        150 

= 75 utils

13 marks (9+4) 
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Question 1   Markets, Elasticity, Soft Drinks consumption. 
 

(a)  The data below represents the market demand and the market supply schedules for the soft drink  
       EQuencher<. 
 

Price 
Q 

Quantity Demanded 
(E000 units) 

Quantity Supplied 
(E000 units)

New Quantity Supplied 
(a000 units) 

2.00 40 5 25 
2.25 30 10 30 
2.50 20 20 40 
2.75 10 30 50 
3.00 5 40 60 

 

 
(i) Using the above data, draw the diagram showing the market demand and the market supply curves for the soft  
      drink EQuencher<. Clearly mark the point of equilibrium and the equilibrium price and quantity. 
 

(ii) Explain what it means for the market ato be in equilibriumb. 
 

(iii) Assume costs of production fell, resulting in an extra 20,000 units supplied at each of the above listed prices.  
       With reference to your diagram in 1(a) (i) above and assuming that demand remain unchanged, draw the new  
       supply curve. Clearly indicate the new point of equilibrium and the new equilibrium price and quantity.  (30)  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

(i)    D/C: 5 points at 1 mark each + Correct label at1 mark. (6) 
         S/C: 5 points at 1 mark each + Correct label at1 mark. (6) 
        Equilibrium point + Equilibrium price + Equilibrium Quantity: 3 at 1 mark each. (3)   [15] 
 
(ii)  To be in equilibrium: 

where quantity demanded equals/meets quantity supplied and there is no tendency for prices to 
change.                                                                                                                                 [7] 
 

(iii)  New S/C: 5 points at 1 mark each    (5) 
         Equilibrium point + Equilibrium price + Equilibrium Quantity: 3 at 1 mark each. (3)                [8] 
 
 

�

5 10� 15� 20 25 30 35 40 45 50� 55� 60

1.75�
2.00�
2.25�
2.50�
2.75�
3.00�

D

S1� S2�

P�

Q�(/1000�units)
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(b)  (i) Outline four factors which affect price elasticity of demand (PED). 
      (ii) The PED for the soft drink EQuencher< has been calculated at   - 3.8 
            Using your knowledge of PED, explain the economic meaning of this figure.                                         (30 marks) 
 
 

1. The availability of close substitutes. 
� When a good has a close substitute and its price is increased the demand for the good will be elastic 

because people will switch to the cheaper substitute. 
� Where a good has no substitutes and its price is increased there is no substitute to switch to and so it will 

be inelastic. 
� The closer the substitutability between goods the more consumers will tend to switch their purchasing 

behaviour in response to a change in relative prices and thus the greater will be PED. 
 

2. Complementary goods. 
� If the good in question is the cheaper of two goods, which are in joint demand, then the demand for it is 

likely to be relatively inelastic in response to changes in its own price. 
 

3. Is the commodity a luxury or necessity? 
� It is not vital that one should possess luxuries and therefore the PED for them will be relatively elastic. 
� Necessities are vital for life d people must buy them even when their price is increased, so their PED 

will be relatively inelastic. 
 

4. The proportion of income which is spent on the commodity. 
� In general the greater the proportion of income which is spent on a good, the more elastic the demand 

for it is likely to be, in response to a change in its own price. A rise of 50% in the price of a box of 
matches is unlikely to have a significant effect on its demand.  

 

5. The durability of the commodity. 
� The more durable the commodity, the more elastic is the demand for it likely to be in response to a 

change in its own price.  
� If products such as motorcars increase in price, it is likely that the public will extend the life of their 

existing model and postpone the purchase of a replacement. 
 

6. Expectations as to future changes in price. 
� If, in the face of a price reduction, the public considers that prices are likely to fall even further, they 

may wait for the further reduction in price, in which case demand may not be very elastic on the initial 
price reduction. 

 

7. The length of time allowed for adjustment to price changes. 
In the long run, demand is more elastic as consumers have time to adjust to a change in price. 

� If the price of electricity rose by 80% a consumer may economise on the use of various appliances in the 
short term. In the long term the consumer will have to consider substituting other forms of energy. The 
demand will at first be highly inelastic but as time goes on will become more elastic 

 

8. Consumer habits / brand loyalty. 
� A consumer may become strongly attached to a particular product through habit or loyalty to that brand. 

An increase in price for that good will not cause him/her to consume less of the product or to switch to 
cheaper substitutes. The demand for such goods will therefore be price inelastic. 

 

9. Number of alternative uses the good has. 
� A commodity which has a large number of uses will usually have a relatively elastic demand. For 

example sugar is used in direct consumption, sweetening purposes, baking, food processing etc. Any 
increase in the price of sugar may only result in a small fall in its demand in each of these markets but 
the total drop overall may be significant. 

 
 

4 points at 5 marks each: State: 2 marks. Explain: 3 marks. 
 
 
 
 
 

 

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2010	Con+nued	

�78

10 | P a g e  
 

      
(ii)   The PED for the soft drink EQuencher< has been calculated at   - 3.8 
             Using your knowledge of PED, explain the economic meaning of this figure.                    10 marks    
 

 
 
 
 
 
 
-3.8 

 

Sign is 
minus 

 

This is a 
normal good 

 

 

As price increases, demand will fall / 
obeys the law of demand 

 2 marks 3 marks 
 
 

Value 
is 

3.8 

 

This is a  
price elastic good 

The percentage change in quantity demand is greater 
than then the percentage change in price 
 

or 
 

This is a  
luxury good 

Because when price rises the demand will fall by a 
greater percentage, indicating that the good is not a 
necessity. 
 

2 marks 3 marks 
                
 
 
(c)  Many health advisors wish to reduce the consumption of soft drinks. Advise the Minister for Health and  
       Children on possible economic actions that the Government could take to reduce the consumption of soft  
       drinks.                                                                                                                                             (15 marks) 

 
Statement Explanation 
Taxation: 
Increase taxes  
on soft drinks 

 
By increasing indirect taxes (e.g. VAT) the price will increase which 
may cause demand to fall. 
 

Education: 
Education / Awareness 
campaign 

 
The government could increase spending on advertising campaigns to 
raise awareness of the problems which may result from the 
consumption of soft drinks.  
It could insist on more stringent product labelling. 
 

Legislation: 
Introduce legislative 
changes 

 
It could ban the sale of soft drinks in schools and colleges / ban their 
sale in vending machines. 
It could place a quota on imports of such drinks. 
 

Subsidisation: 
Subsidise the price of 
substitute goods / 
Reduce VAT rates on 
substitute goods 
 

 
By doing this the prices of substitute goods may be more attractive and 
this may lead to a drop in the demand for soft drinks e.g. the 
subsidisation of milk in schools. 
 

 
 

3 points at 5 marks each. State: 2 marks. Explain: 3 marks. 
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Question 1   Demand, Supply & Elasticity 

(a) (i) Show, by means of a labelled diagram, the market demand and supply curves for games consoles e.g.  
   Xbox, PlayStation, Nintendo DS.  Identify and explain the market equilibrium position.     

Labelled Diagram: 6 marks

1m Price

8 | P a g e

1m Quantity

1m Demand

1m Supply

1m PE

1m QE

PP

PE
1

PE
1

PE
1PE

2

PE
2

PE
2

QE
1QE

2
QE

1 QE
2 QE

1 QE
2

X

X

XY

Y

Y

Explanation: 3 marks 
The firm is in equilibrium where the market demand curve equals the market supply curve and there is 
no tendency for the price to change. 

    
  (ii)    Explain, with the aid of a separate diagram in each case, the effects which each of the following

is most likely to have on the above equilibrium position: 

x 50% reduction in the price of computer games used with the games console; 
x Quota placed on the quantity of games consoles entering Ireland; 
x Government introduce a 2% levy (tax) on all income earned. 

Marking Diagram 
Price:                   1m 
Quantity:             1m 
Supply Curve:     1m 
Demand Curve:   1m 
PE:                       1m  
QE:                      1m 

QtyQtyQty

50% Reduction Quota 2% Levy
P

S1
S1

D1D1

D2

S2

D2

S1

D1

7 marks graded 

x New higher QE
2

x New higher PE
2

x D/C  shifts to the right  (D2)
Explanation:

x Because the complementary 
good is now cheaper

x S/C shifts to the left    (S2)
Explanation:

x Because less Consoles can 
be imported 

x New higher PE
2

x New lower QE2

7 marks graded 

x D/C  shifts to the left (D2)
Explanation:

x Because consumer income 
has fallen

x New lower PE
2

x New lower QE2

7 marks graded 
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(b) (i)   Define income elasticity of demand and price elasticity of demand.  6 marks

Income Elasticity of Demand measures
The percentage / proportionate change in the demand for a good
caused by the percentage / proportionate change in income. 

Price Elasticity of Demand measures  
The percentage / proportionate change in the demand for a good
caused by the percentage / proportionate change in the price of that good. 

(ii)     Which figure stated below is most likely to represent each of the following: 
x Income elasticity of demand for low price cuts of meat; 
x Income elasticity of demand for Apple iPhones; 
x Price elasticity of demand for Petrol. 

- 1.6  - 0.1  + 4.3   
Give reasons for your choice in each case.

Category Answer Reason 

Income elasticity  
of demand for  
low price cuts of meat

- 1.6 x low price cuts of meat is an inferior good so it has a negative YED. 
x low price cuts of meat is not a necessity so it is income elastic (>1)

Income elasticity  
of demand for  
Apple iPhones

+4.3 x Apple iPhones are a normal good so they have a positive YED.
x Apple iPhones are a luxury so they are income elastic (>1). 

Price elasticity  
of demand  
for Petrol

- 0.1 x Petrol is a normal good so it has a negative PED. 
x Petrol is a necessity so it is price inelastic (<1). 

3 answers @ 8 marks each = 24 marks 

(b) Assume Income elasticity of demand for games consoles is + 2.5 and total sales in 2008 were 100,000 
units. Calculate the expected total sales for the year if consumers’ incomes are expected to fall by 8% in 
2009.  Show your workings. 

x If income decreases by 8% then sales will decrease by (8% x 2.5) =  20%.      

x Sales will fall by 20% of 100,000 units = 20,000 units.                                     

x Sales in 2009 will equal 100,000 – 20,000 = 80,000 units.                               

15 marks graded 
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Q1  Demand, Elasticity 
 
(a) (i) Explain with the aid of an example, the ‘Law of Demand’. 
 (ii) State and explain three exceptions to the ‘Law of Demand’                                          (20 marks) 
 
 
(i) The Law of Demand states that an increase in price leads to a decrease in quantity demanded, or 

a decrease in price leads to an increase in quantity demanded.     
              

Example 
If price of a bar chocolate increased by 5c per bar then quantity demanded or purchased would 

fall. 
 

Explanation and example: 5 marks graded. 
 

(ii) State and explain three exceptions to the ‘Law of Demand’                                           
 
 

1. Giffen Goods 
For certain necessities a rise in price causes an increase in demand while a fall in price causes a 
fall in demand. Goods of lower quality make up a large part of the spending of low income 
families.  As the price falls, real incomes increase and families buy less of these goods and 
purchase more better quality goods. As the price rises they have less income to spend on other 
types of goods so they tend to increase their demand for these goods. 

 

2. Status Symbols / Snob items / Ostentatious Goods / Goods of Conspicuous Consumption 
Some commodities by their exclusiveness or expensiveness are attractive to some buyers. A rise 
in price makes them more exclusive, and therefore, more attractive to those with the incomes to 
purchase them. A fall in price may lead to a fall in quantity demanded as they may no longer 
appear as exclusive to the rich and are still outside the price range of the poor. 
 
 
3. Goods the purchase of which is influenced by expectations as to future prices   
    / Speculative goods 
If prospective buyers think that prices are likely to be even higher in the future, the current level 
of demand may not fall even if prices increase e.g. if a person is considering buying a house the 
possibility that prices are likely to be even higher in the future will probably stimulate demand at 
current prices. 
 
 
4. Goods of Addiction 
In the case of those goods to which a person becomes addicted e.g. drugs, they no longer act 
rationally. They become so addicted to the drug that in order to get the same 'buzz' from 
consumption of the drug, demand for the commodity may increase, even when the price of the 
commodity increases.  

 

3 exceptions at 5 marks each graded.  
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(b) (i) Using the data, draw the diagram showing the market demand and supply curves for MP3 
  Players. 

(ii) Show on your diagram the price and quantity of MP3 Players at which this market is in 
equilibrium. 

(iii) Using this data, calculate the price elasticity of demand when price changes from €40 to €50. 
(Show all your workings). 

 For this price change is demand for MP3 players elastic or inelastic?  Explain your answer.
           (30 marks) 

                
 
 
 (i)  
                                     

8 

 
 
 
 
 
 

 
 
 
 

                                                                               
20          40         60          80        100       120       140 

   
60 
 

50 

 
40 
 

30 

 
20 

P

Q 

D1

S

D

 
 

(i) Diagram 
• Correctly labelled demand curve    
• Correctly labelled supply curve    
• Correctly labelling Price and Quantity axes     
• Correctly labelling demand and supply curves                   14 marks graded. 

 
        

(ii) Correctly identifying equilibrium on diagram:       
Equilibrium price €40     
Equilibrium quantity 60 units                                                             2 marks. 
 

 
(iii) Elasticity  
 

∆Q  x  P1 + P2 
 ∆P      Q1 + Q2 

- 20  x  €40 + €50  (90) 
  10        60 + 40   (100) 

- 1.8 
Price Elastic 

Because the PED is greater than 1 
 

                                                                                                                           14 marks graded. 
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(c) (i)     Demand increases by 40 units at each price, so the new demand is as follows: 
          (ii)     Explain two possible reasons for the shift in the demand curve.                         (25 marks) 

 
 

Price - € New Quantity Demanded 
20 140 
30 120 
40 100 
50 80 
60 60 

 
 
 
 
 
 
 
 
 
 

 

                Diagram 
• Correctly labelled new demand curve    
• Correctly showing new equilibrium price and equilibrium quantity 

• Equilibrium price €50     
• Equilibrium quantity 80 units 

11 marks graded. 
 

 
(c)         (ii)          Explain two possible reasons for the shift in the demand curve. 

 
1.   Increase in consumers’ incomes 
       With higher incomes people can now afford to buy MP3 players. 
 
2.   Improvements in services available /Change in Tastes 
       The range of services available for MP3 users are being expanded and consumers who 

  wish to keep up-to-date are buying MP3s e.g. increase in downloading radio broadcasts. 
 

3. Technological advances  
With improvements in technology, manufacturers are now offering new models with   
advanced features, thereby attracting consumers to upgrade/CD’s are becoming obsolete. 
 

4. More convenient than other available substitute goods 
People prefer the convenience of MP3s. They are small and light. Music can be downloaded 
by the user at their convenience. Is portable and can be plugged into home entertainment 
devices.  MP3s make it easier to share music 
 

5. Prices of Complementary goods decreased 
Downloading music, relative to buying conventional CDs, is cheaper and this makes them 
attractive. PCs are also cheaper attracting more people to buy both. 

 

2 reasons at 7 marks each graded. 
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Section B-300 Marks 

Q1 Supply 
 
(a)  (i)    Define the economic terms: individual (firm) supply; market supply.  
       (ii)  Explain, with the aid of labelled diagrams, the relationship between individual (firm) supply and market  
              supply.                                                                                                                                            (20 marks) 
 
(i)  Individual supply: the quantity of a good an individual firm is willing to supply at different prices. 
     Market supply:      the total quantity of a good that all firms are willing to supply at different prices. 
  
 
(ii)  

 6
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 Q 

    
    To derive the market supply we add the quantity supplied by each individual firm at each price  
    to calculate the overall quantity supplied to the market at each price. 

20 marks graded. 
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(b)     Explain, with the aid of a labelled diagram, the supply curve of an individual firm in each of the following  
         circumstances. State one example in each case. 
 
         (i)   A firm is willing to increase supply as price rises, but there is a minimum price below which the firm will  
                not supply at all. 
         (ii)  A firm can supply only up to a maximum production capacity. 
         (iii) The product is fixed in supply (e.g. perishable good) and a firm is operating in the short run.   (30 marks) 
 
 
 
 
 
 

P1P1

(i)  10 marks graded. (ii) 10 marks graded. (iii) 10 marks graded. 
   P 
 
     S 
 
 
 
 
 

 7

Q
Q1

Q 
                                              Q 
 

  

 
• Supply of labour 

 

 
• ESB Power Plant 
• Mining Plant 
• Output is limited by plants 

productive capacity 
 

P
S

P S

 
• Supply of fresh fish 
• Supply of land 
• Seating capacity of a  
     sports stadium 

 
• Below P1 nothing is supplied 
• At prices above P1 as price 

increases, quantity supplied 
increases. 

 
 

 

 
• As price increases up to P1 output  
   increases up to a maximum level Q1. 

• As price increases above P1 quantity 
supplied will not increase.  

 
 

 

 
• Any change in price will not 
     bring about any change in  
     supply. 
• Entire daily supply must be sold,  
     regardless of the prevailing price  
     because the commodity cannot be 
     held over for sale the following  
     day. 
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(c)   Outline FOUR factors, other than price, which affect the supply curve of an individual firm. 
        In each case explain how the factor affects the supply curve.                                                               (25 marks) 
 
 

1. The cost of producing the product. 
If there is an increase in costs of factors of production, which a firm uses in the production of their  
good, then it will be more costly to manufacture the good. They will not continue to supply the same  
quantity of the good at the old prices – there will be a reduction in the quantity supplied. 
 
2. The state of the firm’s production technology. 
As new machinery is invented, as labour becomes more specialised and efficient the factors of  
production become more efficient. It becomes possible to increase their output even thought the  
payments they receive remain the same. 
 
3. The price of related goods. 
If there is an increase in the selling price of other goods, which the manufacturer could produce  
through using his existing factors of production, he may switch from producing the present  
commodity to that for which the price has increased. 
 
4. Unplanned factors. 
There may be changes in the quantity supplied, which were never intended by the producer.  
Examples include agriculture – due to changes in the weather; diseases etc.  
In industry there may be shortages of raw materials, strikes etc. 
 
5. Taxation / Subsidy.                                   

• If the government were to reduce the rates of taxation on the raw materials used in the 
manufacture of a commodity, this represents a reduction in the cost of production and hence 
quantity supplied would increase. 

• If a subsidy is granted on the raw materials or on the labour employed by the firm, this has 
the effect of reducing costs and thereby resulting in an increase in the quantity supplied. 

 
 
6. Number of sellers in the industry. 
If the number of firms in the industry decreased e.g. due to rationalisation then the overall quantity  
supplied to the market would decrease. 
 
7. Objectives of the firm. 
If the objectives of the firm changed from that of profit maximisation to a deliberate reduction in  
output by firms in the industry then quantity supplied would fall. 

 

7 + 6 + 6 + 6 = 25 marks graded. 
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(a)    Free Enterprise (Laissez Faire) & Command Economy (Central Planning) are economic systems. 
         (i)    Explain each of the underlined terms. 
         (ii)   In relation to any ONE of the economic systems above, outline TWO possible economic advantages and  
                 TWO possible economic disadvantages.                                                                                     (25 marks) 
 

Free Enterprise (Laissez Faire) 
 

• Market mechanism: resources are allocated through the market / price mechanism. 
• Ownership of factors or production: nearly all factors of production are privately owned. 
• Limited government interference: government exists to supply public goods; provide a legal 

framework within which markets can work and prevent the creation of monopolies. 
• Decentralised decision making: the allocation of resources; the decisions on what to 

produce; how to produce and who gets the commodities: decided by individuals /entrepreneurs.  
• Motivated by Self-Interest: consumers, producers and property owners are motivated by this. 

[Consumers aim to maximise their utility / Producers aim to maximise profit /  Owners of factors aim to maximise their 
return] 

 

6 marks graded. 
Economic Advantages Economic Disadvantages 

 

Choice:  
Consumers with income have a wide choice of 
goods and services. 
 
Efficiency:                                                             
Incentives exist for producers to be efficient. 
Those who are inefficient will be forced out by 
lower costs. 
 
Innovation: 
Producers who are innovative will be rewarded 
through increased sales on the market. 
 
 
Economic Growth: 
As all individuals are motivated by self-interest, 
each will strive towards their maximum 
efficiency and so aid economic growth. 
 
Less Bureaucracy: 
As decisions are made by individuals within the 
society, the costs of a large administration to 
administer matters is significantly reduced. 

 

Distribution of income /wealth inequities: 
Resources are allocated to those with spending 
power. Individuals who can’t supply a factor of  
production have no income. 
 

Lack of essential public services: 
If an activity does not make a profit then it may not 
be available e.g. education, health services - the 
government must provide these. 
 

Vital services should not be in private hands: 
It may be desirable to have certain services e.g. 
defence, judiciary, police under government 
control. 
 

Growth of monopolies: 
Some firms or groups of workers may try to gain 
control over individual markets.  
 

Social costs of commodities ignored: 
Producers and consumers may pollute the 
atmosphere and without government regulation no 
individual will pay the full price for a commodity. 
 

Unemployment / Inflation: 
If entrepreneurs choose the lowest cost of 
production or are pessimistic about profitability 
then workers may become unemployed. If 
shortages occur, inflation may result. 

13 marks graded. 
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Command Economy (Central Planning) 
 

• Planning mechanism: resources are allocated by the state through a planning mechanism. 
• Ownership of factors or production: all the factors of production owned by the state apart 

from labour – though the use of labour can be directed by the state. 
• Motivated by common good: consumers, workers and government are assumed to be selfless 

and, co-operating together to work for the common good. 
• Maximum government interference: government exists to regulate all economic activity. 
• Centralised decision making: the allocation of resources; the decisions on what to produce; 

how to produce and who gets the commodities are decided by the state.  
 

6 marks graded. 
Economic Advantages Economic Disadvantages 

 

Reduced inequalities in society / 
More even distribution of wealth: 
The government may place great emphasis on 
providing all citizens with a minimum standard 
of living e.g. subsidising essential food. 
 
Provision of essential services:                           
The state may provide those services to citizens 
which it considers vital such as health care, 
education, public infrastructure. 
 
 
Economies of scale: 
The large scale of production may mean that 
the firm benefits from economies of scale. The 
government may be more efficient in the 
provision of those commodities which require a 
large capital investment e.g. energy generation ; 
roads etc. 
 
Full employment 
Historically centrally planned economies were 
able to achieve full employment while those 
economies consider free enterprise suffered 
from unemployment. 
 
 

 

Shortages in goods and services: 
Because the state may limit prices there may be 
excess demand and so shortages develop and the 
available goods may be allocated by a queuing 
system. 
 
Restricted choice / freedom for individuals: 
Workers may be allocated particular jobs or in 
particular areas and maybe restricted in their ability 
to change jobs by state requirements. Consumers 
will have little say in what is produced and what is 
available may be quite restricted. 
Inefficiency: 
Because there is little incentive for enterprise and 
innovation, individuals and firms are not 
encouraged to take risks, work harder or innovate. 
 
 
 
 
Low economic growth:: 
As all individuals are not motivated by self-interest  
this may result in reduced economic activity 
resulting in poor economic growth rates. 
 
Bureaucracy / Corruption / High Taxes: 
With so many decisions to be made it may mean 
that the system becomes over bureaucratic further 
reducing incentives to work / or be innovative.  
Taxes may have to rise to fund the administration 
involved. Corruption may develop within society. 

13 marks graded. 
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Q4 (b)   Economic systems & Economists 
 

 (i) ‘The Irish economy can be described as a Mixed Economy’.  
       Outline FOUR examples of economic activity in the Irish economy to support this view. 
 

1. Existence of Social Partnership: 
Allows for the involvement of the government and other social partners to set and achieve 
targets over a specified period of time.   

 

2. Existence of Semi-State bodies & private enterprise side by side: 
           Producing goods and supplying services in areas like transport, energy and communications.   
   

3. Government Departments / various Regulators: 
           Regulate economic activities through their actions e.g. the financial services regulator. 
 

4. Legislation:  
           which controls the activities of all individuals / firms such as the various labour laws  
           e.g. Minimum Wage Law / Planning Laws / Companies Acts etc. 
 

      5.  Use of taxation / government expenditure: 
           the use of fiscal policy by the government affects economic activity and can alter  
           market outcomes. 

 

4 points at 4 marks each graded. 
 
         (ii) Do you consider that the Irish economy is moving towards more free enterprise or towards more central 
               planning in recent years?  Explain, your answer, using appropriate examples.                            (30 marks) 
 

Moving towards more Free Enterprise 
 

Activity Example 
Privatisation of state companies Eircom, Aer Lingus, some Dublin Bus routes 
Public Private Partnerships Building of second level schools / hospitals 
De-regulation of markets / 
Allowing competition into the industry 

De-regulation of taxi industry;  
Allowing competitors into electricity generation; 
telecommunications networks i.e. O2, Meteor etc 
Allowing competitors to set up pharmacies; 

Encouraging entrepreneurship County Enterprise Boards; changing curricula in 
schools; lowering PRSI and CPT etc. 

 
Moving towards more Central Planning 

 

Activity Example 
Increasing Legislative framework  Introduction of minimum wage rate; 

Emergency legislation re:  
BUPA / QUINN health insurance; 

Appointment of Regulators  
Establishing Tribunals of Enquiry 

Regulator for Aviation / Financial services etc. 
Many tribunals of enquiry are currently  examining 
the abuses of the free market system. 

Fear of the ‘Nanny State’ Individuals may feel that much of our daily lives are 
controlled / interfered with by the state e.g. smoking 
laws; planning laws etc. 

 

2 points at 7 marks each graded. 
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Question 1 – Consumer Behaviour and Elasticity 
 

 
 
(a)     For analytical purposes economists make certain assumptions about consumer behaviour. 
          State and explain these FOUR principal assumptions.                                                                      (15 marks) 
 
 
 
1.  The consumer has a limited income. 
 

     The consumer’s income is not large enough to satisfy his/her needs and wants,  
therefore the consumer must choose between those goods he wishes to buy. 

 
 
2.  The consumer aims to gets maximum satisfaction / utility from that income. 
 

      A consumer will spend his/her limited income in such a way that he/she will achieve the  
      most satisfaction / best value for money.  
      He will obey the Equi-Marginal Principal of Consumer Behaviour. 
 
 
3.  The consumer acts rationally. 
 

The consumer acts in that manner consistent with his preferences. If the person sees an 
identical commodity priced differently in two adjoining shops they will but it at the lower price. 

 
 
 

4.  The consumer is subject to the law of diminishing marginal utility. 
 

As a consumer consumes additional units of a good his/her marginal utility for this good will  
eventually decline. 

 

(4+4+4+3 graded) 
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(b)    A manufacturer of three different products calculates the price elasticity of demand for each product as 
        follows: 

Product X:   - 1.5                         Product Y:    -1.0                                 Product Z:      -0.3 
        The company wishes to maximise its revenues. Explain in respect of each of these products, what change, if  
        any, the company should make in the prices currently being charged to enable it achieve its aim.   (30 marks) 
 

 Product X:   - 1.5 Product Y:    -1.0 Product Z:      -0.3 
Type of 
Elasticity 

Elastic  
because PED > 1 

Unit Elastic 
Because PED = 1 

Inelastic  
because PED < 1 

Price 
Change 

Decrease price Leave price unchanged Increase price 

Comparison Because: 
the % ↑ in demand 

exceeds 
the % ↓ in price 

Because: 
the % ∆ in demand 

equals 
the % ∆ in price 

Because: 
the % ↑ in price 

exceeds 
the % ↓ in demand 

Effect on 
Total 
Revenue 

 
This will increase 

 
Will remain unchanged 

 
This will increase 

 10 marks 
graded 

10 marks 
graded 

10 marks 
graded 

 
 
(c)     A consumer buys 10 units of Good A when the price of Good B is €5. 
         When the price of Good B rises to €6 (the price of Good A remaining unchanged) the consumer buys 14 units of A. 
           (i)    Define cross elasticity of demand. 
           (ii)   Using an appropriate formula, calculate this consumer’s cross elasticity of demand for Good A. Show workings. 
           (iii)  Is Good A a substitute for, or complement to, Good B? Explain your choice.                                          (30 marks)  
 
(i)  Cross Elasticity measures 
 

The percentage / proportionate change in the demand for one good,                       
caused by the percentage / proportionate change in the price of other goods.  10 marks graded 

                                                                                                                 
 (ii) 

Δ QA   X   PB1 + PB2 

Δ PB        QA1 + QA2 
        Δ QA______    ÷         Δ PB_____         
½ (QA1 + QA2)         ½ (PB1 + PB2) 

 

+ 4   X           5  +  6      (44) 
+ 1          10 +  14     (24) 

                                                  

 

  ____ +4____     ÷         + 1____ 
    ½ (10 +  14)             ½ (5  +  6)       

+ 1.83 + 1.83 
15 marks graded 

  
 
 

 (iii)   Good A is a substitute good:   
         It has a + sign. This means that as the price of Good B increased the consumer switched from 
         Good B to the cheaper alternative, Good A.    
                                                                                           5 marks 
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(c)  Assume that the average spending on energy by a low income family is €40 weekly. 

The price of energy rises by 20% so that the same consumption by a low income family would now cost €48 
weekly. 
The government is considering introducing one of the following policy measures to assist low-income families: 
• giving low income families an increased allowance of €8 weekly (income supplement); 
• subsidising the producers of energy so that energy can continue to be sold at the initial price (price subsidy) 
Which policy measure would you advise the government to take? Explain the economic reasons for your 
answer.                                                                                                                                                   (20 marks) 
 
Giving low income families an increased allowance of €8 weekly (income supplement). 

 
1. Cost efficient. 
As the income supplement specifically targets low-income families it is cost efficient and cheaper for the 
government than the price subsidy. 
 
2. Purchasing power maintained / No change to standard of living. 
Low-income families will now receive an additional €8 weekly income. 
The family now have a choice in deciding how to allocate this. It can maintain existing energy consumption or  
economise on the use of energy and use the €8 in some alternative way. 
 
3. Efficient use of state scarce revenues. 
As government revenue is limited and there are many demands on it the specific targeting of low income families 
could lead to more efficient use of these scarce revenues. 
 
4. Efficient use of scarce resources by consumers. 
As the price of energy rises, consumers seeing this may economise on energy use thus saving scarce resources. 
 

OR 
 

Subsidising the producers of energy so that energy can continue to be sold at the initial price  
(price subsidy). 

 
1. Protecting employment. 
By using a price subsidy the demand for energy will remain unchanged and so employment is protected. 
 
2. Prevent an increase in inflation / maintain competitiveness. 
The government may use the price subsidy so that energy prices remain unchanged hence maintaining price 
stability and ensuring that our competitiveness is not affected, subject to EU rules. 
 
3. Pressure on employees for greater cost efficiencies / maintain partnership agreements. 
The government may use this price subsidy as leverage for achieving cost reductions within the industry. This 
could involve: encouraging employees to face cutbacks / rationalisation; encouraging employees and trade unions 
to continue with Partnership Agreements, in return for maintaining price stability. 
 
 

2 points at 10 marks graded.   
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(b) (ii)  State ONE revenue opportunity and ONE expenditure opportunity for the government arising from this         
             increased revenue.                                                                                                       
 
 

REVENUE opportunity EXPENDITURE opportunity 
Reduce Income taxes Increase spending on hospitals services. 
Reduce VAT on goods and services Increase spending on education. 
Reduce Stamp Duties Increase pay for public servants 
Reduce excise duties on petrol Improve the state’s infrastructure. 

 
 

Which of these would you consider a priority? 
 

Candidates may choose either a revenue or expenditure opportunity and justify their choice.  
 

10 marks graded. 
  
 
(c)      Explain how an understanding by the Minister for Finance of the concept Price Elasticity of Demand  
            would help is setting levels of indirect taxation. Use examples to illustrate your answer.             (20 marks) 
 
A knowledge of the concept of Price Elasticity of Demand could help the Minister for Finance in setting levels of 
indirect tax in two main ways:  
 

1. How to raise more revenue from indirect taxation levels. 
An increase in indirect taxation on a commodity will only lead to increased tax revenue if the demand for the 
commodity is inelastic. 
 
Example: Price inelastic commodities [alcohol and cigarettes]. 
If the demand for these commodities is price inelastic then by increasing the VAT rate on these commodities, the 
Government will earn additional revenue because the percentage decrease in demand is less than the percentage 
increase in selling price. 
 
2. How to reduce the consumption of ‘harmful’ commodities. 
Increasing the rate of indirect taxation on certain (elastic) commodities may help the government to reduce the 
consumption of commodities which may have high social costs. If the Minister knows they are elastic 
commodities, then by increasing VAT rates, the demand for these goods will fall, thus helping to achieve this 
objective.  
 
Example: Price elastic commodities. 
While an increase in the rate of indirect tax may not bring in additional revenue (due to the drop in demand) the 
aim of reducing consumption of these commodities may be achieved. 

 
 

20 marks: 2 reasons at 5 marks graded. 2 examples at 5 marks graded. 
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Question 2: ELASTICITY 
 
(a)       Define the following types or degrees of price elasticity of demand: 

(i)  Perfectly elastic demand.   
(ii)  Perfectly inelastic demand. 
(iii) Elastic demand. 
(iv) Unitary elastic demand.       
                                                                                                                                             (20 marks) 

 

Marking Scheme:   4 points x 5 marks graded 
 

(i) Perfectly elastic demand. 
• This occurs when consumers are prepared to buy all they can of a good at a given price, 

while any increase in price above this given price will result in quantity demanded to fall 
to zero.                                                                                                                     

 
(ii) Perfectly inelastic demand 
• The percentage change in price causes no change in the quantity demanded.       
 
(iii) Elastic demand  
• The percentage change in demand is greater than the percentage change in the price of   

the good 
 

(iv)  Unitary elastic demand. 
The percentage change in demand is equal to the percentage change in the price of the good 
 
 
 
(b)      State and explain FIVE factors that affect price elasticity of demand.                       (25 marks) 
 

Marking scheme  
5 points at 5 marks graded. 

 
 
1. The availability of close substitutes. 

• When a good has a close substitute and its price is increased the demand for the good will be 
elastic because people will switch to the cheaper substitute. 

• Where a good has no substitutes and its price is increased there is no substitute to switch to 
and so it will be inelastic. 

• The closer the substitutability between goods the more consumers will tend to switch their 
purchasing behaviour in response to a change in relative prices and thus the greater will be 
PED. 

 
2. Complementary goods. 

• If the good in question is the cheaper of two goods, which are in joint demand, then the 
demand for it is likely to be relatively inelastic in response to changes in its own price. 
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3. Is the commodity a luxury or necessity? 
• It is not vital that one should possess luxuries and therefore the PED for them will be 

relatively elastic. 
• Necessities are vital for life – people must buy them even when their price is increased – and 

so their PED will be relatively inelastic. 
 
 
 

4. The proportion of income which is spent on the commodity. 
• In general the greater the proportion of income which is spent on a good, the more elastic is 

demand for it likely to be in response to a change in its own price – because the more 
important is a change in its own price. 

• A rise if 50% in the price of a box of matches is unlikely to have a significant effect on the 
demand for them. 

 
 
5. The durability of the commodity. 

• The more durable the commodity, the more elastic is the demand for it likely to be in response 
to a change in its own price.  

• If products such as motorcars are increased in price, it is likely that the public will extend the 
life of their existing model and postpone the purchase of a replacement. 

 
 
6. Expectations as to future changes in price. 

• If, in the face of a price reduction, the public considers that prices are likely to fall even 
further, they may wait for the further reduction in price, in which case demand may not be 
very elastic to the initial price reduction. 

 
 

7. The length of time allowed for adjustment to price changes. 
• The longer any price change persists, the greater will be the PED. 
• If the price of electricity rose by 80% a consumer may economics on the use of various 

appliances in the short term. In the long term the consumer will have to consider substituting 
other forms of energy. The longer the time period available to figure out possible changes, the 
more electricity will be saved. The demand will at first be highly inelastic but as time goes on 
will become more elastic. 

 
 
8. Consumer habits / brand loyalty. 

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

 
 
9. Number of alternative uses the good has. 

• A commodity which has a large number of uses will usually have a relatively elastic demand. 
For example sugar is used in direct consumption, sweetening purposes, baking, food 
processing etc. Any increase in the price of sugar may only result in a small fall in its demand 
in each of these markets but the total drop overall may be significant. 
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 (c)   A consumer spends €120 per month on a product when its unit price is 80c, and continues to spend 
        €120 per month on this product when its unit price is increased to €1. 

(i)  Using the formula below, calculate the consumer’s price elasticity of demand. 
 Show all your workings. 
 ∆Q   X    P1 + P2 

 ∆P         Q1 + Q2  

 (ii)  Is demand for this product elastic, inelastic or unitary elastic? 
(iii)  Should the seller make any changes in the selling price of this commodity to increase overall 
        revenue?  Explain your answer.                                                                                   ( 30 marks) 
 

Quantity demanded of the product: 
 
 

Price Workings Quantity Demanded 
When the unit price is 80c  €120                          

80 cent 
150 units 

When the unit price is €1  €120 
€1 

120 units 

        
 

 (i)  Calculate the Price Elasticity of Demand: 12 marks graded. 
 
 

Correct Answer 
  -  30   x      0.80c + €1 
+ 0.20c        150 + 120 

   - 30     x  1.80 
+  0.20       270 

- 1.00 
 
 
(ii) Is demand for this product elastic, inelastic or unitary elastic?: Unitary elastic:    3 marks 
 

 
(iii)  Should the seller make any changes in the selling price to increase revenue?  15 marks graded 
 
 

 Unit elastic 
Price Change The price of the product should be left unchanged 
Effect on Demand Hence the quantity demanded will remain unchanged 

unchanged. 
Effect on Revenue Thus there will be no effect on the revenue of the firm. 
Reason Because 

The percentage change in quantity demanded equals 
the percentage change in the price of the product.. 
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Question 2   Elasticity 
(a) Define (i) price elasticity of demand and (ii) cross elasticity of demand.    
        In each case, state the formula by which it is measured.                                (20 marks) 
 
 (i) Price Elasticity of Demand measures: 

• the percentage / proportionate change in the quantity demanded for a good caused by 
the percentage / proportionate change in the price of that good. 

 
         Formula:  ∆Q  X    P1 + P2                
                          ∆P         Q1 + Q2   

Definition + Correct Formula: 10 marks graded 
 
(ii) Cross Elasticity of Demand measures: 

• the percentage / proportionate change in the demand for one good caused by the 
percentage / proportionate change in the price of other goods. 

 
          Formula :           ∆ QX   X   PY1 + PY2 
                                     ∆ PY        QX1 + QX2                            

 

    Definition + Correct Formula: 10 marks graded 
 

(b) When the price of good X is €27 the quantity demanded of good Y is 1,200 units.  
        When the price of Good X falls to €23 (the price of Good Y unchanged) the quantity 
       demanded of good Y falls to 800 units.  
 

(i) Using the cross elasticity of demand formula, calculate the cross elasticity of 
demand for Good Y. Show all your workings. 

(ii)   Is good Y a substitute for or complement to good X?  Explain your choice.  
 
                                                                                                                          (25 marks)  
 

(i)  Formula :                      ∆ QX   X   PY1 + PY2 
                                                   ∆ PY        QX1 + QX2           
 

                                                         - 400   X          27  + 23       (50) 
                                            -   4          1200 + 800   (2000)        =  + 2.5 
 

6 correct figures at 2 marks each:12 marks/Correct Sign:2 marks/Correct answer: 4 mks 
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(ii) Good Y is a substitute good.                                                                      7 marks graded  
       
      This means that as the price of good X decreased, consumers switched from Good 
      Y to the cheaper alternative, Good X.  
 
 
(c) A firm has the following price elasticities of demand for two goods, Good 

  X and Good Y:                                                                                                  (30 marks) 
 
 
                              Good X = -2.0          Good Y = -0.5 
 
 What changes, if any, should the firm make in the selling price of each of  
 the goods to increase overall revenue? Explain your answer.      
 
                                          
 Good X: -2.0 Good Y: -0.5 
Type of Good Normal because 

it has a – PED. 
Normal because 
it has a – PED. 

Comment Elastic 
because PED > 1 

Inelastic 
because PED < 1 

Price change Decrease price Increase price 
Effects on 
demand 

Demand will rise Demand will fall 

Comparison  Because: 
    the % increase in demand 

exceeds 
the % decrease in price 

Because: 
 the % increase in price 

exceeds 
    the % decrease in demand 

Effect on  
Total revenue 

 
This will increase 

 
This will increase 

 15 marks graded                            15 marks graded
 

 
 
 
 
 
 
 
 
 
 
 

9 

http://www.thebusinessguys.ie


Jonathan	Traynor																																																																																																													www.thebusinessguys.ie

2003	Ques+on	2	Con+nued	

�101

 
 

In cases where candidates assumed that the sign for Good X and Good Y was + 
 
 

 Good X: + 2.0 Good Y: + 0.5 
Type  
of  good 

Giffen because 
It has a + PED 

or  
as P↑ → QD↑ 

Giffen because 
It has a + PED 

or  
as P↑ → QD↑ 

Comment Elastic  
because PED > 1 

Inelastic  
because PED < 1 

Price change Increase price Increase price 
Effects on 
demand 

Demand will rise Demand will rise 

Effect on  
Total revenue 

 
This will increase 

 
This will increase 

 15 marks graded                            15 marks graded
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Question 3   Demand and Consumer Behaviour 
 
(a) (i) State and explain FOUR factors which affect a consumers’ demand schedule,  
          other than the price of the good itself.   
    (ii) Explain the economic rationale for assuming that a person’s demand curve for a 
          normal good slopes downward.                                                            (30 marks) 
 
(i) The factors, which influence a consumer's demand schedule: 
 

DA = f (POG, Y, T, E, G, U)  
 
(a) the prices of complementary and substitute goods 
If the price of a complementary good rises then demand for this good falls - e.g. 
an increase in the price of petrol will result in a drop in the demand for large cars. 
If the price of a substitute good rises then demand for this good rises, as it has become 
relatively cheaper. 
 
(b) the income of the consumer 
For most goods as income rises the demand increases and vice versa 
e.g. smaller quantities of goods are bought when a person becomes unemployed. 
 
(c) the consumers' tastes or preference for a commodity 
When a commodity comes into fashion or into season there is an increase in the 
quantity demanded at each price. Advertising attempts to influence taste in favour of 
the good. 
 
(d) The expectations concerning future prices, availability of income 
If a consumer expects that future prices are likely to be greater than they are at present, 
then there will be an increase in the demand for the good at each price. 
 
(e) government regulations    
If the government initiates a programme to curtail consumption of a particular product 
then it may affect the demand for a good  
e.g. a health education campaign to curtail cigarette consumption. 
 
(f) Unplanned factors 
If there was a sudden heatwave this may result in an increase in the demand for 
suncream / ice cream etc. 
 

4 points x 6 marks graded 
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(ii) The reason a person’s demand curve for a normal good slopes downward: 
 
as the price of a good falls the consumer buys more of this cheaper good, because  
the marginal utility per cent spent on this good increases and the consumer aims to 
maximise his/her total utility. 

6 marks graded 
 

 
(b) For something to be considered an economic good, it must possess certain 
      characteristics. State and explain THREE of these characteristics.          (20 marks)                  

 
 

(i) It must command a Price. 
        Supply must be scarce in relation to the demand for it.  
        If not people will not be prepared to pay a price to obtain it. 
 
(ii) It must provide Utility. 
        The commodity must provide a feeling of satisfaction. 
        Anything which is a nuisance or irritant does not, and so is not an economic good. 
 
(iii) It must be transferable. 
         For an item to be considered an economic good it must be capable of being 
         transferred from one person to another. 
 

 3 points: 7 +7 + 6 marks graded 
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 (c) A consumer spends all income on two goods, Good A and Good B. Both goods 
       are normal goods but they are not complementary goods. The price of Good A is 
       reduced and the price of Good B remains unchanged. The consumer continues to 
       spend all income on the two goods. Distinguish between the substitution effect  
       and the income effect of the price reduction in Good A.   
                                                                                                                          (25 marks) 
 
 

Substitution Effect  Income Effect  
Demand for Good A Demand for Good A 

Increases   Increases  
Good A is now relatively cheaper. 
 
Hence the consumer is getting 
increased marginal utility for this 
good. 
 

Consumer has additional income,  
due to the reduction in price of Good A 
As good A is a normal good the demand 
for this good will increase. 

13 marks graded 12 marks graded
 
 
 
Question 4   The Labour Market 
 
 (a) Define each of the following: 

(i) Supply price of a factor of production. 
(ii) Transfer earnings. 
(iii) Economic Rent.                                                                   (20 marks) 

Supply Price: 
The minimum payment necessary to bring a factor into use                      
and maintain it in that particular use.                                                      7 marks graded 
 
Transfer Earnings: 
The earnings of a factor                                                                              
in the next best alternative employment.                                                   
or 
what a factor must receive to keep it in its present use                           
& prevent it from transferring to another use.                                         7 marks graded 
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