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(i)__________________________________________________________________________________
____________________________________________________________________________________
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(ii) _________________________________________________________________________________

Short Ques+ons
____________________________________________________________________________________
(16 marks)

1) 2015 Q6
6.

Outline two main contributions to economic thought put forward by the Classical Economists:
(i)___________________________________________________________________________________

6.

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 value is 100. Show your workings.
(ii)__________________________________________________________________________________
Category
%
Prices of
Prices of
Calculation of
Weight
Result
Explain
what
is
meant
by
the
economic
term
‘Paradox
of
Thrift’.
income
item(s)
item(s)
Simple
Price
Index
____________________________________________________________________________________
spent
base year
current
__________________________________________________________________________________
on
year
(17 marks)
item(s)
__________________________________________________________________________________
€
€
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Food
30%
10.00
11.50
__________________________________________________________________________________

2013 Q7
2)Clothing
&
7.

20%

40.00

(17 marks)

36.00

Footwear
Outline four contributions of Adam Smith to economic thought.
Other Items
50%
20.00
22.00
(i)________________________________________________________________________________
100%
Price Index for the
Current Year
(ii)________________________________________________________________________________

→

(17 marks)
(iii)_______________________________________________________________________________
7. “When a firm produces at a level of output at which marginal cost is greater than marginal revenue the
(iv)_______________________________________________________________________________
firm is maximising profit (or minimising losses)”.
True/False
(17 marks)
(Place a circle around your choice and write a one-sentence explanation of your answer).
8.

Define the term 'Average Propensity to Consume' (APC) and calculate the APC for 2012 from
___________________________________________________________________________________
the information below. (Show your workings.)
___________________________________________________________________________________
2005 Q8
3)WORKINGS
Year Disposable Income Savings
(17 marks)
2012
€34,000
€5,200
8. Outline THREE key ideas, which John Maynard Keynes contributed to economic thought.
Definition: ____________________________________
(i) ______________________________________________________________________________
______________________________________________
(ii) ______________________________________________________________________________

(iii) ______________________________________________________________________________
Answer: ______________________________________
(17 marks)
(17 marks)

9. Given that Gross National Product at Current Market Prices is €180 million; Price Subsidies €4 million;
Depreciation
€15
Taxes
€25million;
the following
calculations.
9.
A
recent report
to million;
the Irish Indirect
government
highlighted
thecomplete
growing issue
of alcohol
abuse in Ireland.
Show your workings
(a)
Outline one private cost and one social cost related to excessive alcohol consumption.
(i)
Gross National Product at Factor Cost
(b)
Describe one advantage and one disadvantage of the government imposing a minimum price
_____________________________________________________________
= €_________________
on alcohol products.
(a) Private Cost:____________________________________________________________________
(ii)
Net National Product at Factor Cost/National Income
Social Cost:_____________________________________________________________________
______________________________________________________________ = €_________________
(b) Advantage:______________________________________________________________________
(17 marks)
2

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

2.
6.

3.

3.

4.

___________________________________________________________________________________
Outline FOUR steps involved in calculating a Composite Price Index.
With the aid of a clearly labelled diagram, explain the relationship between the average and marginal
___________________________________________________________________________________
costs.1: Traynor _______________________________________________________________________
Step
Jonathan
www.thebusinessguys.ie
Example:___________________________________________________________________________
Step
2:
2004
Q3_______________________________________________________________________
Diagram
Explanation
4)
(16 marks)
Step
_______________________________________________________________________
Name3:the economist
primarily associated with the .........................................................................................
following economic concepts:
Step
_______________________________________________________________________
(i) 4: Iron Law
of Wages :
________________________________________________
(16 marks)
.........................................................................................
(ii)
Law of Comparative Advantage: ________________________________________________
Define occupational mobility of labour. Outline TWO factors which influence it.
.........................................................................................
(iii) Laissez Faire :
________________________________________________
Definition: _______________________________________________________________________
.........................................................................................
(iv)
Liquidity Preference Theory:
________________________________________________
___________________________________________________________________________________
(16
(17marks)
marks)
Factor
Identify1:FOUR_______________________________________________________________________
features of an oligopolistic market.
Factor 2:

_______________________________________________________________________

(i)
_____________________________________________________________________________
2002
Q4
5)
(16 marks)
7.
4.

5.
5.

State THREE
roles of profits in a market economy.
(ii)
_____________________________________________________________________________
Outline THREE key ideas which John Maynard Keynes contributed to economic thought.
ii(i) .....................................................................................................................................................................
(iii)
_____________________________________________________________________________
(i)
_____________________________________________________________________________
i(ii) .....................................................................................................................................................................
(iv)
_____________________________________________________________________________
(ii)
_____________________________________________________________________________
(16 marks)
(iii) .....................................................................................................................................................................
(iii)
_____________________________________________________________________________
(17 marks)
State THREE limitations on the power of banks to create credit.
(16 marks)

(i)
_____________________________________________________________________________
Outline TWO benefits to consumers of non-price competition.
(ii)

_____________________________________________________________________________

(i) 2001
_____________________________________________________________________________
Q8
6)
8.

(iii) _____________________________________________________________________________
_____________________________________________________________________________
(ii)
State THREE contributions made to economic thought by the Monetarist economists.
(16
(16 marks)
marks)
ii(i) .....................................................................................................................................................................
Page 2 of 7
Page 2 of 7
i(ii) .....................................................................................................................................................................
(iii) .....................................................................................................................................................................
(17 marks)

9.

A country is said to be overpopulated in the economic sense when
............................................................................................................................................................................
............................................................................................................................................................................
............................................................................................................................................................................
(17 marks)
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8.

6.

6.

7.

8.

(c)Population
WomenininBillions
Ireland earn on1average 17.1%
less per
to 6a study by 7the
2
3 hour than
4 men, according
5
Calculate
the
value
of
each
of
the
following:
Show
all
your
workings.
European
Commission
(Tackling
the
gender
pay
gap
in
the
European
Union,
(b)
(i) Discuss three economic factors which affect the competitiveness of Irish2011).
firms in
1804
1927
1960
1974
1987
1999
2012
Year
international trade.
(i)
Gross
National
Product
at trade
Factor
Cost;
Traynor
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(i)
Outline
twointernational
possible
for
the lower
rates
by women12in the Irish
(ii) Jonathan
Outline
how
benefits
Irish
consumers.
- reasons
123
33 wage
14 earned
13
13(25)
Years
elapsed
(ii) Net
National
Product
at
Factor
Cost/National
Income.
economy.
Long Ques+ons
(20 marks)
(ii)
Outline one measure that could be taken to close the gender pay gap.
(15)
(c)
NEuro
area
growth
is
forecast
to
slow
down
from
1.6%
in
2011
to
0.2%
in
2012O.
2013
(d)
(i) Suggest
two reasons
forwhich
the rapid
growth
world population
in on
recent
times.of GNP at
(b)
Explain
the economic
effect
each
of Q3
the in
following
could have
the level
(OECD,
2011) (30)
(ii)
Discuss
the
economic
effects
of
an
increasing
population
on
the
Irish
economy.
Market Prices:
Discuss briefly
the possible
effects on
the Irishtheory
economy
of the
the exploitation
slowdown inofthe
growth
in the
(d)
Explain
Karl Marx’s
economic
about
labour
in arate
capitalist
euro area.
(20)
system.
(i) a reduction in the general level of VAT;
(10)
(ii) a reduction in the subsidies paid to farmers.
[75 marks]
(b)
(i) State and explain the benefits of economic growth for developing countries (LDCs).
(20 marks)
(ii) Discuss one advantage and one disadvantage for the Irish economy of increased[75
growth
marks]
rates in developing countries (LDCs).
(25)
(c)
(i) Outline the main uses of National
Income
Statistics.
Q5 (c)
(a)
It is often said that NpushO factors and2012
NpullO factors
drive emigration.
(ii) State and explain four reasons why care should be taken when using National Income
Statistics
as a economic
measure ofNpushO
economic
performance
of a country.
(i) classical
Describeeconomist,
two
factors
economic
NpullO
factors
currently
affecting
(c)
The
Thomas Malthus,
inOR
histwo
work
An Essay
on the
Principle
of Population
(35
marks)
from Ireland.
(1798)emigration
created a theory
on population.
(ii) Exchequer
State and explain
theDecember
positive and
negative
consequences of emigration for the Irish
(a)
‘The
deficit in
2012
was €14.89bn’.
[75 marks]
economy.
(i) Explain
MalthusOs theory on population.
(Department of Finance, January 2013)(30)
(ii) Is MalthusOs theory on population relevant today? Explain your answer.
(20)
(b)
(i)
State
the
rate
of
unemployment
in
Ireland
during
2012,
as
indicated
by
the
Live
Register.
(i)
Discuss
four possible
consequences
ofbanks
the Government
CurrentbeBudget Deficit
(a)
It(ii)has Outline
been
suggested
that theofeconomic
main
commercial
(retail)
in Ireland
should
the
limitations
the
Live
Register
in
measuring
the
rate
of
[75 marks]
for the Irish economy.
nationalised.
unemployment
in
the
Irish
economy.
(ii)
Explain how a government budget could be used to reduce income inequalities in an(20)
2012 Q8 (c)
economy.
(30)
(i) Explain
the underlined terms.
(c)
(b)
(a)

(b)
(c)(a)
(b)

(c)
(b)

(c)
(c)

(ii)
Outline two
possible
economic
arguments
for and
two possible
arguments
The economist
John
Maynard
Keynes,why
author
The
General
Theory taxes
ofeconomic
Employment,
Interest
(i)
State and
explain
two reasons
the of
government
increased
on cigarettes
and
against
the
nationalisation
of
the
banks.
and
Money
(1936),
supported
the
use
of
fiscal
policy
by
Government
to
create
full
employment.
One of alcohol
the economic
aims
of
the
Irish
Government
at
present
is
to
decrease
government
current
in its most recent budget.
(30 marks)
expenditure.
(ii)
Outline three economic impacts for the Irish economy of an increase in Motor Tax.
(i) Explain
the above
statement.
Discuss
four other
economic
aims of the Government and use relevant statistics/information(30)
to
(i)
State
and
explain
what
you consider
toKeynes
be the three
most important
economic
aims of
(ii)
Discuss
two
other
key
concepts
which
contributed
to
economic
thought.
(25)
justify your choice.
(20)
the
Irish
Government.Advantage’ suggests that specialisation and trade increases world
The
‘Law
of
Comparative
‘The
Public
Programme
must make
a further
contribution
to budgetary
consolidation’.
(ii)
OutlineCapital
two examples
of possible
conflicts
between
government
economic
[75 marks]
output.
(Infrastructure and Capital Investment, 2012 – 2016)
aims/objectives.
NMost eurozone countries with large deficits are using VAT to generate revenue.O
marks)
2010
Q6
(c)Institute,
Explain to
thethe
meaning
of for
the Public
underlined
term
the
international
trade. (252011)
(Irish
Tax in
The of
Irish
Times,
November
As(i)an Advisor
Minister
Expenditure
andcontext
Reform,
discuss
two
economic
(ii) Identify
the main
this law. in the Budget.
arguments
in favour
of Friedman
aassumptions
reductionwas
inunderlying
capital
expenditure
The
economist
Milton
regarded
as
one of the
theIrish
major
thinkers of the
Identify using
two sources
of comparative
advantage
(i)(iii) Explain,
examples,
the difference
betweenfordirect
taxeseconomy.
and indirect taxes.
(15)
monetarist school of economic thought.
(ii) Discuss the economic advantages and disadvantages for the Government of (30 marks)
increasing VAT rates instead of income tax rates in its most recent budget.
Outline
four
features
ofeconomy
YMonetarismW.
Ireland
is a small
reliesfoods
very (e.g.
heavily
on drinks)
international
(iii) Outline
how open
imposing
a taxwhich
on sugary
fizzy
could trade.
benefit the[75 marks]
(20 marks)
Irish economy.
(35)
(i) Discuss the importance of international
Page 7 of 8trade to the Irish economy.
[75 marks]
(ii) Are there any economic justifications for a government intervening in order to restrict
international trade? Outline reasons for your answer.
State and
explain two economic arguments
favour
against
2009inQ7
(c) of and two economic arguments(30
marks)
third level students contributing to the cost of their higher education.
(20)
Write a brief note on David Ricardo’s contributions to economic thought.
Page 5 of 8

[75 marks]
(15 marks)
[75 marks]

Page 6 of 8

(a)

Page 6 of 8

Discuss the factors that influence the size of4 the Irish labour force.
(20 marks)

8.

(b)

(i)

(a)

(ii) Jonathan
Do youTraynor
consider that the Irish economy is moving towards more
free enterprise or towards
www.thebusinessguys.ie
more central planning in recent years? Explain your answer, using appropriate examples.
2007 Q4 (c)
(30 trade.
marks)
Explain how specialisation and the division of labour promotes globalisation/international
(20 marks)
In the case of any TWO of the following economists, outline TWO contributions which each one
has
made
to the
development
of economic
ideas:
The
World
Trade
Organisation
(WTO) aims
to reduce trade barriers between countries.

(c)
(b)

‘The Irish Economy can be described as a Mixed Economy’. Outline FOUR examples
of
[75 marks]
economic activity in the Irish economy to support this view.

Adam
Marshall;
John Maynard
Keynes;
(i) Smith;
OutlineAlfred
THREE
possible economic
advantages
of freeMilton
trade.Friedman.
(ii)
(iii)
(c)

(20 marks)
Explain THREE economic reasons why countries may impose barriers to restrict trade.
[75 marks]
Pageof5 restricting
of 8
State and explain TWO methods
free trade.
2003 Q8 (c)
(35 marks)

Adam Smith, author of ‘The Wealth of Nations’ (1776), explained the reasons for and benefits of
free trade.
Outline FOUR other areas in which he made contributions to economic thought.
(20 marks)
[75 marks]

Remember to return this question paper with the answerbook(s) used to answer the questions in Section B.
Page 7 of 7
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Short Ques+ons Answers
1) 2015 Q6
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 ( ) the appropriate box.]

STATEMENT

TRUE

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.

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

6

FALSE

Jonathan Traynor

www.thebusinessguys.ie

2) 2013 Q7
7.

Outline four contributions of Adam Smith to economic thought.

(17 marks)

(a) The pursuit of self -interest
This best benefits the individual and hence best benefits society.
(b) The Division of Labour
Increased productivity and increased country’s wealth.
(c) Labour Theory of Value
The value of a product was equal to the amount of labour that went into producing the product.
(d) State protection of property rights
Encourages the accumulation of personal wealth.
(e) 'Invisible hand of competition'
Allows a self-regulating market to operate thus ensuring economic progress is achieved.
(f) Perfect Competition
Free entry into markets; profits sufficient to reward entrepreneurs; inefficiency penalised and
price based on the cost of production. Monopolies would not persist.
(g) Laissez-faire / Limited government intervention
Except for defence/justice.
(h) Canons of Taxation
To fund the state’s defence/justice systems taxation was necessary and he developed the four
principles of a fair tax system: equity, economy, certainty and convenience.
(i) Paradox of Value He distinguished between ‘value in use’ and ‘value in exchange’. Some items
had an immense utility (i.e. air, water) but are not exchanged, while others (i.e. diamonds)
possessed little utility but could command a great value in exchange.
(j) Advocated Free Trade
He advocated international free trade unhindered by the imposition of tariffs so that markets
could operate effectively and allow the gains from trade to be spread between nations.

5+4+4+4
8.

Define the term 'Average Propensity to Consume' (APC) and calculate the APC for 2012 from
the information below. (Show your workings.)
(17 marks)
Year Disposable Income Savings
2012
€34,000
€5,200

€34,000* - €5,200* = €28,800*
€28,800 = 0.847 or 84.7%
€34,000

Definition:
The proportion / fraction of total income which is spent on goods and services.

9 marks

Calculate APC:

8 marks

Each * item at 2 mark = 6 marks. 2 bolded figures at 1 mark each

|Page
7

1. The cost of producing the product.
2. The state of the firm’s production technology.
3. Jonathan
The price
of related / other goods.
Traynor
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4. Unplanned factors.
2005 Q8 Policy such as: rates of taxation / availability of state subsidies.
5.3)
Government
6. Number of sellers in the industry.
Outline THREE
key ideas,
8. Objectives
7.
of the
firm.which John Maynard Keynes contributed to economic thought.
(a) National income could reach equilibrium without reaching full employment.
(b) The level of national output is demand determined.
(c) He favoured government
intervention
in the economy.
Marking Scheme:
4 points
x 4 marks each = 16 marks

The job of the government is to manage the economy.
The government can use fiscal policy to create full employment.
(The size of national income depends on expenditure and hence employment depends on expenditure).

(d) He the
stated
that investment
entrepreneurs
more on businessmen’s
expectations
‘Black
Economy’by(also
referred todepended
as the ‘Underground
Economy’
) and state
2. Define
than
on theto
rate
of interest.
ONE
example
support
your definition.

(e) Investment could be less than savings and cause a leakage in spending which decreases
national income and employment.
Definition:
12 marks graded
(f) He created new economic tools to explain his theories- the multiplier, MPC, MPM, etc.
Example:
4 marks.
(g) The multiplier:
any initial increase in spending will cause a greater increase in GNP.
(h) The liquidity preference theory: people desired to hold their wealth in money form for three
All reasons:
economic
activity which
goes unrecorded
/ is not included in the National
transactionary,
speculative
and precautionary.
Income
accounts.
(i) He favoured
a managed system of foreign exchange rates rather than the gold standard.
Example: Any appropriate example, such as:

9.

1. Trading in goods/services in a black
market.
17 marks
graded
2. People engaged in ‘nixers’.
3. Under-declaration of income.

Given that Gross National Product at Current Market Prices is €180 million;
Price
Subsidies
Q3 €4 million; Depreciation €15 million; Indirect Taxes €25 million;
4) 2004
Complete the following calculations. Show your workings.
(i) Gross National Product at Factor Cost.
(ii)
Net economist
National Product
at Factor Cost/National
Income.
PRIMARILY
associated
with the following ideas:
3. Name the

16 marks graded

(i) Gross Idea
National Product at Factor Cost Economist
Iron
Law of Wages
(i)
Robert Thomas Malthus
GNP
@
Market
Prices
+
Price
Subsidies
– Indirect
Taxes = GNP @ Factor Cost
Law
of
Comparative
Advantage
(ii)
David
Ricardo
million
+
€4 million Adam
– €25
million = €159 million
Laissez
Faire
(iii) €180
Smith

(iv) Liquidity Preference Theory
John Maynard Keynes
(ii) Net National Product at Factor Cost/National Income
2

GNP @ Factor Cost – Depreciation = NNP @ FC
€159 million* – €15 million = €144 million
17 marks graded.

4

8

Jonathan Traynor
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5) 2002 Q4

6) 2001 Q8

9

8. Education on gender stereotyping
Policies
could Traynor
be pursued which challenge ‘traditional’ views of women
in schools, home and in the
Jonathan
www.thebusinessguys.ie
workplace.

Long Ques+ons Answers
1 point
at 5 Q3
marks
2013
(d) (2+3)

(d)

Explain briefly Karl Marx’s economic theory about the exploitation of labour in a capitalist system.(10)
Marx argued that workers were paid subsistence / minimum wages by their employers.
The value of the goods produced by a worker was more than the wages paid to the worker.
(The difference between the two he called the ‘surplus value’ or profit to the employer).
This illustrated that workers were exploited and in time would be replaced by capital resulting
in their unemployment.

10 marks (6+4)

1 |Page
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Jonathan Traynor
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2012 Q5 (c)
(c)

(i)

The classical economist, Thomas Malthus, in his work An Essay on the Principle of Population
(1798) created a theory on population.
(i) Explain Malthus’s theory on population.
(ii) Is Malthus’s theory on population relevant today? Explain your answer.
(20)

Explain Malthus’s theory on population.

Malthus stated that population increases in a geometric progression (i.e. 2, 4, 8, 16 etc)
while food supply increases in an arithmetic progression (i.e. 2, 3, 4, 5 etc).
Population would outgrow the means of subsistence. The outcome would be famine, disease
etc.
10 (4+4+2) marks.

(ii) Is Malthus’s theory on population relevant today? Explain your answer.

Yes
His theory is relevant today
Population

Food
Production

No
His theory is not relevant today

The rapid increase in population
World population has exceeded 7 bn
There is an uneven distribution of
population worldwide between LDCs and
DCs.

Extensive population control measures are
in place worldwide which are helping
control population growth.
Some countries impose strict population
controls e.g. China’s ‘One Child Policy’.

The rapid increase in population
cannot be matched with a
proportionate increase in food
production.
In some developing countries there
is malnutrition.
The UN estimates that in Africa if
population and soil degradation
continues, the continent might be
able to feed just 25% of its
population by 2025.

Because of the development of high
yielding crops /Genetic modification
means that food production is being
increased.
The availability of cheaper imports
from developed nations (EU; North
America) is helping the distribution
of food worldwide.

2 points at 5 marks each.

2 points at 5 marks each.
11

Jonathan Traynor
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2012 Q8 (c)
(c)

The economist John Maynard Keynes, author of The General Theory of Employment, Interest and
Money (1936), supported the use of fiscal policy by Government to create full employment.
(i)
(ii)
(i)

Explain the above statement.
Discuss two other key concepts which Keynes contributed to economic thought.

(25)

Explain the above statement.

He suggested government cut direct taxation to boost income, therefore boosting
expenditure to help create jobs.
The government could increase its expenditure, thereby increasing demand (through direct
public works) so as to help create jobs.

13 (9+4) marks.
(ii)

Discuss two other key concepts which Keynes contributed to economic thought

Equilibrium National Income.
National income could reach equilibrium without reaching full employment.
Output is demand determined.
The size of national income depends on expenditure i.e. Y = C + I + G + X

M

Investment decisions by entrepreneurs.
He stated that investment by entrepreneurs depended more on businessmen’s expectations than on
the rate of interest.
Investment could be less than savings.
This could result in a leakage in spending which decreases national income and employment.
New Economic Concepts – The Multiplier
He developed new tools to explain his theories including the multiplier: Any initial increase in
spending will cause a much greater increase in GNP due to the fact that one person’s
expenditure is another person’s income. He developed concepts such as: MPC, MPM, etc.
Liquidity Preference Theory:
People may prefer to hold their wealth in money form for three reasons:
transactionary; precautionary and speculative reasons.
Managed system of exchange rates:
He favoured a system of foreign exchange rates which could be ‘managed’ by the state rather than
the gold standard.

2 at 6 marks each.
12

5. Full employment v. price stability.
Jonathan Traynor

2 conflicts at 5 marks each. www.thebusinessguys.ie
State: 2 marks.
2010Explain:
Q6 (c) 3 marks.

(c) The economist Milton Friedman was regarded as one of the major thinkers of the monetarist school of
economic thought. Outline four features of EMonetarism<.
(20 marks)

Monetary policy should be the main instrument used by the government to manage the
economy and not fiscal policy. Increased government expenditure would only lead to higher
prices and not increased output and employment as advocated by Keynes.
Control of money supply
Monetarists suggest strict control of the money supply so as to control inflation.
Limiting credit availability, keeping interest rates high would control consumer borrowing.
Reduction in inflation increases competitiveness which may lead to relatively cheaper
exports, increased exports and job creation in the long run. Companies should keep wage
increases to a minimum in order to avoid cost-push inflation.
Laissez faire principles
Monetarists favour a return to laissez faire principles: minimum state intervention;
de-regulation of markets; privatisation of state bodies.
Supply side policies
Monetarists favoured any policies which improve market efficiency / boost supply/
reduce the ability of trade unions to interfere with the labour market.
4 at 5 marks each.
State: 2 marks. Explain: 3 marks.

25 | P a g e
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agricultural commodities so as to protect the country from foot and mouth disease and so protect
this vital industry.
Jonathan Traynor

3 points @ 5 marks each graded
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2009 Q7 (c)

(c)

Write a brief note on David Ricardo’s contribution to economic thought.

Law of Comparative Costs
Ricardo supported the idea of free trade and developed the law of comparative costs which states that a
country should specialise in the production of those commodities in which it is relatively most efficient
and trade for the remainder of its requirements.

Theory of Economic Rent
If population increased it was necessary to use inferior / more remote land. For use of this land rent was
paid. As a result the price of food rose. Cost of producing on the best land was lower therefore food
produced on this land earned a surplus over that produced on inferior land. This surplus led to an
increase in rent payable for the use of good land.

Accepted the Subsistence Wages Theory
He believed that any increase in wages above the subsistence level would cause an increase in
population which would in turn cause wage levels to fall.

15 marks graded
28 | P a g e
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2007 Q4 (c)
(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, Keynes, Milton Friedman (20 marks)
Adam Smith
(a) The pursuit of self interest –
This best benefited the individual and hence best benefited society.
(b) Division of Labour –
Increased productivity and a country’s wealth. His example - the manufacture of pins illustrated the benefits of the
division of labour.
(c) Labour Theory of Value –
The value of an item was equal to the amount of labour that went into producing the product.
(d) State protection of property rights –
Encourages the accumulation of personal wealth.
(e) 'Invisible hand of competition' –
Allows a self regulating market to operate thus ensuring economic progress is achieved.
(f) Perfect Competition Free entry into markets; profits sufficient to reward entrepreneurs; inefficiency penalised and price would be based on
the cost of production. Monopolies would not persist.
(g) Laissez-faire –
no justification for government intervention in the economy except for defence/justice.
(h) Canons of Taxation –
To fund the state’s defence/justice systems taxation was necessary and he devised the four principles of a fair tax
system: equity, economy, certainty and convenience.
(i) Paradox of Value –
He distinguished between ‘value in use’ and ‘value in exchange’. Some items had a vast utility (air, water) but are not
exchanged, while others (diamonds) possessed little utility but could command a great value in exchange.
(j) Free Trade –
He advocated international free trade unhindered by the imposition of tariffs so that markets could operate effectively
and allow the gains from trade to be spread between nations.

Alfred Marshall
(a) Theory of Value
The value of a commodity was determined in the short-run by its utility and demand and in the long-run was
determined by its cost of production.
(b) Distribution of income / wealth:
The return to each of the factors of production was determined by their marginal productivity.
(c) Competition regulated economic activity:
Government intervention and inter-business co-operation could regulate economic activity and enhance economic
freedom.
(d) Growth of monopolies could be prevented by:
Regulation by government; consumer information; increased number of small investors/more accountability.
(e) Quasi rent:
The economic rent earned by factors of production in the short run when demand exceeded supply.
(f) Developed concepts of price-elasticity of demand / consumer surplus / how markets adjusted to changes in
D & S over time: quantifying buyers’ sensitivity to price; the surplus value or utility a consumer enjoys; Market
period, short period and long period.
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2007 Q4 (c) Con+nued
John Maynard Keynes
(a) National Income at less than full employment:
Keynes observed that national income could reach equilibrium without reaching full employment and hence he
suggested government intervention to help create jobs when required.
(b) Output is demand determined.
The size of national income depends on expenditure i.e. C = I + G + X − M
(c) Favoured government intervention in the economy.
The job of the government is to manage the economy.
The government can use fiscal policy to create full employment.
(d) Investment decisions by entrepreneurs.
He stated that investment by entrepreneurs depended more on businessmen’s expectations than on the rate of interest.
(e) Investment could be less than savings.
This could result in a leakage in spending which decreases national income and employment.
(f) New Economic Concepts – The Multiplier
He developed new tools to explain his theories including the multiplier: Any initial increase in spending will cause a
greater much greater increase in GNP due to the fact that one person’s expenditure is another person’s income. He
developed concepts such as: - MPC, MPM, etc.
(g) Liquidity Preference Theory:
People may prefer to hold their wealth in money form for three reasons:
transactionary; precautionary and speculative reasons.
(h) Managed system of exchange rates:
He favoured a system of foreign exchange rates which could be ‘managed’ by the state rather than the gold standard.

Milton Friedman
(a) Monetary policy:

Should be the main instrument used by the government to manage the economy.
(b) Control of money supply:
Monetarists suggest strict control of the money supply so as to control inflation.
(c) Reduce inflation:
This increases competitiveness which may lead to increased exports and job creation in the log run..
(d) Laissez faire principles:
He favoured a return to laissez faire principles - with minimum state intervention; de-regulation of markets;
privatisation of state bodies.
(e) Supply side policies:
He favoured any policies which improved market efficiency / boosted supply: de-regulation of markets; reducing the
ability of trade unions to interfere with the labour market.

2 economists at 10 marks each graded.
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8 marks: 2 points x 4 marks each graded.
2003 Q8 (c)

(c) Adam Smith, author of ‘The Wealth of Nations’ (1776) explained the reasons for
and benefits of free trade. Outline FOUR other areas in which he made
contributions to economic thought.
(20 marks)
(i) The pursuit of self-interest
‘What best benefited the individual, best benefited the society’.
(ii) Division of Labour
Increased productivity leading to increased wealth in a country. He illustrated
his theory with the example of the manufacture of pins.
(iii) The Labour Theory of Value
The value of an item was equal to the amount of labour that went into producing
the product.
(iv) 'Invisible hand of competition'
He advocated the operation of a self regulating market, thus ensuring that
economic progress was achieved.
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2003 Q8 (c) Con+nued

(v) Perfect Competition
Adam Smith favoured perfectly competitive markets. This allowed free entry
into the market, profits sufficient to reward entrepreneurs, inefficiency penalized
and prices based on the cost of production. Monopolies would not persist.
(vi) Laissez-faire
He believed that there was no justification for government intervention in the
economy, except for national security such as defence / justice.
(vii) Canons of Taxation
To fund the state’s defence/justice systems taxation was necessary and he
devised the four principles of a fair tax system: equity, economy, certainty and
convenience.
(viii) Paradox of Value
He distinguished between ‘value in use’ and ‘value in exchange’. Some items
have a vast utility (air, water) but are not exchanged, while others (diamonds)
possess little utility but can command a great value in exchange.
(ix) Protection of property rights
By protecting personal property rights an individual could accumulate wealth.
The individual benefited and thus so did society.
20 marks: 4 x 5 marks each graded
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