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11.

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)
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12.

6. With the aid of a clearly labelled diagram, explain the relationship between the average and marginal
costs.

Diagram Explanation

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

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

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

.........................................................................................
(17 marks)

7. State THREE roles of profits in a market economy.

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

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

(iii) .....................................................................................................................................................................
(17 marks)

8. State THREE contributions made to economic thought by the Monetarist economists.

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

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

(iii) .....................................................................................................................................................................
(17 marks)

9. A country is said to be overpopulated in the economic sense when

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

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

............................................................................................................................................................................
(17 marks)
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!
! *+,% -+?97??%/0$%$9'.'2+9%"86"./"#$?%'(%("44+.#%9'?/?%'(%;1'879/+'.%('1%/0$%C1+?0%$9'.'2:<%
% % *++,% @7/4+.$%;'??+D4$%1$?/1+9/+'.?%'.%/0$%#1'B/0%'(%D7?+.$??$?%+.%/0$%C1+?0%$9'.'2:%"/%%%%
% % % ;1$?$./<%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%"GC%!
%

$.&! F0$%V1+/+?0%!$/1'4$72%*V!,%'+4%?;+44%+.%/0$%W74(%'(%3$>+9'%+.%MJLJ%+?%$?/+2"/$8%/'%0"6$%9'?/%"%!
/'/"4%'(%XIJ%D.<%%C8$./+(:%'()%9'?/?%('1%V!%".8%'()%9'?/?%/'%?'9+$/:%"??'9+"/$8%B+/0%/0+?%'+4%?;+44<%%%!
%

"D$%!
!

/01!2%,345!
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2009

!"#$%&%'(%)%

!"#"

$"

*+%

,-"./0/1%

2.0/%

+'3/%

%%4%
5+%

!
"#% $%&! 67$%87'9/%:-.%*;$9"#$%+'3/%<*+=%'(%"%(09>%03%-3-"??1%37'@.%"3%"%2A37"B$C%D-9;$E%

%

<0=! 8/"/$%".C%$FB?"0.%/7$%9$"3'.<3=%('9%/7$%37"B$%'(%/7$%*+%D-9;$G%

%

! H9'>%B'0./%I%/'%JK%
! H9'>%B'0./%J%/'%LE%

%

% %

%

%

% %

%

%

%

%

%

% %
%

<00=% MFB?"0.%/7$%9$?"/0'.370B%N$/@$$.%/7$%5"9#0."?%+'3/%<5+=%".C%*;$9"#$%+'3/%<*+=%%%

% D-9;$3%"3%37'@.%"N';$E%

% !"#$!%&'()*!
!

$'&! O67$%37"B$%'(!"%P'.#%:-.%*;$9"#$%+'3/%<P:*+=%D-9;$%03%C$/$9>0.$C%N1%$D'.'>0$3%".C%
C03$D'.'>0$3%'(%3D"?$QE%

%

<0=! MFB?"0.%/703%3/"/$>$./R%@0/7%/7$%"0C%'(%"%D?$"9?1%?"N$??$C%C0"#9">E%

<00=! S$(0.$%()*+,)%-!./0)012+3!04!5/%-+%".C%.6*+,)%-!./0)012+3!04!5/%-+E%%
<000=! 8/"/$%".C%$FB?"0.%*70%$F">B?$3%'(%+%/8%$D'.'>1E%% %

%%%%"+,!%&'()*%
%

$/&% O67$%T9037%#';$9.>$./%37'-?C%$.D'-9"#$%0.0/0"/0;$3%/7"/%@0??%B9$;$./%(-9/7$9%D'3/%0.D9$"3$3%".C%

0.%/-9.%3-3/"0.%$>B?'1>$./%0.%3>"??%(09>3QE%
%

8-##$3/%@0/7%9$"3'.3%"D/0'.3%/7$%#';$9.>$./%D'-?C%/"U$%/'%0>B9';$%/7$%D'>B$/0/0;$.$33%

'(%3>"??%(09>3E%% % % % % % % % % % %%

% % % % % % % % % % % %%%!"#,!%&'()*!
!9:;!1%,<3=!

!
!
!

>#! $%&! OV".U3%>"1%("0?%N1%';$9A$F/$.C0.#%/7$09%?'".%N''UQE%

MFB?"0.%/703%3/"/$>$./%@0/70.%/7$%D'./$F/%'(%"%N".UQ3%/@0.%9$W-09$>$./3%'(%?0W-0C0/1%".C%

B9'(0/"N0?0/1E%

"#$!%&'()*!
!

! $'&! X$1.$3Q%D'.D$B/%'(%OP0W-0C0/1%!9$($9$.D$Q%03%N"3$C%'.%/79$$%9$"3'.3%@71%B$'B?$%C$309$%/'%7'?C%

% @$"?/7%0.%>'.$1%('9>E%

% % <0=% 8/"/$%".C%$FB?"0.%+%/8%'(%/7$3$%9$"3'.3E%
% % <00=! S03D-33%/7$%$(($D/%"%("??%0.%0./$9$3/%9"/$3%03%#$.$9"??1%$FB$D/$C%/'%7";$%'.%+%/8%'(%%%
% % %%%%%%%%%/7$3$%9$"3'.3E%

"+,!%&'()*!
%

$/&% Y-/?0.$%7'@%/7$%9$D$./%/0#7/$.0.#%<9$C-D/0'.=%0.%/7$%";"0?"N0?0/1%'(%D9$C0/%>"1%"(($D/G%

% % <0=% 67$%T9037%5'/'9%T.C-3/91K%

% % <00=% T.(?"/0'.K%

% % <000=% T9$?".CQ3%V"?".D$%'(%!"1>$./3E%

!"#,!%&'()*!
9:;!1%,<3=!
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2004

!"#$%&%'(%)%

%
%
*+% ,"-% ,.-% !"#"$%"&$%/"0%'(%1.2.3.45.3#%6"7#.3"8%9$:;734+%

%%%%%%%%%% ,..-% '()*+%"&$%"#,-$%,$-./0%("#"$%#1"$2%/&)3&%-$4$-%.1%$56-.75$*"%8)5)*)(&)*+%5#2+)*#-%2$"92*(%%%%%
% % ($"%)*:%%;<6-#)*%7.92%#*(/$2:%

%
<;2=$7%'(%>$74'34%$2>8'?$@ A% B% *% C% &%

D':"8%E;:>;:%%%%%%%%%%%%,.3%;3.:4-% AC% *F% &F% GC% )G%

6"7#.3"8%E;:>;:%%%%%,.3%;3.:4-% %%%%AC% % % % %

!!!!!"#$!%&'()*!
!
!

,=-% =&$%45'7:H7;3%"I$7"#$%J'4:%J;7I$%.1%#%1)25%)*)")#--7%(-.6$(%8./*/#28(%#*8%#1"$2/#28(%(-.6$(%
96/#28(:%;<6-#)*%/&7%"&)(%)(%"&$%6#""$2*%.1%(&.2">29*%#4$2#+$%3.("(:%%

!!!!!"#$!%&'()*
! %

,J-% ?"%)(%+$*$2#--7%#+2$$8%"&#"%"&$%-.*+>29*%#4$2#+$%3.("%3924$%)*)")#--7%(-.6$(%8./*/#28(%89$%".%
% $J'3'2.$4%'(%4J"8$%#*8%"&$*%(-.6$(%96/#28(%89$%".%@.4$J'3'2.$4%'(%4J"8$:%%=&$($%$3.*.5)$(%
% #*8%8)($3.*.5)$(%3#*%,$%,."&%)*"$2*#-%#*8%$<"$2*#-:%

%
,.-% @$1)*$%"&$%9*8$2-)*$8%"$25(:%
,..-% @)(")*+9)(&%,$"/$$*%.3:$73"8%#*8%$K:$73"8%$3.*.5)$(%.1%(3#-$0%+)4)*+%DLE%$<#56-$(%%

%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%)*%$#3&%3#($:%
!!!!!"+,!%&'()*!

!
,@-% A&)-$%"&$2$%3#*%,$%#84#*"#+$(%12.5%62.893)*+%.*%#%-#2+$%(3#-$0%"&$%5#B.2)"7%.1%1)25(%)*%?2$-#*8%

#2$%(5#--:%;<6-#)*%DM9NN%2$#(.*(%/&7%(5#--%1)25(%(924)4$%)*%"&$%?2)(&%$3.*.57:%
!!!!!"#$!%&'()*!

%
O)&%2"7P4Q%

%
C+%%%%%%% ,"-%%%%% ?*%2$-#").*%".%"&$%1#3".2%.1%62.893").*%N3:$7>7.4$C%%%%%%%%%%%%
% ,.-% @)(")*+9)(&%,$"/$$*%)*(92#,-$%2)(D(%#*8%*.*>)*(92#,-$%2)(D(%#*8%("#"$%DLE%$<#56-$(%)*%

% $#3&%3#($:%%
% ,..-% ;<6-#)*%DLE%2$#(.*(%/&7%E$*"$262)($F%)(%3.*()8$2$8%".%,$%#%9*)G9$%1#3".2%.1%62.893").*:%

!!!!!"-$!%&'()*!!
!

%,=-% ,.-% ;<6-#)*%/&#"%)(%5$#*"%,7%"&$%"$25%6"7#.3"8%N((.J.$3J?%'(%R">.:"8%HI;JK:%
,..-% @)(39((%SET9%1#3".2(0%."&$2%"&#*%I;J0%/&)3&%)*1-9$*3$%"&$%-$4$-%.1%)*4$("5$*"%,7%

% % % $*"2$62$*$92(:%
! ! ! ! ! ! ! ! ! ! ! ! ! !!!!!"+,!%&'()*!

!
%,J-% @)(39((%"&$%2.-$%.1%62.1)"(%)*%62.5.")*+%8$4$-.65$*"%)*%#%5.8$2*%5#2D$"%$3.*.57:%

!!!!!"-,!%&'()*%
%%%%%%%%%
%

%O)&%2"7P4Q%
%

Short	  Ques+ons	  Answers

1.

5 | P a g e

!" Outline #$%&possible economic effects for the Irish economy of the euro (€) falling in value relative to 
the US dollar ($).

'" ()*%+#&*+,-./&(from US)&0.1+.+&
Price of imports from US increased.
This will result in a higher import bill for Irish producers / decrease in imports from the US.

                The cost of Irish people visiting the US is dearer so less Irish people may holiday there. 

2" 34*%+#&*+,-./&5to US) -6.1*.+
Price of exports from Ireland to US decrease and therefore are easier to sell. 
This may result in increased exports to the US.

                The cost of Americans visiting Ireland is cheaper so more Americans may holiday here. 

7" 3)*8%9).:#&%**%+#;:,#,./&
With a possible increase in exports, employment in those industries which depend on Irish 
exports to the US may increase.

<" 3-%:%),-&=+%$#6&)19&,:-+.1/.&
With job creation, spending within the economy may rise. Expenditure by the government on 
social welfare would decrease. Combined, these will impact positively on the rate of 
economic growth. 

>" ?@&(:A./#).:#&,:&(+.81:0
It may be less costly for US firms to purchase capital goods/invest in Ireland, so investment 
may increase. 

'B&)1+C/&5D&E&F&G&

B" State #6+.. reasons why multinational firms are re-locating to countries like Vietnam, Indonesia and 
Thailand in Southeast Asia. 

'"&&H%$.+&$1=.&-%/#/: wage rates outside Ireland are lower.

2"&&H%$.+&-%/#/&%I&*+%0;-#,%:: firms may avail of more competitive energy prices; utility
charges; insurance costs; professional fees etc. 

7"&&H.//&+./#+,-#,A.&+.=;81#%+9&I+1).$%+C: regulations may be less strict making it easier to  
     operate e.g. protection of the environment may face less regulation. 

<"&&3).+=,:=&.-%:%),./&1+.&,:&1&=+%$#6&*61/.: access to growing international markets/new
     markets. 

>"&&J.A.8%*).:#&,:&-%));:,-1#,%:/&#.-6:%8%=9K&access to speedier broadband.

'B&)1+C/&5'LE>E2G&
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2.

!"#"$ % & ' "
"

!"! !"#$%&'("$)*+#&,-#,.$'($/*,('0#&',)$."#$',.&*01/.'*,$*2$34.#&$/"4&)#($2*&$"*1(#"*50(6$71.5',#$#$%&&$
8*(('95#$#/*,*-'/$4&)1-#,.($',$24+*1&$*2$."#$',.&*01/.'*,$*2$34.#&$/"4&)#($2*&$"*1(#"*50($',$%&#54,06$

$
$
'"! (&)*+&,+-./*01#2-.,-3,45#&%,6,)2/+-*%57&,45/#&",
%2$8#*85#$84:$2*&$34.#&$'.$-4:$#,/*1&4)#$8#*85#$.*$1(#$'.$-*&#$(84&',)5:$;$1(#$'.$

$$$$$$$$$$$-*&#$#22'/'#,.5:$4,0$(*$0'(/*1&4)#$34(.#6$
$

8"! 9&.&%5#&,%&:&.*&,3-%,#$&,/&%:2+&,1%-:2)&%,6,;%-5)&.,#$&,#5<,;5/&,
!"#$/"4&)#($3'55$"#58$/&#4.#$&#+#,1#$2*&$."#$8&*+'0#&$4,0$."'($3'55$"#58$.*34&0($."#$/*(.$
*2$."#$8&*+'('*,$*2$34.#&6$
$

="! >01%-:&,?*5@2#A,-3,45#&%,/*11@A,6,)2/#%2;*#2-.,-3,45#&%",
!"#$&#+#,1#$#4&,#0$-4:$9#$1(#0$.*$'-8&*+#$."#$<145'.:$*2$."#$34.#&$(1885:$.*$
"*1(#"*50#&($4,0;*&$"#58$91'50$4$9#..#&$(:(.#-$*2$0'(.&'91.'*,$#6)6$8'8#($#./6$
$

B"! C.+-*%57&,2.:&/#0&.#,2.,5@#&%.5#2:&,#&+$.-@-72&/",
7&)4,'(4.'*,($3"'/"$1(#$4$5*.$*2$34.#&$-4:$9#$#,/*1&4)#0$.*$',+#(.$',$.#/",*5*)'#($
3"'/"$&#01/#$34.#&$/*,(1-8.'*,6$
$

D"! E&@1/,%&)*+&,.&&),#-,%52/&,)2%&+#,#5<5#2-.",
=:$)#,#&4.',)$&#+#,1#$',$."'($34:$'.$-4:$"#58$&#01/#$."#$,##0$*2$."#$)*+#&,-#,.$$$
.*$',/&#4(#$0'&#/.$.4>4.'*,$4,0;*&$&#01/#;#5'-',4.#$*."#&$#((#,.'45$(#&+'/#(6$
$

$F",,>01-//2;@&,#-,&:5)&,6,$&@1/,7-:&%.0&.#,32.5.+25@,1@5..2.7",
,,,,,,?($."#$.4>$'($',@91'5.$'.$'($'-8*(('95#$.*$#+40#$01#$.*$-#.#&($9#',)$',(.455#06$?($."#$

&#+#,1#$2&*-$."#$.4>$'($-*&#$/#&.4',$."4,$*."#&$2*&-($*2$.4>4.'*,$'.$3'55$4'0$."#$
)*+#&,-#,.$',$2',4,/'45$854,,',)6$

$
=,1-2.#/G,F,05%H/,I,F,05%H/,I,D,05%H/",

,
,
,
,
,
,
,
,
,
,
,
,

,
,
,
,
,
,

,
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3.

 

!"# $%&#'()*+),#-&./0#+&1+&2&342#4%&#./3*#+53#&65(.(-+(5,#/7#)#7(+,#(3#(,1&+7&84#8/,1&4(4(/39#0%(8%#2&&:2#
4/#,);(,(2&#1+/7(42"##<)-&.#4%&#'()*+),#)3'#52&#(4#4/#'&28+(-&#4%&#./3*#+53#&65(.(-+(5,#1/2(4(/3#7/+#)#
7(+,#(3#(,1&+7&84#8/,1&4(4(/3#

# #
###########=#

6 

#!"#$%#&'('&#%)*'$%#+,+-'
''''''''''''''''''''''''''''''''''''''''''''''''''>?##### # # # #
' ' ' ' ' ' ' ' ' #
# =@#############################?@# # # # # # #
# # # # # # # # # #
# # # # # # # # # #
#
#
##########################################>A#########B#
#
#############################C@#################################################C#
#

?/3'(4(/32D'' # # # # # #
# #
@" >A#E#>?9#1+/7(4#,);(,(2)4(/39#&65(.(-+(5,## '
F" G65(.(-+(5,#1+(8&#E#=@#
H" G65(.(-+(5,#65)34(4I#E#C@#
J" K/+,).#1+/7(4#LA#E#L?M?/24#/7#1+/'584(/3#?@#
N" K/4#1+/'58(3*#)4#./0&24#1/(34#/7#L?#85+O&#P(3&77(8(&34Q"# #

 
.'/01+"2"01*3'45'&#%)*'$%#+,+-'

 
R"# S4)4&#260#&8/3/,(8#+&)2/32#7/+#(38+&)2&'#/(.#1+(8&2#
#

@" 7%,#2,%'+,&#1+'80%'0"93#K&0.I#(3'524+().(2&'#8/534+(&2#258%#)2#?%(3)9#T3'()#PUAT?Q"#
F" :889;,1/,<=/010&"/'7%062>3#0(4%#%(*%&+#'(21/2)-.&#(38/,&2M*+&)4&+#15+8%)2(3*#1/0&+9#)2#)#+&25.4#/7#
&8/3/,(8#*+/04%#4%&+&#(2#)#*+&)4&+#'&,)3'#7/+#-(**&+#O&%(8.&29#,/+&#)(+.(3&#4+)O&.#'+(O(3*#51#/(.#1+(8&2"#

H" ?,*,%@,*'08'0"9'+,/9"1"1$<'>"$>'/0*2'08',A2%#/2"013#V(.#(2#)#3/3W+&3&0)-.&#+&2/5+8&"##
J" 7%,,1'2#A,*<,A/"*,'+;2",*3'T3#,)3I#8/534+(&2#)#1&+8&34)*&#/7#4%&#1+(8&#(2#)#7/+,#/7#4);)4(/3"'
N" B#/)'08'C%0+;/2"01'"1'D"++9,'=#*2E#&"*"#T+)6#8/37.(849#1/.(4(8).#538&+4)(34I"#
X" FC,/;9#2"01D#(3O&24/+2#)+&#21&85.)4(3*#/3#7545+&#1+(8&2#/7#/(.#(3#0/+.'#,)+:&42"#

#

G1,#S/8().#?/24D####
@" =1@"%01&,12#9'+#&#$,3'V(.#&;1./+)4(/3#(38+&)2&2#)2#+&2&+O&2#+53#./0#PT+(2%#8/)24.(3&QM'&24+/I(3*#+)(3#
7/+&242#(3#/+'&+#4/#*+/0#8+/12#7/+#-(/#75&.2"#

F" B0**'08',A/"*,'+;2H3''T7#1&/1.&#854#-)8:#/3#52&#/7#/(.9#*/O&+3,&34#./2&2#4);#+&O&35&#
H" I1/%,#*"1$'"189#2"01Y#$%&#+(2(3*#1+(8&#/7#/(.#%)2#)''&'#4/#(37.)4(/3)+I#1+&225+&2#(3#2/,&#&8/3/,(&2#)3'#
)#8/32&65&34#7)..#(3#&8/3/,(8#*+/04%"#

J" ?"*"1$'60%9+'800+'C%"/,*3##L2#8/534+(&2#20(48%#1+/'584(/3#4/#8+/12#7/+#-(/#75&.29#7//'#1+/8&22#+(2&"#
N" F>0%2#$,'08'800+#1)+4(85.)+.I#(3#'&O&./1(3*#3)4(/32"#

#

G1,#S/8().#U&3&7(4D##
@" =1@"%01&,123'4%&+&#,)I#-&#)#+&'584(/3#(3#1/..54(/3#)2#1&/1.&#854#-)8:#/3#52&#4%52#%&.1(3*#
&3O(+/3,&34M*+&)4&+#&8/3/,I#(3#4%&#52&#/7#/(."#

F" J;K9"/'2%#1*C0%23##T7#/(.#8/242#+(2&#8/325,&+2#,)I#-&#,/+&#0(..(3*#4/#52&#15-.(8#4+)321/+4"#
H" B,**'2%#88"/'/01$,*2"013'?/325,&+2#854#-)8:#/3#52&#/7#8)+2#'
J" I1/,12"@,'20'*0;%/,'#92,%1#2"@,'*0;%/,*'08',1,%$H3'L2#/(.#-&8/,&2#&;1&32(O&#/4%&+#2/5+8&2#/7#&3&+*I#
,)I#-&8/,&#)#,/+&#O()-.&#2/.54(/3"'

'

4L'&#%)*'$%#+,+-'

4.

!
!
!"##!"#$%&'(!$%&!)&*)#+,$-')(,!#'.(*!/0&)0!-!1-)$2*!21!3*2.#)$&2'!)-'!(-*'!'()*)+,(#-.*/4!
!
54!01)2/34.#,*#/1.#567789#):#3*9#:3(/)2#):#72);6(/,)*6!!
!!!!&1!%-'.!7!%-82#*!&,!&'!,02*$!,#33%9!:!&$,!3*&)(!/&%%!&')*(-,(4!
;4!<)55.55,)*#):#3#232.#5=,88#)2#/38.*/6!&1!-!3(*,2'!0-,!-!,<&%%!/0&)0!&,!&'!=*(-$!.(+-'.!!
!!!!(4=4!-!3*21(,,&2'-%!,2))(*!3%-9(*!$0('!$0(9!)-'!)2++-'.!0&=0!1((,4!
>4!-.*/#):#>?,8,/96!-'!('$*(3*('(#*!/02!&'?('$,!-!+#)0!,2#=0!-1$(*!)2++2.&$9!+-9!)2++-'.!0&=0!!
!!!!&')2+(!(4=!@&%%!A-$(,!-'.!$0(!&'?('$&2'!21!$0(!B/&'.2/,C!23(*-$&'=!,9,$(+,4!
D4!@)+78./.89#57.(,:,(#:3(/)25#):#72);6(/,)*6!$0(*(!&,!'2!2332*$#'&$9!)2,$!&'!$0(!#,(!-'!(E&,$&'=!1-)$2*!!
!!!!21!3*2.#)$&2'!/0&)0!&,!)2+3%($(%9!,3()&1&)!F'2$!-.-3$-8%(!$2!2$0(*!#,(,!(4=4!-!*-&%/-9!,$-$&2'G4!
!!!!H1!-!3-9+('$!&,!+-.(!12*!$0(!#,(!21!$0&,!,3()&1&)!1-)$2*!$0('!$0&,!('$&*(!3-9+('$!/2#%.!8(!()2'2+&)!*('$!!
!!!!-,!$0(!2332*$#'&$9!)2,$!&,!I(*24!
J4!067.2#*)2+38#72):,/5#.32*.;#,*#/1.#51)2/#26*!F/&%%!8(!(%&+&'-$(.!/&$0!$0(!('$*9!21!1&*+,G!7!!
!!!!8)*4#26*#,:#?322,.25#/)#.*/29#.A,5/!(4=4!&'!+2'232%94!
!!!!!

BC#+32=5#423;.;"#
!
!
C"######BK'!H*&,0!8-'<&'=!=*2#3!2/',!$0&*$9!8*-')0!211&)(,4!L0(*(!&,!'2!2332*$#'&$9!)2,$!$2!$0(!8-'<&'=!!
!!!!!!!!!!=*2#3!#,&'=!$0(,(!211&)(,!-,!$0(9!-*(!1#%%9!2/'(.4!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
!
!!!!!!!!!!$26.#D#E385."####################B#+32=#E385.#
#
##########
###########L0(!8*-')0!211&)(,!)2#%.!8(!,2%.!-'.!$0(!+2'(9!&'?(,$(.!2*!!!!!!!
!!!!!!!!!!L0(!8*-')0!211&)(,!)2#%.!8(!*('$(.!2#$!-'.!-'!&')2+(!(-*'(.4!!
#

B!#+32=5#423;.;"#
#
#
F4!!!!!!!!M(1&'(!0)(,38#@)5/54!N$-$(!$%&!,&='&1&)-'$!(E-+3%(,!)#**('$%9!1-)&'=!$0(!H*&,0!()2'2+94!
!!!!!!!!!!!
!!!!!!!!!!!M(1&'&$&2'G#O2,$7P*&)(!/0&)0!,2)&($9!0-,!$2!3-9!12*!$0(!(E&,$(')(!21!-!3-*$&)#%-*!3*2.#)$4!!
!

H#+32=5#423;.;"#
! !
###########LQ"!,&='&1&)-'$!(E-+3%(,G#
#

!!!!!!!!!!54!P2%%#$&2'!21!-&*7/-$(*!(4=4!$0(!)#**('$!/-$(*!32%%#$&2'!&'!A-%/-94!
!!!!!!!!!!;4!M&,1&=#*(+('$!21!$0(!%-'.,)-3(!(4=4!)2',$*#)$&2'!21!*2-.,!.&,1&=#*(,!$0(!%-'.,)-3(4!!
!!!!!!!!!!>4!P2,,&8%(!%2,,!21!)#%$#*-%!0(*&$-=(!(4=4!$0(!)2',$*#)$&2'!21!R>!$0*2#=0!S&%%!21!L-*-4!
!!!!!!!!!!D4!L*-11&)!)2'=(,$&2'!&'!)&$&(,!-'.!$2/',!/&$0!*(,#%$&'=!3*28%(+,4!
!!!!!!!!!!J4!T(.#)$&2'!&'!3#8%&)!-+('&$&(,!7!#*8-'!,3*-/%6!)2++#'&$&(,!0-?(!%(,,!3#8%&)!,3-)(,4!
!!!!!!!!!!U4!A%28-%!/-*+&'=6!&')*(-,(.!)-*82'!(+&,,&2',!-11()$,!=%28-%!/(-$0(*!3-$$(*',4!
!

F#+32=5#423;.;"#

! D
#
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5.

! "

!
!
!
!
"#!!!!!!!!#$%&'(!)*+,+!-%.'.!%/%),&0)0,(1!0$)&%2+%3!+0'$040)2$,/(!0$!5&%/2$3!36&0$'!7889.!!
!!!!!!!!!!!:6,/0$%!$%&!%)*$*;0)!&%2+*$+!4*&!,<%!0$)&%2+%!2$3!$%&!%)*$*;0)!)*$+%=6%$)%+!*4!,<0+!+>%)040)!!
!!!!!!!!!!!3%?%/*>;%$,!4*&!,<%!5&0+<!%)*$*;(.!
!
!!!!!!!!!!!!!!!!$%&!%)*$*;0)!&%2+*$+!4*&!,<%!0$)&%2+%@!
!
!!!!!!!!!!!A.!'()*+,-+!.(!.(/+*(,/.0(,1!0.1!2*.)+-@!)26+%3!B(!>*/0,0)2/!0$+,2B0/0,(!2$3!+6>>/(!+<*&,2'%+.!
!!!!!!!!!!!7.!'()*+,-+!.(!3,4+!)0-/-!3./5.(!/5+!.(67-/*8@!!
!!!!!!!!!!!!!!!C*&D%&+!C2'%!0$)&%2+%+!2&%!>2++%3!*$!0$!,<%!4*&;!*4!<0'<%&!>&0)%+.!
!!!!!!!!!!!E.!97*/5+*!*+471,/.0(!:8!40;+*(<+(/@!!
!!!!!!!!!!!!!!!,<%!2330,0*$!*4!+6&)<2&'%+!%.'.!>6B/0)!+%&?0)%!*B/0'2,0*$+!/%?(!B(!,<%!#FG.!
!!!!!!!!!!!H.!'()*+,-+6!.(;+-/<+(/!)0-/-!.(!/5+!.(67-/*8=!
!!!!!!!!!!!!!!!I0&;+!;6+,!0$?%+,!4*&!46,6&%!>&*36),0*$.!!
!!!!!!!!!!!".!J*!<,>+!/5+!)0<2,(8!,!<0*+!2*0?./,:1+!.(;+-/<+(/!*>>*&,6$0,(!4*&!0$?%+,*&+.!
!
!

!
!!!!!!!!!!$%&!%)*$*;0)!)*$+%=6%$)%+!*4!,<0+!+>%)040)!3%?%/*>;%$,!4*&!,<%!5&0+<!%)*$*;(@!
!

@0-./.;+!)0(-+A7+()+-! B+4,/.;+!)0(-+A7+()+-!
C# 5$)&%2+%3!%;><2+0+!0$!%440)0%$)(!0$!
>&*36)0$'!,<0+!&%+*6&)%.!

D# K&%2,%&!2C2&%$%++!B(!)*$+6;%&+!*4!,<%!
+)2&)0,(!*4!,<%!&%+*6&)%+!L!%440)0%$,!
)*$+6;>,0*$.!

E# K&%2,%&!0$?%+,;%$,!0$!MNO!0$,*!
&%$%C2B/%!L!2/,%&$2,0?%!&%+*6&)%+.!!

F# K*?%&$;%$,!>*/0)(!;2(B%!&%P%?2/62,%3!
&%+6/,0$'!0$!>*/0)0%+!C<0)<!+,&0?%!4*&!B%,,%&!
%$%&'(!6+%.!

G# 5$)&%2+%3!'*?%&$;%$,!&%?%$6%!,<&*6'<!
<0'<%&!QRJ!&%?%$6%+.!

!

C# 5$4/2,0*$2&(!>&%++6&%+!L!3%)&%2+%!0$!,<%!
+,2$32&3!*4!/0?0$'.!

D# S*++!*4!)*;>%,0,0?%$%++!*4!5&0+<!0$36+,&(.!
E# T*++0B/%!&%P/*)2,0*$!*4!;*B0/%!0$36+,&(!,*!

)<%2>%&!/*)2,0*$+.!
F# U*B!/*++%+!04!0$36+,&(!)/*+%+!*&!&%P/*)2,%+.!
!

!
!

CH!<,*>-!4*,6+6#!
!

!
!
!
!
!
!
!
!
!!!!!!!
!
!
!
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6.

! "

 
5#!!!!$%&'(%!internal economies of scale#!)*+*%!TWO!%,+-./%0#!

!
!

12%0%!+3%!&435%0!6'*2'(!+!&'3-!62'52!5+70%!*2%!+8%3+9%!:!7('*!540*0!4&!*2+*!&'3- *4!;%5/'(%!+0!*2%!!
&'3-!93460!'(!0'<%#!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

!
 

=,+-./%0!
 

># ?(53%+0%;!70%!4&!0.%5'+/'0%;!-+52'(%3@:%A7'.-%(*!3%07/*'(9!'(!/46%3!7('*!540*0#!!
B# C+D473!%54(4-'%0!:!0.%5'+/'0+*'4(!4&!643E%30F!!

!!!!!!!!!!!!!$'8';'(9!+!G4D!'(*4!;'0*'(5*!54-.4(%(*0!-+@!3%07/*!'(!/46%3!7('*!540*0#!
H# I4(0*375*'4(!%54(4-'%0F!C+39%3!./+(*0!540*!/%00!.%3!57D'5!-%*3%!*4!54(0*375*!*2+(!0-+//%3!4(%0#!!
"# J7352+0'(9!%54(4-'%0F!C+39%3!;'0547(*0!+3%!3%5%'8%;!&34-!D7/E!.7352+0'(9#!!
K# =54(4-'%0!'(!;'0*3'D7*'4(F!L7/E!;%/'8%30!3%07/*!'(!+!/46%3!7('*!540*!4&!*3+(0.43*#!!
M# N'(+(5'+/!%54(4-'%0F!L'99%3!&'3-0!-+@!+8+'/!4&!-43%!54-.%*'*'8%!3+*%0!4&!'(*%3%0*#!
O# P+(+9%3'+/!%54(4-'%0F!!

!!!!!!!!!!!!!Q0!+!&'3-!93460!'*0!-+(+9%-%(*!540*0!-+@!(4*!9346!+*!*2%!0+-%!3+*%!+0!*2%!&'3-!93460#!
R# J34;75*'4(!J345%00!%54(4-'%0F!!

!!!!!!!!!!!!!!!Q!/+39%!&'3-!-+@!D%!+D/%!*4!37(!4(%!.345%00!'(*4!*2%!(%,*!6'*247*!540*/@!;'054(*'(7'*'%0#!
S# ?(;'8'0'D'/'*@!.34D/%-0!3%;75%;F!=,.+(0'4(!-+@!+//46!&43!54(*'(7470!.34;75*'4(#!
>T# P+3E%*'(9!%54(4-'%0F!N'3-0!-+@!%,.%3'%(5%!0+8'(9!'(!*2%!540*0!4&!+;8%3*'0'(9#!
>># U%;75*'4(!'(!V+0*%F!C+39%!&'3-0W!6'*2!-43%!/'(%0!4&!.34;75*'4(W!-+@!3%;75%!6+0*%!540*0!:!

!!!!!!!!!!!!!!!/%00!6+0*+9%!4&!-+*%3'+/0#!
 
 

16 marks graded.  
!
!
!
6.     ?(!%A7'/'D3'7-!+!54(07-%3!D7@0!R!D+30!4&!52454/+*%!+*!X>#TT!%+52!+(;!>B!0+(;6'52%0!+*!X"#TT!%+52#!
!!!!!!!!12%!-+39'(+/!7*'/'*@!4&!*2%!%'92*!D+3!4&!52454/+*%!'0!>T!7*'/0#!
!!!!!!!!Y0'(9!*2%!=A7'ZP+39'(+/!J3'(5'./%!4&!I4(07-%3!L%2+8'473!Z!!
!!!!!!!!5+/57/+*%!*2%!-+39'(+/!7*'/'*@!4&!*2%!*6%/&*2!0+(;6'52#!!)246!+//!@473!643E'(90# 
 

P+39'(+/!Y*'/'*@!4&!I2454/+*%!![!!P+39'(+/!Y*'/'*@!4&!)+(;6'52%0!
J3'5%!4&!I2454/+*%!!!!!!!!!!!!!!!!!!!!J3'5%!4&!!)+(;6'52%0!

!

 
                                                  >T *   =   PY)!!                      04        MUS![!!!!40 utils!!
                                               X>#TT!*!!!!!!X"#TT!*!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
 

17 marks graded 
 
 
 
 
 
 
 

7.

! "

!

"#$%&'(!)!
!

*+ #$%&'(!)*+!,-(,+$)!.$$-/)0(')1!2-3)4!5*1!'3!)*'3!,-(,+$)!,+()/&%!)-!)*+!3)061!-7!8,-(-9',3:!8
!!!!!!!!!!!!
!!!!!!!!!!!!,--'.%/(&%0!1'2%!&2!%3#!$'2%!'4!4'.#5'(#!67%#.(6%&8#2+!
! !
!!!!!!!!!!!!;*'3!,-(,+$)!'3!,+()/&%!)-!)*+!3)061!-7!+,-(-9',3!<+,&03+=!
!!!
!!!!!!!!!!!!9$'(':&$2!2%/;&#2!%3#!677'$6%&'(!'4!2$6.$#!.#2'/.$#2<!=3&$3!368#!67%#.(6%&8#!/2#2+!!
!!!!!!!!!!!!>3#!677'$6%&'(!'4!%3#2#!.#2'/.$#2!&(8'78#2!:6?&(5!6!$3'&$#+!
!

*@!:6.?2!5.6;#;+!
!!!!!!!!!!!!!!

A+ .0)%'(+!;>?88!!/+&3-(3!7-/!)*+!30/@'@&%!-7!39&%%!7'/93!'(!)*+!A/'3*!+,-(-91B!+@+(!)*-0C*!)*+1!6-!(-)!!

!!!!!!!!!!!!*&@+!)*+!<+(+7')3!-7!+,-(-9'+3!-7!3,&%+4!!
!

*+!":677!2&B#!'4!:6.?#%!!
;*+!/+3)/',)+6!3'D+!-7!)*+!9&/E+)!9&1!(-)!7&,'%')&)+!)*+!-$+/&)'-(!-7!%&/C+!3,&%+!<03'(+33!+4C4!'(!&!/0/&%!&/+&!&!39&%%!3*-$!9&1!

<+!@'&<%+!F*'%+!&!%&/C+!30$+/9&/E+)!9&1!(-)4!
!
A+!C#.2'(67!"#.8&$#2!
2-(309+/3!9&1!6+3'/+!$+/3-(&%!&))+()'-(!'(!)*+!$/-@'3'-(!-7!C--63!-/!3+/@',+3!&(6!&!39&%%!7'/9!9&1!<+!)*+!-(%1!)1$+!-7!

<03'(+33!F*',*!,&(!$/-@'6+!)*'3!+4C4!&!$%09<+/!$/-@'6'(C!/+$&'/!3+/@',+3!)-!*-03+*-%634!
!
D+!1'(2/:#.!E'067%0!!
G!39&%%!7'/9!9&1!*&@+!<0'%)!0$!&!/+$0)&)'-(!-@+/!)*+!1+&/3!'(!)*+!$/-@'3'-(!-7!C--63!&(6!3+/@',+3!)-!')3!,03)-9+/3!&(6!

,-(309+/3!9&1!/+3$-(6!<1!<+'(C!%-1&%!)-!)*&)!7'/9B!9&E'(C!')!6'77',0%)!7-/!-)*+/!7'/93!)-!C&'(!+()/14!
!
F+!G&6H7#!1'::/(&%0!
2')'D+(3!'(!39&%%+/!,-990(')'+3!9&1!30$$-/)!%-,&%!<03'(+33!3-!)*&)!)*+!,-()'(0')1!-7!30$$%1!'3!+(30/+64!+4C4!'(!9&(1!&/+&3!

)*/-0C*-0)!A/+%&(6!,-990(')'+3!F'3*!)-!9&'()&'(!)*+!+#'3)+(,+!-7!H,-990(')1I!*-3$')&%34!8()+/$/'3+!J-&/63!+(,-0/&C+!

'(6'@'60&%3!)-!+3)&<%'3*!39&%%!<03'(+33+34!
!

I+!>.6;&%&'(67!J!K&$3#!:6.?#%2!!
 ;*+!)1$+!-7!$/-60,)!K!3+/@',+!<+'(C!30$$%'+6!9'C*)!9&E+!')!9-/+!30')&<%+!7-/!&!39&%%!7'/94!!

!!!!!!8#&9$%+3!'(,%06+=!F+66'(C!$%&((+/3L!*&(69&6+K!,/&7)!$/-60,)3L!$+/'3*&<%+!$/-60,)3!+),4!

 G!39&%%!7'/9!9&1!7'(6!)*&)!')!+&3'+/!)-!%-,&)+!,%-3+!)-!)*+!9&/E+)!F*+/+!')!9'C*)!<+!6'77',0%)!7-/!&!%&/C+/!7'/9!)-!6-!3-!

+4C4!/-&63'6+!3+%%+/3!-7!%-,&%!$/-60,+!,&(!<+!7%+#'<%+!'(!,*--3'(C!)*+'/!%-,&)'-(4!
!
@+!!K6%/.#!'4!%3#!$'::';&%0!!
>+&@1!C--63!F*',*!&/+!,-3)%1!)-!)/&(3$-/)!9&1!<+!9&(07&,)0/+6!%-,&%%1!-(!&!39&%%!3,&%+!)-!30$$%1!%-,&%!9&/E+)3!+4C4!)*+!

9&(07&,)0/+!-7!,-(,/+)+!<%-,E3!'(!&/+&3!F*',*!3+/@',+!%-,&%!9&/E+)34!
!

L+!M#:H#.23&-!'4!8'7/(%6.0!5.'/-2J)77&6($#2!H#%=##(!4&.:2!6%!;&44#.#(%!2%65#2!'4!-.';/$%&'(
M-9+!7'/93!$/-60,'(C!-(!&!39&%%!3,&%+!9&1!-773+)!)*+!6'3&6@&()&C+!)*+1!*&@+!'(!,-9$+)')'-(!F')*!%&/C+!$/-60,+/3!<1!

&6-$)'(C!&!N-'()!9&/E+)'(C!3)/&)+C1!F')*!-)*+/!39&%%!30$$%'+/3!+4C4!*-)+%!C/-0$3B!'(6'@'60&%%1!-F(+6!C/-,+/1!3*-$3!)/&6'(C!

0(6+/!&!3*&/+6!(&9+4!!

*@!:6.?2!5.6;#;+!
!

D4!!!!!!8#$%&'(!F*&)!'3!9+&()!<1!2-(309+/!M0/$%034!
!
>3#!H#(#4&%!%'!$'(2/:#.2!;/#!%'!%3#!;&44#.#($#!H#%=##(!=36%!$'(2/:#.2!6$%/6770!-60!%'!$'(2/:#!6!5'';!6(;!
=36%!%3#0!='/7;!368#!H##(!=&77&(5!%'!-60<!.6%3#.!%36(!5'!=&%3'/%!%3#!5'';+!
!

*@!:6.?2!5.6;#;+!
!

8.

! "

!
"#!!!$!%&'()*+,!-'!+.)-/-0,-)*!0)1(!23!%)4(!&5!%&55++!67!89!+6%:!6';!23!4:&'+!%6,;(!67!8<!+6%:#!=:+!*6,>-'6/!!
!!!!!!!)7-/-71!&5!7:+!%)4(!&5!%&55++!-(!?!)7-/(#!!@:67!-(!7:+!*6,>-'6/!)7-/-71!&5!4:&'+!%6,;(A!!B:&C!1&),!C&,D-'>(#!!!!!!!!!!!!!!!!!!!!

!

E6,>-'6/!F7-/-71!&5!%&55++!!G!!E6,>-'6/!F7-/-71!&5!H:&'+!I6,;(

H,-%+!&5!I&55++!!!!!!!!!!!!!!!!!!!!!!H,-%+!&5!H:&'+!I6,;(!

!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!#!!!!$!!!%&'(!!!!!!!(&!!!!!!!!%&'(!G!!!!)#!*+,-.!!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!89!!!!!!!!!!!8<!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
!!!!!!!!

)/!0123.!4215657!!!
!

!

##!!JK4/6-'!C:67!-(!*+6'7!01!7:+!7+,*!H)0/-%!B+%7&,!L&,,&C-'>!M+.)-,+*+'7#!
!

!!!!!N-'6'%-'>!7:+!JK%:+.)+,!L&,,&C-'>!M+.)-,+*+'7!6';!B+*-O!B767+!0&;-+(!6';!P&%6/!!

!!!!!$)7:&,-71!0&,,&C-'>.  
 

)/!0123.!4215657!!
 
/#!!!N&,!6!%&*4&(-7+!QC+->:7+;R!4,-%+!-';+K!%&S+,-'>!7:+!7:,++!714+(!&5!+K4+';-7),+!>-S+'!-'!7:+!5&//&C-'>!760/+T!!
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Long	  Ques+ons	  (Answers)
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!"###$%&'&#

The table below shows the short run production costs for a small firm producing and selling kitchen furniture. 

#()*+,-#%.#)/0'&#%.#%)'1)'# ########203,4#$%&'&# #######56-06+7,#$%&'&# #########8%'67#$%&'&#
###############9# #################9# #################9#

###########:#              400                  600               1,000 

###########;#              400               1,200               1,600 

###########<#              400               1,850               2,250 

###########"#              400               2,900               3,300 

###########=#              400               4,100               4,500 

>6? (i)    Using the information in the table above calculate the following: 
The *6-@0/67#A%&' of producing the 4th unit. 
The 6B,-6@,#A%&' of producing 5 units.  
The 1-%.0' earned by the firm selling 5 units of output at €1,200 per unit. (Show your workings.) 

(ii)  Using the information in the table above, draw the firm’s short run average cost (AC) curve.   
          Explain the reasons for its shape.                                                                                                                                !"#$%

(i) :;#*6-C&#

The*6-@0/67#A%&' of producing the 4th unit

9<D<EE##F##9;D;=E##G##9:DE=E#

The 6B,-6@,#A%&' of producing 5 units

9"D=EE G####9HEE#
######=#

The 1-%.0' earned by the firm selling 5 units of output at €1,200 per unit

=#3#9:D;EE#>9IDEEE?###F###9"D=EE###G####9:D=EE

(ii) J06@-6*K#:;#*6-C&L##M3176/6'0%/K#I#*6-C&#

#$%&'&#9
                                                                                              Slopes downward:   

Declining FC per unit  / FC spread over  
       a larger number of units of output 

!"
Specialisation of labour: helps reduce

       cost per unit 

                                                                                                Slopes upward:
Increasing VC per unit because of the 

       Law of Diminishing Marginal returns 

1,000 

950 

900 

850 

825 

800 

750

   1            2            3           4           5

AC 

%)'1)'#>)/0'&?#
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!"# ‘!"#$%&'($&)$*&+,-$./'+,#''$+,$01#23,*$+'$)322+,-4$5&6#7#18$'&9#$%&'('$%&,(+,/#$(&$+,%1#3'#$&1$
1#93+,$1#23(+7#2:$"+-";4 $$$$$$$$$$<=3(+&,32$>&9?#(+(+7#,#''$>&/,%+2$@#?&1(8$ABCBD$

(i) Discuss the economic advantages of falling costs of production for the Irish economy. 
  (ii) Outline possible restrictions on the growth of businesses in the Irish economy at present.   <EBD$$$$$$$$$$

(i) Discuss the economic advantages of falling costs of production $%&'()*'+&,-)'*.%/%01.

23 +/.&*4-*5'.%06*(,(,7*/*--'
With lower costs prices may fall for Irish goods and exports may become cheaper. 

83 9%:*&'6&,.*-'
With lower prices inflation may fall and this may entice consumers to purchase more goods. 

;3 +/.&*4-*5'5*04/5'
Businesses may have increased demand resulting in increased sales, profits and a more secure 
future. Tax revenue to the government may also increase. 

<3 +/.&*4-*5'*06=%10*/('
With rising demand businesses may increase their demand for labour / maintain existing labour. 

>3 ?((&4.(',/7*-(0*/('@'+06&%7*',/(*&/4(,%/4='&*6A(4(,%/'
Lower costs for businesses will encourage expansion and attract foreign firms into Ireland. 

B3''C&%$,(-'041',/.&*4-*'
As a result of lower costs business profits may increase, leading to an increase in CPT revenues. 

;'6%,/(-'D'>'04&E-'*4.)
 (ii) Outline possible restrictions on the growth of businesses in the Irish economy at present. 

23'9,0,(*5'474,=4",=,(1'%$'.&*5,('
The banking crisis has resulted in a lack of credit, which is a major obstacle to the expansion of 
business. 

83'F*5A.(,%/',/'5%0*-(,.'5*04/5'
The continuing recession has resulted in a major drop in spending resulting in a drop in domestic 
demand and less opportunities for business.

;3'F*-(&,.(,7*':4G*'4G&**0*/(-'
The existence of the minimum wage; the existence of JLC agreements limits the ability of firms to 
hire labour which restricts the ability of firm to expand/ grow.

<3'9*G,-=4(,7*'&*HA,&*0*/(-'@'$&40*:%&E'
Permission may have to be obtained from the local authority; state body etc. For example if a 
person wants to extend a restaurant then certain requirements must be fulfilled.

>3'I*&G*&'@'(4E*%7*&'=*G,-=4(,%/'
Some businesses wishing to expand may face an investigation under EU (Irish) merger and 
takeover legislation. The proposed takeover of Aer Lingus by Ryanair was prohibited under EU 
laws.

B3'J,G)'.%-(-'%$'6&%5A.(,%/3'
Businesses find it difficult to expand due to high operating costs e.g. rates; utility costs; insurance 
costs; costs of raw materials; and high interest rates makes borrowing more expensive. 

;'6%,/(-'D'>'04&E-'*4.)''
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!"# The British Petroleum (BP) oil spill in the Gulf of Mexico in 2010 is estimated to have cost a 
total of $40 bn.  Identify $%& costs for BP and $%& costs to society associated with this oil spill' !"#$%

(&)$)*+&,*-.*/*.,012$3*"&)$)* (&)$)*$&*)&"03$4*/*5&"026*"&)$)*

(&)$*&+*,3720,089*$:3*;3+3"$013*&06*,09*
BP must pay for the equipment, labour and 
other associated costs. 

<810,&8=38$26*;2=293*
Society suffers due to  the damage to the 
waters, wildlife and natural beauty of the area.

(6328>?7*"&)$)*
They must pay for the clean-up of the affected 
waters and the shoreline. 

(&)$*&+*0813)$092$0&8*@*"6328>?7*
Taxpayers must pay for the costs of the 
investigation into the disaster and clean-up 
costs to communities. 

(&=738)2$0&8*"&)$)*
For those fishermen and businesses who lost 
business due to the oil spill. 

A0),?7$0&8*$&*6&"26*"&==?80$03)*@*$&?,0)=*
The spill has resulted in a downturn in 
economic activity in the affected communities / 
leading to job losses. 

B3;?"$0&8*08*):2,3*7,0"3*@*2))3$*126?3**
The market value of the company fell and 
shareholders must bear this cost. 

A2=293*$&*+&&;*":208*
The oil spill may result in restricted supply of 
(fish) thereby forcing prices upwards. 

B3;?"$0&8*08*7,&+0$)*
Lost production resulted in reduced sales and 
lower profits. 

C09:3,*&06*7,0"3)*
The reduction in supply led to shortages and 
higher international oil prices. 

D&)$*&06*
Until the well was capped BP lost tons of oil 
which cost the company. 

B37?$2$0&826*;2=293*
The company gained a lot of  bad publicity 
which has adversely affected the image of the 
company.

E083)*F4*9&13,8=38$*
The company faces major fines from the US 
government for breaches of safety and the 
resulting damage.

GH*=2,I)*!JKJKJKL#*
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!"#$%&'()*)))+'$%$)',)-.'/"0%&'()

)123) The Short Run Average Cost  (AC) of a firm is usually shown as a U-shaped curve.
      (i)   State and explain the reason(s) for the shape of the AC curve below: 

From point X to Y; 
From point Y to Z. 

13 | P a g e

MCUnit Cost
!

"

AC

Quantity

#

4'5(52./)$6'7&(8),.'9):)%');) <752./)=6'7&(8),.'9);)%')>)

=7#0&26&$2%&'(?

Specialists may be employed or existing 
workers become more efficient resulting in 
lower unit costs. 

@&A#/)+'$%$)$7.#2/)'B#.)62.8#.)'"%7"%?)

As the number of units produced increases 
the unit cost falls. 

CD#)E25)',)4&9&(&$D&(8)F2.8&(26)G#%".($H)

This law will apply after a certain point 
resulting in an increase in the amount of 
variable factors used per unit produced, 
resulting in higher unit costs. 
$%
Example to illustrate why costs increase. 

IJK)7'&(%)L)M)92.N$)8.2/#/) IJK)7'&(%)L)O)92.N$)8.2/#/)

(ii) Explain the relationship between the Marginal Cost (MC) and Average Cost (AC) curves  
as shown above 

When MC is greater than AC then AC is rising.

When MC is less than AC then AC is falling.

When MC is equal to AC the AC is at its minimum point/constant.

*)7'&(%$)L)P)92.N$)#20D)8.2/#/)
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!"#$ %The shape of a Long Run Average Cost (LRAC) curve is determined by economies and diseconomies 
of scale’. 

!&#    Explain this statement, with the aid of a clearly labelled diagram. 

14 | P a g e

Quantity

Unit Cost

LRAC

Economies of Scale Diseconomies of Scale 

LRAC slopes downwards due to increasing returns to scale; 
LRAC slopes downwards because economies of scale are dominant over this range 

                 of output. 

LRAC slopes upwards due to decreasing returns to scale; 
LRAC slopes upwards because diseconomies of scale are dominant over this range 

                 of output. 

'$()*+,$-*)./.$

!&&#  Define 012/*1)3$45616(&/,$67$85)3/ and 492/*1)3$45616(&/,$67$85)3/.

Internal Economies of scale:

These are forces :&2;&1 a firm which cause
the average / unit costs of that firm to decline as the firm grows in size. 

External Economies of scale:

These are forces 6<2,&./ a firm which cause the  
average / unit costs of that firm to decline as the industry grows in size. 

=$>$'$()*+,$/)5;$-*)./.$
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!"""#  State and explain $%& examples of '()* economy. 

+,-./,01 .2-./,01
345+6)7'(8'95:8'5&;58<')"(="8'95>()*"6'7?5
A firm may be able to buy/use more specialised 
equipment/machinery resulting in a reduction in 
unit costs/machinery fully utilised 

345@'$$'75"6;7(8$7:)$:7'.
As roads / communications etc. improve  
they will benefit all firms. 

A451(B&:75')&6&>"'85C5
5555D7'($'758<')"(="8($"&65&;5%&7E'785
If a particular job can be separated into
separate and distinct components it may result 
in a reduction in costs.  

A45@:=E5<:7)*(8"6F5&;57(%5>($'7"(=85B?5$*'
5555"69:8$7?45
As an industry expands firms require more 
materials / components. These may become 
cheaper as suppliers expand to meet increased 
demand. 

G45H&68$7:)$"&65')&6&>"'8
Large plants cost less per cubic foot than 
smaller ones. 

G45I'J'=&<>'6$5&;58<')"(="8$5;"7>8
Some of the jobs, which a firm once 
performed may be contracted out to specialist 
firms at reduced costs e.g. the supply of linen 
to hotels. 

K45@:?"6F5')&6&>"'8
Larger quantities bought may result in bigger
discounts.

K45I'J'=&<>'6$5&;58'<(7($'5/5L5I5:6"$85
As industry becomes very large, R&D 
agencies may set up to provide facilities for 
individual firms / the costs of research may be 
shared between firms !" with a public body 
like Teagasc. 

M45.)&6&>"'85"659"8$7"B:$"&6
Lower unit cost of delivery. 

M45N:<<="'785&;5O()*"6'7?5
Manufacturers of machinery will be 
encouraged to design, develop and produce 
machines for expanding industry. These 
advanced machines will help reduce costs. 

P45Q"6(6)"(=5')&6&>"'85
Larger firms may avail of lower interest 
rates/larger firms better chance of acquiring a 
loan

P45I'J'=&<>'6$5&;5-7("6"6F5H&:78'8
Workers in expanding industries may be 
provided with training courses by VECs, FÁS  
thereby helping  them become more efficient. 

R45O(6(F'7"(=5')&6&>"'85
As a firm grows, management costs may not 
grow in proportion to the growth in the firm. 

R45N:<<&7$85;7&>5S:B=")5@&9"'845
Some public bodies help particular industries 
e.g. Failte Ireland / FAS may help firms in the 
tourism industry. 

T45S7&9:)$"&65S7&)'885')&6&>"'845
A large firm may be able to run one
process into the next without costly 
discontinuities 

T45N:B8"9"(7?5-7(9'85>(?59'J'=&<5
As an industry grows subsidiary trades may 
develop to service the expanding industry e.g 
Hotels, B&B’s located close to airports etc.

U45+69"J"8"B"="$?5<7&B='>57'9:)'945
If the volume of production increases, the unit 
cost may be lower e.g. glass-making furnaces 
may operate around the clock to save costs of 
cooling and re-heating/ full capacity used 
3V45O(7E'$"6F5')&6&>"'85
Savings in the cost of advertising e.g. NIKE 
advertising globally/ bigger firms bigger 
advertising campaigns. 

+6$'76(=
A5W5G5>(7E85'()*45

.X$'76(=
A5W5G5>(7E85'()*45
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16 | P a g e

!"#  ‘The Irish government should encourage initiatives that will prevent further cost increases and in turn
              sustain employment in small firms’. 
              Suggest with reasons $%& actions the government could take to improve the competitiveness of small 
              firms.

'()*"(+$,(+-./.-*-+%01(+2+%01(+3(4$30./$5+
    Employers would be able to get cheaper labour and therefore reduce costs.

By negotiations for example through lowering direct taxes, the government could 
reach agreement with the social partners to limit pay rises 

'()*"(+*$.6.$7+",031(45+
A reduction in costs for electricity, gas, postage, waste charges etc. or any state 
service provided for small businesses would help reduce costs of production. 

'()*"(+$080$.&/5+
A decrease in indirect taxes e.g. VAT or excise duty on fuel or raw materials would 
reduce costs to small business. 
A decrease in direct taxes e.g. CPT would help firms reduce their costs.  
A reduction in income tax may encourage wage moderation thus helping firms to 
lower their costs. 

'()*"(+9*3(0*"30"75+
Eliminate restrictions and excessive paperwork, thereby reducing administrative costs. 

:*94.).(4+$&+;.3-45+
By reducing the rate of employer’s PRSI it becomes cheaper to employ labour. 
By subsidising training costs / export credit insurance a firm’s costs may decrease 
making them more competitive. 

<(=(6&>+./;304$3*"$*3(5+
Traffic gridlock/lack of broadband and poor infrastructure generally increase costs for 
small business.  By improving the infrastructure it should become more efficient and 
therefore less expensive to move goods and services around the country.  

?+>&./$4+@+AB+-03C4+(0",+130)()
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