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Question 1:

1 A. The table refers to Ireland’s GDP figures from 1995 – 2019.  You are required to comment on and give a comprehensive explanation for (as a result of independent research) the GDP Growth (%) figures in the following years;

A. 2007  
Irelands GDP increased from 5.1% IN 2006 to 5.8% in 2007. This increase in GDP is caused by increase in both aggregate demand and supply.  The increased aggregate demand and supply is as a result of increased capital, working population and labour productivity. Better education and improved technology helps to improve labour productivity. An increase in GDP indicates a stable economy and increased productivity.

B. 2008 & 2009
The years 2008 and 2009 are characterized by an economic recession. Recession occurs when there is a fall in GDP in two consecutive years. During this period, there is a decline in the economic performance of the entire economy. The GDP for Ireland declined from 5.8% in 2007 to -4.5% in 2008 and maintained negative GDP of -5.1% in 2009. A Recession is characterized by a decline in production, fall in real income and rise in unemployment rates.

C. 2010
In 2010, there is an increase in GDP from -5.1% in 2009 to 1.8%. In this period the economy is trying to recover from the economic recession. During this this period the economy undergoes a process of adaptation and adaptation to the new conditions. The labour, capital goods and businesses that had failed under recession are re-employed in new activities. The level of unemployment falls as people get new jobs.

D. 2015 
In this year, the GDP was 25.2% which was the highest ever between the years 1995-2012. This period is called the boom and is characterized by a rapid economic expansion with a higher GDP, lower unemployment, a higher inflation rate and rising asset prices.
A boom is caused by an increase in the consumer spending. The improvement in the economy makes most families more confident in their spending habits.  The families are buoyed by better jobs, rising home prices and a good return on their investments.

E. 2018
In 2018 there is a slowed down increase of 0.1% in the GDP compared to the previous year. This is a warning of a looming recession if new interventions are not made to improve the economy. The following are some of the signs of a looming recession; consumers start to lose confidence and reduce their spending, rise in unemployment rates, inflation starts to heat up the interest rates become high.
1 B. Does GDP adequately reflect economic activity?

GDP is used to measure economic growth. However, it is not an adequate indicator of development. This is because GDP only concentrates on the physical capital and neglects the natural and human capital. Currently, the measure of economic growth as GDP has many limitations when it’s used to measure development.
The following are some of the limitation of using GDP as an indicator of economic performance:
GDP excludes the non-market transactions; it also fails to account for the degree of income inequality in the society; GDP also fails to account for the costs imposed on human health and the environment of negative externalities arising from the production or the consumption of the nation’s output; GDP treats the replacement of depreciated capital the same way as the creation of new capital. It also fails to state whether national growth rate is sustainable or not.
    
(12 marks in total)
______________________________________________________________________________

Extract from The Irish Times

The Irish economy grew by 8.2% last year, latest figures show
The significant increase was driven by a 10% increase in the export of goods and services.
Jul 11th 2019, 9:50 PM  

IRELAND’S ECONOMY GREW 8.2% last year, according to newly released figures from the Central Statistics Officer (CSO).
Gross Domestic Product (GDP), a measure of the total output of the economy, stood at €324 billion for the year, according to the CSO. 
The country’s official GDP figures often treated with caution due to the effects of business flows and accounting practices of multinational firms based in here, however. 
Gross National Product (GNP) grew by 6.5% last year after profits from Irish-based multinationals were excluded, the new figures show. This figure revision testifies “to the ongoing difficulty in capturing the complexity of multinational activities in a manner that adequately represents their linkages to the rest of the economy,” KBC Bank has said, commenting on today’s figures.  The CSO has said the significant increase was driven by a 10% increase in the export of goods and services.
Meanwhile, personal consumption of goods and services, a key measure of domestic economic activity, grew by 3.4% in 2018.
The size of the Irish economy was measured at €324 billion last year using GDP.

Question 2:

2 A. The above article refers to both GDP and GNP, would you expect GDP to be higher than 
GNP, give reason for your answer? 

Yes, the GDP being higher than GNP means that the Irish-based multinationals are producing largely in Ireland. The multinational corporations repatriate income from local production to investors abroad. The GDP is higher than the GNP because the net factor income from abroad is negative due to the following reason: Repatriation of profits by companies resident in Ireland, repayments on the foreign elements of our national debt and the remittances of the immigrants in Ireland sent abroad.

(2 marks)
______________________________________________________________________________

Extract from The Irish Times
Private sector credit falls by €3.2bn
Sat, Feb 27, 2010, 00:00
 
THE USE of credit by the private sector continued to fall in January, as consumers weaned themselves off credit card debt, the mortgage market contracted and lending to businesses declined.

New figures from the Central Bank show that private sector credit fell by €3.2 billion during the first month of the year, further lowering the annual rate of change in private sector credit to 7.1 per cent.
Just over half of the annual contraction is the result of writedowns by financial institutions, increased provisions for bad debts and the strengthening of the euro against other major currencies throughout the year.

However, in the month of January, most of the decline in credit was due to repayments of credit exceeding fresh drawdowns.

The pace of decline in lending to businesses became more pronounced during the month, according to the Central Bank. Credit to this sector, adjusted for valuation effects, fell 4.3 per cent in the year to January.

Household credit was 2.2 per cent lower in January 2010 compared with January 2009, while there was a 0.5 per cent monthly decline in total household credit compared to December 2009.

Outstanding residential mortgage loans declined by €269 million during the month, bringing the annual rate of decline in mortgage lending to 0.7 per cent. The value of outstanding mortgages at the end of January 2010 was €147.4 billion.

There was a “more rapid” decline in the level of outstanding indebtedness on personal credit cards in January. Repayments exceeded new spending by €83 million during the month, taking the year-on-year change in credit card debt to minus 1.3 per cent.

Ireland’s private sector credit data will be significantly affected by the transfer of toxic bank debt to the National Asset Management Agency (Nama), the Central Bank said yesterday. This is because the transfers are expected to trigger new writedowns of loans.

Although some economists are hopeful that the establishment of Nama will pave the way for a functioning credit market, they do not expect a return to the expansionary credit markets of the boom years.


Questions 3:

3 A. Explain why private sector credit in Ireland continued to fall in 2009/2010.  
Refer to the supply and the demand side.  How is this concept related to the general state of the economy?    (3 marks)
The consumers weaned themselves off credit card debt, the mortgage market contracted and lending to businesses declined.  There was also a decline in the level of outstanding indebtedness on personal credit cards and the repayments which exceeded the new spending. These developments reduced the demand of loans by the consumers while the supply ability of the bank was high due to the increased repayments.
The challenge of solvency also affected the private sector credit in Ireland. The Irish financial institutions had substantial exposure to the property developers in their loan portfolio. The property developers had an oversupply of property but the demand had already diminished.

3 B. In terms of ownership, outline the changes that took place in the main Irish-controlled banks during the banking crisis.  What was the purpose of NAMA and what does the agency do?    (2 marks)
Most Irish financial institutions faced imminent collapse as a result of insolvency. This triggered the transfer of the toxic public debt from the banks to the NAMA. The purpose of the NAMA was to address the serious threat to the economy and the stability of credit institutions in the state. NAMA functions as a bad bank which acquires property development loans from Irish banks in return for purple debt bonds. This helps in improving the availability of credit in the Irish economy.
_______________________________________________________________________________
Extract from The Irish Times -  Economic miracle long time coming .....
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Questions 4:

4 A. How unique has Ireland’s economic growth been?    (2 marks)
 Ireland economic growth has been growing at a higher rate than that of both the US and Western Europe. This has been due to convergence through substantial external funding, giving the government room to manoeuvre and a structural approach to economic and infrastructural funding. The constant increase in GDP has been attributed to the increased personal spending and growth in export of goods and services.

4 B. What is the problem of citing education as a reason for economic growth in Ireland? (2 marks)
An increase in the proportion of educated workers makes a country’s economy to become more productive. Educated workers are more efficient in carrying out their task. However, this cannot be attributed as the reason for economic growth in Ireland.  This is because the timing for this citing is wrong as the trends in educational spending cannot account for the sharp improvement in the country’s fortunes. Additional, it is usually not enough to educate the young in the society; you also have to create more job opportunities for them.

4 C. Among the EU countries, it was the peripheral countries of Greece, Ireland and Portugal that were worse hit by the Eurozone crisis of 2010/2011.  Explain why.   (5 marks) 

This was due to the increase of sovereign bonds in the euro zone countries. The increased fear of the excessive sovereign debt, the lenders demanded higher interest rates from the Euro zone states in 2010. The high debt and deficit levels made it difficult for these countries to finance their budget deficits when they faced an overall low economic growth. Some of these countries raised taxes and slashed expenditures to combat the crisis. This caused social upset within their borders and a crisis of confidence in the countries’ leadership.
These countries were also unable to repay or refinance their government debt. This made it difficult for the countries to bail out the over-indebted banks under their supervision without the assistance of third parties.
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t0 the Irish economy. Other countries such as Germany and Austria have also exhibited a large
degree of co-operation between unjons, businesses and the government. The major benefit of having.
a national wage agreement s its attraction to foreign businesses looking to invest. However,
maintaining the social partnership may not be easy (or desirable) and could pose one of many

problems for economic growth.

CASE STUDY

Extract rom he ish Times
Economic miradelong time coming
Stae's growth has merely been i fne with figures aid down n 1950
by Cormac 0 Grda and Kevin O Rourke

Asthe 21st century dawns,offcal Irland is
feeling smug. Betuween 1994 and 1999, per
capita income (GNP) grew at an astonishing.
7.9 per cent. Between 1987 and 1995, per
capita output (GDP) grew at 6.7 per cent in
Ireland, butat only 1.7 per cent in the US
and 18 per cent in the rest of western
Europe. Some commentators seem to think.
this headlong growth will lst, while some
politicians scem to think it ought to.
Meanwhik, the Economist magazine, which
once referred to Ireland as ‘The Poorest of
the Rich now muses about ‘what Ireland can
teach the rest, However,an historical and.
‘comparative view of the Iish boom yields a
‘more sobering perspective.

One of the most robust facts about
European growth over the past 50 years has
been that poorer countries tend 10 grow
faster than richer countries:thus, thefstest
growing cconomies have been Greece
and Portugal, while the slowest growing
cconomies have been Switzerland and
Britain (which has,in turn, grown sightly
faster than the US). This ‘convergence’
tendency reflectsthe ability of laggards to
catch up on cconomic leaders by importing.
both capital and best practice technology.

Between 1950 and 1987, the outstanding
exception 10 this general rule was Ireland,
which only managed o grow at 28 per cent
per annum (the same rate as affluent
Belgium), while its peripheral peers were
clocking up growth ratesin excess of 4 per
cent.

Viewed in this light, the interesting
question s not why Ireland has done so well
inthe st decade, but why it took so long to
catch up. A useful comparison i provided
by ltal, another traditionally agricultural
economy whose per capita output was
foughly the same as Ireland’s in 1950, By
1998, its per capita output (i not it income)
was 88 per cent lower, but it would be
Wrong o view this as a case of Irish success
and lalia falure. By 1973, GDP per capita.
was almost 60 per cent higher in Faly than
in Ireland, a gap which persisted as ate as
1990, The net present valueof Irish income,
discounted back to 1950, would have been
289 per cent higher had it grown at the
Same pace as ltaly throughout, cather than
‘making up forlos ground in the 1990s. The
moral i thatif you are going to converge on

richer countries, then the sooner you do o
—
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the better. I Ireland’s long.run performance
has ot been exceptionl,then nether have
the mechanisms by which we achieved our
elated succss. ndead, Ireland's Gokden Age
bears  srkingresemblance o the Golden Age
the rest of western Europe enjoyed four
decades s, which kst rom 1950 0
1973,

“Then as now, growth waslargely duc to
comvergences then s now, the economies
concerned received substantial external
funding, giving governments a e extra
£oom for manocuvr; then as now,tisked
10 2 more structured approach tovards
cconomic and infrastructural planning: then
25 now thebesowers o this argese (e US
‘sovermment in thecarier cpisode, Brussels
i the late) insisted that market frendly
reforms be adopied by recipient
governments.

The argument that ecent rsh succesis
due 1o our cducational syster has been
oversold. For one thing the iming i wrong:
trends in educational spending cannot
sccount for the sharp improvement in our
fortunes which occurred from 1987 on.
Second, it is not enough to educate the
youns, .. Job cration has played a crucial
role during this boom... This suggeststhat
social partnership was crtcally important,
justas it was in Europe in the 19505 and
1960s.

“An historical perspective makes it lear
why urent grawth ates cannot st rapid
srowth is only possible while economies

Sourc: The Irsh Times 9 June 2000.

converge on the rontier economy (in prac-
tice,the US). Once all possible convergence
asbeen achieved,futher growth will oly be
atthe rate a whichthe rontir isef expands,
o, historically 2 per cent. Even boosters of
the ‘new economy” and the Nasdaq only
claim that long-run frontier growth has
increased from 2 per cent to 3 per cent. It
would be foly to expect that Ieland could
do much better than this in the long run.
Indeed, US technology firms have played
sucha crucial role in Irish growth tht it is
tempting to conclude that our boom has
been largely a product of the Greenspan
boom. On this view, the possible
implications of an American crash are
worrying.

History also emphasises the palitical
‘nature of the Irish boom. Labour’s share of
national income has decined seadily during.
the 19905, bat workers have uniil now been
‘bought off with tax cuts (rather than the
improved welfare benefits which molified
an older generation of European workers).
Europe’s Golden Age ended when the oil
crises heightened distibutional tensions to
the point where they became unmanageable.
‘We look forward to speculating about why
Ireland's social partnership experiment
finally collapsed — was it the political
scandals? the McCreevy budgets? or EMU
entry and the consequent housing crisis? —
when we have an adequate historical

on the question. Say 50 years
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