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M o s t p e o p l e
didn’t even no-
tice the warn-
ing signs. In
e a r l y 20 07,
some US fi-

nancial companies involved in sub-
prime mortgage lending started to
get into trouble. Sub-prime lenders
gave home loans to people who had
trouble getting it elsewhere.
As the US Federal Reserve ^ the

American Central Bank ^ started
to raise interest rates from the lows
of just 1 per cent reached in 2004,
some of these borrowers started to
struggle to make repayments.
Slowly, a crisis was building.

Trouble brewing
New Century Financial was a com-
pany which specialised in the sub-
prime business. Established in Cali-
fornia in the mid-1990s, it had made
millions for investors as it was listed
on the stock market and its shares
soared.
Its sub-prime mortgage finan-

cing seemed a licence to make
money. Borrow from a bank at one
interest rate and lend on to bor-
rowers at a higher rate. Bundle up
the loans into a package and sell
them on to other investors, thus get-
ting back more money to lend out.
What could possibly gowrong?
It soon became clear what could

go wrong. Borrowers stopped re-
paying. New Century had deals
with investors to whom it sold the
mortgages,obliging it to repay them
if the mortgage loans were not re-
paid in their early years. In March
2007, it ran out of money. A month
later, it filed for Chapter 11 bank-
ruptcy and its investors had lost all
their cash.
Still, the world did not seem to

notice. It was a local problem con-
fined to part of the US market. But
the seeds were sown.

Investors and banks were watching
and became more nervous of lend-
ing funds to each other. It wouldn’t
be long until the real crisis broke.
Major US investment bank Bear

Stearns was founded in 1923 and
had survived the Great Depression
and two world wars. But it would
not survive the sub-prime crisis. It
had two large hedge funds ^ invest-
ment funds which managed peo-
ple’s money ^ which had taken
money from investors, borrowed
more on the back of these funds
and taken huge bets on financial in-
struments linked to sub-prime
mortgages.
As defaults on these mortgages

rose, other banks which had lent
funds to Bear Stearns started to cir-
cle and, in July 2007,twoof themain
funds announced they could not
pay investors.
The crisis was now building fast.

It was an Americanproblem,wasn’t
it? Well no, actually. Many banks
worldwide had invested in products
linked to US sub-prime mortgages.
Basically, some financial interest in
thesemortgages hadbeen soldon in
various forms of complex financial
products over the past few years
and, as the borrowers started to de-
fault, the value of these products
collapsed.
In early August, BNP Paribas, a

largeEuropeanbankbased in Paris,
announced that investors would not

be able to take money out of two of
its fundswhich had invested in these
products. Now investors were get-
ting really scared and the interna-
tional central banks had to starting
pumping cash into the world finan-
cial system.
Economic theory teaches that

central banks are the ‘lenders of last
resort’. Most experts thought this
was only theory. But now the ‘‘last
resort’’ had arrived. Central banks
were buying various securities from
commercial banks and giving them
cash in return, desperately trying to
get liquidity flowing and providing
credit where others would not.They
also started to cut interest rates, an-
other key way in which central
banks try tomanage economies.
However, banks remained un-

willing to lend to each other, mean-
ing that the money being released
into the systemby the central banks
was not having the desired effect. It
was clear that wewere now entering
an unprecedented crisis.

FromWall Street
toMain Street
The crisis spread through the au-
tumn of 2007. In Britain, Northern
Rock building society collapsed.
Northern Rock was typical of a
new type of financial institution
which relied on borrowing money

on financial markets to lend on to
its customers. In the old days, banks
took in deposits and gave out mort-
gages and other loans, but in recent
years they had increasingly also
borrowed funds from other banks
to lend on.
Now, with banks less and less

willing to lend to each other, this
business model was in trouble. As
savers heard of Northern Rock’s
troubles, they queued to withdraw
their cash in an old-style ‘run’ on
the bank.The British government
had to step in and guarantee their
savings and agree a wind-down
plan for Northern Rock.The crisis
had moved fromWall Street to the
Main Street.
Through the rest of 2007, it was

clear that itwas notgoing tobe fixed
quickly.The interest rates at which
banks lend to each other rose to his-
torically high levels. Central banks
injected billions into the markets in
unprecedented moves, but this only
calmed things briefly. Cuts in offi-
cial central bank interest rates also
had a limited impact. There were
signs of building losses in the bank-
ing sector.
The year endedon anervous note

^ with central banks pumping in
more and more money ^ and warn-
ings that growth in 2008 looked cer-
tain to be hit by the unfolding crisis.
Still, however, many continued to
view it as a crisis in the financial

sector, without much relevance to
the ‘real world’.
But 2008 was to prove them

wrong. In the early months of the
year, the stormclouds were gather-
ing.World stock markets fell heavily
in January and a numberof insurers
also started to run into difficulty. In
April, the International Monetary
Fund rolled out some telephone
numbers,warning that losses to the
financial sector from the sub-prime
crisis could reach $1 trillion ^ that is
one thousand billion.That is a one
followed by 12 noughts, or a million
million.
More ominously, it warned that

the crisis was moving into main-
stream areas of banking, such as
commercial property and loans to
business. Because banks were find-
ing it hard toget holdofmoney,they
were hoarding cash and cutting
backon new lending.
In summer, the US government

had to step in to support two major
mortgage lenders, Fannie Mae and
FreddieMac.
Still, the view generally was that

this was a problem for the banking
sector. It became clear, however,
that in summer of 2008, one year
after Bear Stearns, there was no
sign of the credit markets starting
to ease.
Wiser heads in the financial sec-

tor warned that things could start
to get nasty.

Late 2008: the storm
August was usually a quiet time in
financial markets. Dealers went on
holidays, trading volumes were gen-
erally low and little news came out
of finance ministries and central
banks. It wasn’t long into Septem-
ber, however, before illusions about
the extent of the crisis were shat-
tered.

Increasing evidence of the im-
pact of the crisis on real economies,
including rising unemployment in
key markets such as the US, sent
stock markets plunging in early
September.

Worse was to come. Lehman
Brothers, the big US bank, filed for
Chapter 11 bankruptcy.There was
shock in financial markets that the
US government had allowed this to
happen.

Shortly afterwards, Merr il l
Lynch had to agree to an emergency
takeover by Bankof America.

In Britain, Lloyds stepped in to
rescue HBOS, major European
bank Fortis was part nationalised
and the British government had to
step in to nationalise Bradford &
Bingley.

In the US, the government an-
nounced a $700 billion bank rescue
plan, later passed by Congress.The
British government announced its
rescue programme inOctober.

As autumn turned to winter, it

was a tale of emergency interest rate
cuts around the world, plunging
stock markets and financial crisis
in places such as Iceland and Uk-
raine.
By December, the US officially

declared it was in recession,US in-
terest rates were close to zero and
world stock markets were 30 to 40
per cent lower than ayear earlier.
Any hope that the crisis was

going to be confined well and truly
disappeared as the world faced into
the greatest financial upheaval since
the Great Depression of the 1930s.

2009-2010:
Counting the cost
The full cost of the financial crisis
only started to become apparent in
2009. It was by now clear that the
collapse had triggered a major eco-
nomic downturn by crippling the
banking sector worldwide, hitting
the flow of credit to businesses and
consumers, destroying investors’
wealth and shattering economic
confidence.
The government announced a

range of measures to try to stimu-
late growth, and new US president
Barack Obama gained approval for
a $787 billion stimulus package.
The IMF said the crisis could

cost the financial sector $4 trillion
^ four times its original estimate
(four and 12 noughts!).
As a result, major governments

were forced to inject more capital
into their big banks to keep them
afloat.
By the middle of the year, it was

clear that the world economy was
going to shrink in 2009 under the
weight of this extraordinary crisis.
Moving into 2010, there was some
hope that, internationally, the worst
may be over. But it will be a long
road back, both for the battered fi-
nancial sector and for the world
economy.
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You are studying business or economics in school or college and your exams are coming up. As well as
learning your course material, you are expected to be up to date on what has happened in the economy
and business over the past few turbulent years. But are you? In the following four pages, we guide you
through the essential details of the crisis, focusing on economic issues for the first two pages and on
the business world on the following two. The two sections, of course, are inter-related

Students’ guide to
the financial crisis

The economic crisis was swept around
the world by a range of financial
connections previously ignored by
regulators worldwide and not identi-
fied as a danger by most economic
analysts.

Sub-prime mortgages

The crisis started in a part of the US
mortgage market, where lenders gave
money to people who would normally
have difficulties getting a mortgage
because they had irregular income, a
lack of a documented earnings record,
insecure employment or whatever.
Many of these borrowers started to

get into trouble as US interest rates
rose from 2005 on. This worsened as
house prices in some areas of the US
started to fall, pushing borrowers into
negative equity, where the value of
their house was less than what they
owed.
In previous years, when a borrower

got into difficulties, it was only a
problem for the borrower and the
financial institution which had lent
them money. A key to understanding
the start of the crisis is to realise why
this changed.

Securitisation

This is where banks parcel up bundles

of mortgage loans and sell them on to
investors in various forms. Typically
the investor pays the banks cash and in
return is promised the mortgage re-
payments. This means that if the
borrowers cannot make the repay-
ments, the exposure is spread across
the many investors who bought these
products.
In turn, these investors sold on other

interests in the sub-prime mortgage
market to other investors in a range of
other complex financial products. In
this way, the risk was spread across the
world, and nobody knew which inves-
tors were going to lose out. Fear spread
around the financial system.
This meant that banks were in-

creasingly loath to lend to each other.
They did not know whether the bank
they were lending money to was facing
big losses – and whether they would
ever get their money back.

Credit crunch

When banks stopped lending to each
other, the financial system started
running into trouble. This interbank,
or wholesale, lending is a central part
of the world financial system, allowing
banks to lend funds in turn to busi-
nesses and consumers.
The Financial Times in late 2008
described it as a cardiac arrest hitting

the financial system worldwide. As the
crisis developed, it became clear that
the problems were much wider than
just the US sub-prime market.
When banks cannot get hold of

money, they do not have money to lend
out. The demand for lending has also
collapsed, as investors and consumers
save rather than spend. So the money
supply has fallen in most world econo-
mies and in Ireland. Even good busi-

nesses find it difficult to get hold of
cash from the bank.

The debt mountain

The free availability of credit had
pushed economic growth across the
world economy in the 2003-2007 peri-
od. Interest rates had been cut to low
levels after the tech bubble burst in
2000. Banks worldwide went on a

spree, lending money and reporting
more profit, but storing up trouble.
Property prices in many areas rose far
too quickly, fuelled by this credit spree.
Property prices in countries such as
Spain and Ireland rose to extraordin-
ary heights.
As the credit crunch hit, banks

started to get nervous about these risks.
Higher interest rates and slowing
economic growth were already taking a
toll on property prices.
A worldwide property crisis was

thus another key way the crisis spread,
with countries where prices had risen
the fastest being worst affected. In turn
this hit employment in areas such as
construction and had an impact on the
wider economy.

The real economy

We have already seen some ways in
which the crisis moved from the world
of finance into the real economy of
income and jobs.
Once it took hold, the downward

momentum took hold in other ways.
Cuts in employment in the financial
and construction sectors led to lower
demand in economies, hitting other
businesses. Deflation, with prices fall-
ing, means consumers have held off
spending, hoping that prices will fall.
Business and consumers have chosen

to hoard cash rather than spend. The
financial crisis developed into a crisis
of economic confidence.
Countries like Ireland, which had

experienced high inflation in the past,
also found that they lost huge numbers
of jobs because businesses competing
internationally were losing out, while
the traditional job generators in the
construction and retail sectors ran out
of steam.

The government factor

The final reason we will consider for
economic problems is the situation
governments have found themselves in.
They have spend billions of euros and
dollars bailing out banks. At the same
time, collapsing tax revenues have hit
their income. This means governments
have run up huge deficits of spending
over revenue and are now having to cut
back by raising taxes or cutting
spending.
The Irish government has intro-

duced a range of tax increases and
spending cuts in the last three budgets,
with more promised in future years.
This reduces growth by taking cash out
of the economy. But the government
feels it has no option because it fears it
will run into difficulties borrowing
money on world markets if it does not
reduce the deficit.

Lehman Brothers: one of the first major casualties of the economic crisis
GETTY

How the crisis developed



Everybody hurts in
fallout from crisis

T he economic crisis has
hit every areaofactivity
in Ireland, some more
dramat i c a l ly than
others. A useful way to
look at its impact here

is to break it down into its effect on
different parts of our economy.

The banking sector
The crisis started in the financial
sector internationally, and this
started to spread to Ireland through
2008. Bank shares were the first to
be hit ^ with a notable run on the
shares ofAnglo IrishBankonSt Pa-
trick’s Day that year. However, it
was September before the crisis
broke fully into public view.
At that stage Anglo was threa-

tened with bankruptcy as interna-
tional depositors withdrew funds.
The other banks were also being
hit, as speculation grew about the
extent of their losses in the property
market.
The government responded by

first providing the bank guarantee
on the night of September 29, 2008.
This meant that the government
was guaranteeing the e400 billion-
plus in liabilities which the six do-
mestic banks had to creditors such
as depositors and most bond-
holders,who are investors who lend
money to banks.
This restored some calm, but by

early the following year, it was clear
that more needed to be done.The fi-
nancial markets had lost confidence
in Anglo Irish Bank, due to its huge
property losses and evidence of
malpractice.
So the government stepped in to

nationalise it, in other words take it
fully into state ownership. People
who held shares in Anglo are likely
to have lost all their money.
Also, by early last year, the scale

of the losses the banks were facing
from bad property lending began to
become clear. Having commis-
sioned an expert report, the govern-
ment dec ided to respond by
establishing the National Asset
Management Agency (Nama).
This agency is buying the bad

loans from the banks at a discount
and taking them into the ownership
of the state. This will shrink the
bankbalance sheets,but is designed
to try to restore financial market
confidence by removing a lot of the
bad loans from the banks.
It creates another problem, how-

ever. Banks hold capital ^ cash and
other readily available reserves ^ as
a buffer for times when they lose
money.
This capital has been run down

by the losses they have incurred al-
ready and they will incur more
losses on loans transferred toNama,
because the agency will pay them

less than the value at which the
loans are held in their books.
The Financial Regulator, which

oversees the sector, is insisting that
the banks rebuild their capital re-
serves. This is called recapitalisa-
tion.
The two main banks, AIB and

Bank of Ireland, are examining
how much of this money they can
raise fromprivate investors.Getting
new shareholders is the easiest way
to raise new capital,while selling as-
sets can also help.
The government has also said it

will commit more state funds if ne-
cessary ^ it has already investede3.5
billion in each of the two main
banks in preference shares.The gov-
ernment is also going to have to put
in billions of euro to recapitalise
Anglo Irish Bank and Irish Nation-
wide Building Society.
The government hopes thatwhen

the bad loans are removed byNama
^ this process is just getting under
way ^ and the banks are recapita-
lised, they will be able to start oper-
ating normally again, raising funds
and providing credit to the econo-
my.The EU has to approve all these
plans and is currently doing so.

The economy
The economy has been hit by a
number of linked shocks. There is
the fallout from the banking crisis.
There is also the impact on Ireland
of the international economic
downturn, and there is the collapse
of the property sector here, pre-
viously a key generator of growth.
These have combined to create a sa-
vage economic recession ^ a period
when the economy contracts.
Gross National Product is one of

the best indicators of activity in the
economy. Having risen by 6.3 per
cent in 2006 and 4.4 per cent in
2007, growth turned to decline in
2008, with GNP down by 2.8 per
cent.
However, the real hit was taken

last year when, according to the lat-
est Central Statistics Office figures,
GNP fell by an astonishing 11.3 per
cent,the biggest annual fall since re-
cords began.
As economic growth has col-

lapsed, unemployment has shot up.
TheCSO estimated that 4.8 per cent
of the labour force was unemployed
in January 2008. By last month, this
had risen to 13.4 per cent.
Different measures of economic

activity can be found on the CSO
website (www.cso.ie).However, they
all show the same picture of a col-
lapse in activity in 2009.The picture
is abit more stable this year,with the
latest Economic and Social Re-
search Institute forecast being for
no change inGNP this year.
However, given the extent of the

collapse, there is still uncertainty
about the outlook.

The government
The crisis has hit government fi-
nances hard. Governments always
suffer during a recession because
tax revenues fall and there are extra
pressures on spending from higher

unemployment. However, in Ire-
land other factors have made it even
worse this time.
The exchequer was heavily reli-

ant on various forms of property
taxation, which have now almost
disappeared because activity in the
property market is so low.
Government borrowing was

more than 11 per cent of Gross Do-
mestic Product last year and is still

likely to be over 10 per cent of GDP
this year, despite the cutbacks in the
last budget. Also, the government
has had to commit billions in reven-
ue to the banking sector.
While some of this money will be

paid out over a period of years,
some has come from the National
Pension Reserve Fund and some
may be recouped in future years, it
has all added hugely to the burdens
on the exchequer over the years
ahead.
The national debt is now rising

quicklydue toourhigh levels ofbor-
rowing.The state is also taking on
other liabilities in relation to the
banking rescue programme, some
of which are not counted formally
as part of the national debt under
EU rules. For example, Nama will
issue about e50 billion in special
bonds ^ or IOUs ^ to the banks in
exchange for the loans it takes on
from them.
This is not being counted as part

of the national debt, because the
state is getting assets ^ the loans
from the banks ^ in return. How-
ever, if the state ends up paying
more for the loans than they are
worth, then it will be a long-term
cost to the taxpayer.

The public
Everybody has been affected by the
recession in one way or another.
Most seriously, tens of thousands
have lost their jobs.Many people in
the public and private sector have
also had their pay cut, either base
pay or bonus pay or through a re-
duction in hours.The pension levy
has also hit take-home earnings in
the public sector.
These factors, together with fear

about further job losses and tax in-
creases in the future, have led to a
big collapse in retail spending.
In December last year, retail

sales, excluding motor cars, were
6.4 per cent lower than one year ear-
lier. Including car sales, they were
7.5 per cent lower.
Therehavebeen tentative signs of

improvement in recent months, due
to a pick-up in car sales ^ partly due
to the government scrappage
scheme ^ and a general slight recov-
ery in spending inother areas.How-
ever, people are still concerned
about employment, and many are
still choosing to save more and
spend less.
Abig issue formanyconsumers is

that they are still servicing debts
built up during the good years,
whether on mortgages, car loans or
credit cards. Unemployment and
falling incomes have made it diffi-
cult for many people to repay these
debts and this may limit the growth
in consumer spending for quite
some time.

Business
Businesses have been hugely af-
fected by the crisis.Turn to the fea-
ture on the next page to read about
what it has meant for them.
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By Bairbre Kennedy

This is a very exciting time to
be studying economics. So
much has happened nationally
and internationally in the last
year that Leaving Cert eco-
nomics has, now more than
ever, become a ‘live’ subject.
Ireland’s economic situation

is continually being discussed
in the media. Economic con-
cepts are being analysed and
debated by expert economists
in all the newspapers and on
the radio and TV.
The public, too, are getting

involved and having their say
on what the government should
be doing next. The importance
of economics as a real-life,
relevant subject couldn’t be
more evident.
How can Leaving Cert stu-

dents get a handle on all this?
Certainly, reading newspapers,
and listening to TV and radio
commentary can make the
subject come alive and moti-
vate students to study.
Every topic on the course

can be brought out of the text-
book and into the real world.
The economics syllabus

states that the objective of the
course is to ‘‘develop in all our
students an interest in every-
day economics’’ and ‘‘to give
students a general picture and
an understanding of economic
activities, patterns and princi-
ples’’.
In previous years, the exam

has obviously followed these
objectives and asked specific
questions related to current
economic activity.
For example, in 2009, stu-

dents were asked to outline
how the recent tightening in the
availability of credit might
affect a) the Irish motor in-
dustry, b) inflation and c)
Ireland’s balance of payments.
Another question asked stu-
dents to discuss the economic
consequences of a slower rate
of economic growth in Ireland.
In recent years, there seem

to be more exam questions that
focus on the capacity of stu-
dents to apply the principles of
economics to current economic
situations. This is a clearly
stated objective in the syllabus.
To score well in the exam-

ination, it’s necessary for stu-
dents to have a firm grasp of
current economic activity. It’s
no longer enough when an-
swering questions to include
up-to-date information along
with theory to illustrate a
point.
Whole questions are being

asked on current economic
situations, and students are
being asked to discuss the con-
sequences, give reasons and
even suggest courses of action a
Minister of Finance should
engage in.
In 2008, students were asked

to identify possible ways in
which the Minister of Finance
could reduce the public sector
wage bill. In recent months,
this has been a contentious
issue frequently debated in the
media. These questions fulfil
the syllabus’s objective of
achieving critical thought.
The key areas of current

economic activity that are ne-
cessary for students to prepare
are:
& national debt: the reason for
its increase and the positive
and negative consequences of
the increase
& banking: the effect on the
economy of a) the banks redu-
cing the availability of credit
and b) the recent fall in our
credit rating. Other recent
developments in the banking
sector, such as Nama, why it
was set up and its implications,
and the nationalisation of
banks, reasons for and argu-
ments for and against. The
effect of increased interest
rates on the economy
& deflation: reasons for and its
effects
& public finances: how to
reduce the current budget def-
icit and its implications on the
economy, both positive and
negative; the arguments for
and against privatisation
& unemployment: causes and
how can government remedy it
& taxation: arguments in fa-
vour of raising direct/indirect
tax
& economic growth: the con-

sequences of a slowdown
& trade: implications of an
increase in the value of the euro
for the Irish economy; the
merits/demerits of devaluation.
One invaluable resource for

students is the State Examina-
tions Commission website at
www.examinations.ie. The so-
lutions andmarking schemes to
all the questions referred to can
be found here. It provides
sample solutions with guidance
on how to lay out answers.
Another good resource is the

Central Statistics Office web-
site at www.cso.ie. This website
provides up-to-date informa-
tion on key economics figures.
So it’s advisable for students to
update their figures before sit-
ting the examination.

The exam
The Leaving Cert economics
paper is divided into Section A
and Section B. Section A re-
quires students to answer six
out of nine short questions for
100 marks. Section B requires
students to answer four out of
eight long questions for 300
marks.
The examination lasts two

and a half hours. Students are
advised to spend 20 minutes on
short questions and about 25
minutes on each long question.
Time left over should be

spent going back over answers
and completing unfinished an-
swers.
When deciding how many

points are necessary to gain full
marks in a question, students
should divide the marks by
five. For example, if a question
has 25 marks going for it, this
would probably require five
points.
A question that carries 20

marks would probably require
four points. It’s advisable to
include an extra point to be
sure you’ve enough points to
secure full marks.

Section A:
short questions
Short questions should be an-
swered on the examination
paper itself. The question is
usually followed by headings
making it very clear to students
what is required in their an-
swer.
For example, a question may

read: ‘State TWO functions of
the Irish National Treasury
Management Agency’ followed
by the headings, Function 1:
and Function 2: with one line
each for the answer.
If a question is not followed

by headings, for example, ‘Ex-
plain what is meant by the
public sector borrowing re-
quirement’, students should
make at least two points when
answering this question. If
there are three lines under the
question students must fill up
the three lines.
When choosing which six

questions to answer, it is advi-
sable to do the last four ques-
tions as they carry more marks
(17 marks each). The first five
questions carry 16 marks each.

Section B:
long questions
The phrase ‘state and explain’
appears regularly on the paper.
Start each point with a brief
statement.
The statement can act as the

heading of the point and then
follow up with an explanation
and/or example.
This answer layout should be

used for other questions too.
For example, if the question
asks to outline, to suggest rea-
sons for, to discuss the effect of,
to explain this statement or to
describe the consequences of
etc.
At the end of the examina-

tion, when students have re-
checked all answers, a fifth
long question should be at-
tempted. Examiners will mark
the best four long questions.

Bairbre Kennedy is an
economics teacher at Malahide
Community School

Examine your
economic
options

TEACHER TALK

Brian Lenihan, Minister for Finance, and Brendan McDonagh, chief
executive of Nama TONY O’SHEA

Jargon buster
& Nama – National Asset Management Agency. Set up to take
certain property loans off the books of banks and into state
ownership. It is taking on land and development property loans –
originally valued in the banks’ books at e80 billion. These are
sometimes referred to as ‘toxic loans’ – the term which was
originally used to describe sub-prime loans in the US. The
majority – though not all – of the loans being taken on by Nama
are partially or completely ‘non-performing’ – in other words,
the borrowers are not able to make all the repayments or, in some
cases, not able to make any.

& NTMA – National Treasury Management Agency. Nama
operates as an independent commercial agency under the aegis of
the NTMA. The NTMA also manages the national debt and runs
the State Claims Agency, which manages legal claims against
various arms of the state covering personal injury and property
damage. It also runs the National Development Finance Agency,
which advises on the raising of funds for state investment
projects. Finally, the NTMA manages the National Pension
Reserve Fund, established to help to meet the cost of further
pension liabilities. Money from this fund has also been used to
help recapitalise AIB and Bank of Ireland.

& Bank capital – capital is the cash and other readily available
reserves which banks must hold to guard against losses. Cash
invested by shareholders is one of the primary sources of capital
for banks. For this reason the main banks will be seeking new
cash from shareholders in the months ahead, either from the
private sector or the government, to ‘recapitalise’. Selling assets
can also help banks to meet their capital requirements. The bank
capital rules are set by the Financial Regulator.

& The Financial Regulator – the regulator oversees the operation
of the financial sector and sets rules to safeguard customers. The
regulator used to operate as an autonomous entity – the Irish
Financial Services Regulatory Authority – linked to the Central
Bank, which is responsible for the overall stability of the banking
sector. However, after the crisis broke, the government decided to
restructure regulation, and the Central Bank and the regulator
will in future operate as one body, under legislation now going
through the Oireachtas.



W hile banks and
property de-
velopers tend
to dominate
the headlines,
the reality is

that the recession has affected vir-
tually all Irish firms.Many compa-
nies that were perfectly healthy
businesses are now the victims of
circumstances beyond their control.
The sheer size of the difficulties

in the banking and property sectors
has dragged the rest of the economy
down.
Like a row of falling dominoes,

problems in one area invariably cre-
ate problems in others, until soon
the entire economy is affected. Irish
firms now have to cope with a vari-
ety of issues, such as falling sales, a
lack of credit, customers not paying
on time and job cuts.

Bank lending
Irish banks have suffered hugely in
the recession. The main cause of
this was that banks lent vast sums
of money to developers during the
property boom.With a sudden and
dramatic fall in values, the banks
found that the assets used to secure
loans were worth far less than the
loan amounts.
Meanwhile, many developers

found that the market for their pro-
jects had collapsed, affecting their
ability to repay loans.The result for
banks has been that, if they were to
recognise the true value of the loans
on their balance sheets, they would
need significantly more money in
their coffers to cover their liabilities.
This has necessitated the govern-

ment stepping in and bailing out the
banking sector viathebankguaran-
tee, the National Asset Manage-
ment Agency (Nama) and plans to
recapitalise the banks. However,
the fallout from this has caused pro-
blems for many businesses.
The upshot of the banking crisis

has meant that banks have less
money to lend, and this has been a
critical issue for many businesses.
Banks have traditionally provided
loans to people starting businesses
or expanding their companies,
whether for finding premises, pur-
chasing equipment or raw materials
or hiring staff.
Bank credit in the form of over-

draft facilities can alsoplaya crucial
role in ensuring that firms have en-
oughmoneyon handduring the gap
between delivering a productor ser-
vice and receiving payment.
Thebanks have claimed that they

are still lending to businesses, but
businesses claim otherwise. For ex-
ample, a recent study by small busi-
ness representative organisation
Isme found that 55 per cent of com-
panies which applied for funding in
the last three months were refused
credit by their banks, compared to
42 per cent in October 2009 and 20
per cent inMay 2008.
Of the companies surveyed, 80

per cent said that banks were mak-
ing it more difficult for small and
medium-sized businesses. As long
as this problem persists,many firms
will continue to struggle.
The banks have insisted that

there is money for viable compa-
nies. The issue has been compli-
cated by the fact that the collapse
in demand in the economy has
threatened the future of many com-
panies.
In some cases, the banks fear

lending money to companies which
could go out of business. The real
question is the extent towhichviable
businesses are not getting cash.

Venture capital
Banks are not the only organisa-
tions which provide money to busi-
nesses.Many new companies which
require a lotof capital toget goingor

to expand will take money from in-
vestors who, in exchange, receive a
stake in the business.
For larger, more mature compa-

nies, this funding can often come
from venture capital funds, which
collect money from private inves-
tors toput into aportfolio of compa-
nies.
Smaller new companies often

rely on ‘angel investors’, private in-
dividuals with enough money and
knowledge of the sector they oper-
ate in to give the business backing
to get off the ground. It is this area
in which companies have encoun-
tered the greatest difficulties.
Enterprise Ireland, the state body

responsible for promoting the devel-
opment of indigenous businesses,
has expressed concern about the le-
vel of seed funding available. It has
said that companies now have to
work harder to try and raise money.
The problem is a longstanding

one and began before the recession
struck.Many Irish private investors
opted to put their money into prop-
erty during the boomyears, as rock-
eting prices meant that they were
likely to get a better return on their
investment.
Because the property market has

collapsed, a lot of private investors
are nursing heavy losses and may

not have the money to invest in new
companies.

Falling sales
One outcome of a recession is that
consumers spend less. In some
cases, it is because they have less to
spend, either because they have had
their salary cutor have lost their job.
Those who haven’t experienced a
drop in income also often spend
less, opting to save instead, in case
their circumstances change further
down the line.

According to the Central Statis-
tics Office (CSO), in 2008 the vo-
lume of retail sales ^ the main
barometer for consumer spending
^ fell by 2.8 per cent,while the value
fell by 0.8 per cent.

In 2009, the situation worsened.
The volume of retail sales fell by 6.8
per cent,while the value dropped by
11.1 per cent.The fact that the value
of sales is falling more quickly than
the volume shows the extent to
which retailers have cut prices.

Businesses faced with a drop in
sales can pursue a number of strate-
gies.One option is to cut prices in a
bid to encourage more people to
buy their products or services. If
the company operates on a tight

profit margin, this can mean that it
will have to negotiate with suppliers
to lower their prices also in order to
make price cuts financially viable.
In addition, a company’s compe-

titors could adopt the same tactics,
leading to a price war inwhich only
the fittest will survive.
Another option is either to find

new markets or start offering new
products or services.However, both
strategies come with their own
costs.
Finding new markets involves

sales personnel working long hours,
in addition to travel expenses and
the cost of setting up a supply chain
once new customers are found.
Creating new products or services
also involves research and develop-
ment time and can often entail the
purchase of equipment along with
expenditure on sales andmarketing.

Late payments
Most companies which sell to other
businesses deliver their products or
services on credit. Terms vary de-
pending on the company, but the
standard is to expect payment with-
in 30 days.While late payments are
an issue companies have to deal
with even in good times, the pro-

blem has become worse during the
recession, with more and more
cash-strapped customers being un-
able to pay their bills on time.
A recent survey conductedonbe-

halfof Bankof Scotland (Ireland) in
association with The Sunday Busi-
ness Post found that 76 per cent of
companies were encountering de-
lays in receiving payment. Of that
number, 38 per cent said that custo-
merswere taking more than 60 days
to pay their bills, while 13 per cent
said they had experienced delays of
more than 90 days.
Late payments put an enormous

strain on a business. Aside from the
reduced amount of money flowing
into a company’s coffers every
month, staff have to spend time pur-
suing customers for payment. In ex-
treme cases, this can mean costly
legal actions to recover money due.
There is also the danger that a

customer could go out of business
before it pays its bills, which means
that a company will have to negoti-
ate with a liquidator in an effort to
recover the money.
Many firms which go into liqui-

dation don’t have enough assets to
cover their liabilities, which means
creditors will have to accept only a
percentage of what they are owed.

Cashflow
The late payment issue has a ten-
dency to perpetuate itself across en-
tire business sectors.
When one company can’t afford to
pay its suppliers, they in turn may
find themselves short of money and
unable to pay their own bills on
time.

The Bank of Scotland (Ireland)/
Sunday Business Post survey found
that, while 76 per cent of firms re-
ported delays in payment from cus-
tomers, 26 per cent also said they
had experienced difficulties in pay-
ing their own suppliers as a result.

The upshot has been the creation
of a classic cashflow problem. On
paper, a company can seem to be
generating enough sales to break
even or even be profitable.

However, if money isn’t coming
into the company as fast as it is
going out, the firm will find itself
unable topay itsbills.This can result
in suppliers shutting down lines of
credit or refusing to trade with a
company altogether.

The problem has also been am-
plified by the perceived unwilling-
ness of banks to extend credit to
businesses.The result has been that
even companies with healthy sales
can sometimes be forced to close.

Cutbacks
If a company has experienced fall-
ing sales, it will often be forced to
cut back on its spending in order to
maintain its profit margins or, at
least, contain its losses. Cutbacks
can be something as simple as pro-
moting greater economy in an orga-
nisation, such as encouraging staff
to turn off lights and computers
every evening.

However, many companies are
now facedwith finding muchbigger
savings. This can entail shopping
around to find cheaper products
from alternative suppliers or nego-
tiating with existing suppliers to
drop their prices.

Investment in new equipment
can be forsaken for a period, while
staff perks such as expense ac-
counts may be removed.

At this stage, a lot of firms are
being forced to cut pay. A survey
conducted byKBCBank andChar-
tered Accountants Ireland found
that 69 per cent of companies had
reduced pay once,while 28 per cent
had done somore than once.

Spending cuts can have a nega-
tive impact on businesses. If they
are too severe, a company could
find itself without the resources to
take advantage of the opportunities
that may arise when the economy
improves, while pay cuts can have
an adverse effect on staff morale.

Redundancies
For a lot of companies, spending
cutbacks are not enough to balance
the books and they are forced to
take the ultimate step of shedding
staff. There is no greater evidence
of this than lengthening dole
queues, which have more than
doubled over the past two years. At
the end of March, there were
435,000 people on the live register.
This compares with 198,000 people
in March 2008.While the live regis-
ter is not a perfect measure of un-
employment, its rise does indicate
the trend of layoffs.

Implementing a redundancy pro-
gramme is never easy.There is the
obvious trauma of letting staff go
and the resulting impact on morale
for the people who remain.

In addition, companies must be
careful to follow employment law
in case they leave themselves open
to legal action from departing staff.
This involvespaying at least the stat-
utoryminimum in redundancy pay-
ments and operating a transparent
selection process for those being
made redundant.

Labour market
Due to deteriorating employment
prospects a growing numberofpeo-
ple have opted to leave the country
in search of work.During the boom
years, Ireland experienced net im-
migration, with a large number of
people from other EU countries
and further afield coming here in
search of work. That trend has re-
versed since the start of the reces-
sion and, according to the CSO,
more people emigrated last year
than immigrated.

A large proportion of those leav-
ing the countryare foreign nationals
who are returning home after work
has drieduphere.However, a signif-
icant number are Irish people who
are moving to Europe, the US and
Australia in search of jobs.

Many of those leaving are highly
educated, skilled people and, while
jobs are in short supply, they will be
needed again once the economy re-
covers and businesses begin to ex-
pand.
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The recession has
not been confined
to banks and
developers, with
every company in
the country feeling
the knock-on
effects of the
financial collapse
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The credit crunch and the
recession have changed the
world in which business oper-
ates. This is directly relevant to
some of the concepts you have
covered in your Leaving Cert
business course. Changes to
the domestic and international
environment in which busi-
nesses operate are obvious.
Here are just some other
examples. There are many
others you can think of yourself.

The marketing mix

Companies try to get the mix
correct when they launch pro-
ducts, balancing what is on
offer, where it is on offer and
what it costs. Changing con-
sumer demand has altered the
picture for most companies.
During the boom, consumers
were often focused on quality,
branding and fashion and were
prepared to pay more for these.
Now there is a much bigger
focus on value. There are
numerous examples of how
companies have responded.

For example, restaurants
have cut prices and are offering
more and more special deals,
as are hotels. The motor trade
has slashed car prices, and
advertising now emphasises
value more than brand. Many
retailers are now running what
appears to be almost contin-
uous sales. All areas of mar-
keting have been affected,
including pricing, target mar-
kets, advertising and promo-
tions.

Management and
employees
The recession has put a huge
strain on people who are
managing businesses and those
who work for them. Managers
have often had to cut costs to
survive. Communication with
employees is vital, as many are
concerned about their jobs and
their future. In some cases,
management has worked colla-
boratively with staff, in some
cases trade unions have nego-
tiated new agreements and in
other cases there have been
industrial disputes.

The government, the biggest
employer, has tried to strike a
deal with staff on pay and
reform, which union members
are now voting on. This is to
take account of the rapid
deterioration in the public fi-
nances. A key theme is that
strategies to manage change in
a deteriorating economy have
come to the fore.

Enterprise and
entrepreneurship
It is a tough time to start a
business. Many small firms are
closing because of falling de-
mand. However, there are still
entrepreneurs starting up new
firms. In some cases, they have
experience of previous business.
In other cases, they are en-
trepreneurs out of necessity –
they have lost their jobs and are
looking for new ways to earn
money.

Identifying opportunities and
raising finance are now much
more difficult for entrepreneurs.
However, in many sectors, there
are still people taking the
plunge. On page 10 of today’s
Money & Markets section, we
profile a number of tech en-
trepreneurs starting up new
firms.

International trading
environment
In addition to problems in the
domestic market, companies
which export have also been
coming under pressure. De-
mand has fallen in many
international markets, though
economic forecasters hope that
recoveries in big markets such
as the US and possibly Britain
will help exporters over the next
couple of years.

The strength of the euro has
also caused problems to com-
panies exporting outside the
eurozone area, as it means that,
to get the same euro price, they
must charge more in the foreign
currency, which is not always
possible.

Changes
to how
business
is done

Firms fight
to stop the
downpour



Time to get down to business

T his is a fascinating time
to learn about ^ and
teach ^ business. Con-
stant coverage on TV,
on radio and in the
newspapers means that

topics from the syllabus, familiar to
many students, are being discussed
at lengthboth in class and at home.
The syllabus document states

that Leaving Cert business is ‘‘con-
cerned with the understanding of
environment in which business op-
erates in Ireland and in the wider
world’’.
Students aremore interested than

ever before in what is going on in
business, both nationally and inter-
nationally, and how government
and the international environment
affect business.
Sohowcanthis increased interest

in business be translated into high
grades? Keeping abreast of what is
going on in the economy is essential
for students who wish to achieve a
high grade in the Leaving Cert.
Students who want an A grade

should demonstrate knowledge, ap-
plication and analysis when answer-
ing questions.What this means in
practice is that, when answering
each part of a question, students
must first make their point, then ex-
plain it and,where appropriate, give
an example to show their under-
standing of the theory.
Relevant examples from the

world of business can be used to il-
lustrate answers and boost marks.
Reading newspapers, listening to

radio commentary and watching
TV programmes will help students
put the theory they learn in class
into context. TV programmes like
Dragons’ Den,The Apprentice and
FeargalQuinn’sRetailTherapy cre-
ate interest in business and show
practical application of the con-
cepts in the syllabus.
Listening to radio commentary

will keep students abreast of what
is happening in the economy in gen-
eral.
While the business exam tests

knowledge of the syllabus, students

can improve their grade by using
current business examples and
being aware of what is happening
in the economy.
Areas of the syllabuswhere this is

particularly relevant include:
& people and their relationships in
business (see article on opposite
page for an Irish perspective and
how interest groups like Isme are
representing their members);
& conflicting interests and how
they are resolved, especially be-
tween employers and employees;
&management skills andactivities:
control and the consequences of not
maintaining control of credit and fi-
nance in the current climate are par-
ticularly relevant (read today’s
section on bank lending and how
New Century Financial went bank-
rupt due to non-payment from its
debtors);
& household andbusinessmanager
(finance, insurance and taxation):
basic cashflow (see sections on late
payments and cashflow difficulties)
sources of finance, the tax system
and how it can be used to stimulate
business activity;
& changing role of management:
the impact of new technologies on
personnel and business costs;
&monitoring the business: the im-
portance of using, understanding
and applying basic accounting ra-
tios, eg, profitability, liquidity and
gearing ratios;

& expansion: examples of compa-
nies involved in takeovers, mergers
etc, eg, Kraft Foods’ takeover of
Cadbury and the implications of ex-
pansion for the stakeholders;
& categories of industry: changing
trends in each of the three sectors:
primary, secondary and tertiary
(see the section on the worldwide
property crisis);
& types of business organisations:
changing trends in ownership and
structure;
& community development: the
importance of development for lo-
cal communities;
& business and the economy: the
impact of the economic variables
on business, eg interest rates, infla-
tion, unemployment, taxation, ex-
change rates and grants, as well as
the impact of business on the econ-
omy at local and national levels. All
of these variables and their effect on
the economy are outlined in the
paragraphs on the debt mountain,
the real economy, redundancies
and the labour market;
& government and business: the
role of the government in encoura-
ging and regulating business;
& social responsibilities of busi-
ness: examples of how businesses
behave responsibly towards their
stakeholders, analysing the impact
of environmental issues on busi-
ness; and
& international trading: analyse the

changing nature of the international
economyand its effecton Irishbusi-
ness.
Some examples of recentLeaving

Certificate questions which test this
type of knowledge include:

2009, Section 1
Question 6 Define the ‘secondary
sector’ and outline two current trends
affecting this sector in Ireland. (10
marks)
Sample solution
The secondary sector is made up of
manufacturing and construction.
Manufacturing involves taking raw
materials (from the primary sector)
and making finished goods from
them.
Current trends include:

& a decrease in the numbers em-
ployed in the secondary sector, par-
ticularly in construction;
& increased competition in manu-
facturing from foreign firms; and
& rising wages from the early part
of this decade resulting in higher
costs and a loss of competitiveness.
Some manufacturing businesses,
such as Dell, have relocated to low-
er-cost economies, such as Poland.

2009, Section 3
Q1 (a)
Outline, using an example, the role of
interest groups in the business world.
(10 marks)
Sample solution

An interest group is an organisation
that represents the views, objectives
and goals of a particular group of
people, eg Ibec represents Irish em-
ployers in negotiationswith the gov-
ernment about pay and legislation.
Interest groups attempt to influence
decision-making through lobbying
and negotiation.
Example: the Society of the Irish

Motor Industry (Simi) is the official
voice of the motor industry in Ire-
land, which consists of dealers, re-
pairers, vehicles distr ibutors,
wholesalers, retailers, vehicle tes-
ters, etc. Its role is to represent the
views of the motor industryby cam-
paigning to the government, the
media and the motoring public.
(Source: www. simi.ie)

Q2 (c)
Discuss how the Irish government
could use the tax system to create a
positive climate for business in Ire-
land. Use examples to illustrate your
answer. (20 marks)
Sample solution
The Irish economy is currently in
recession. Rising unemployment,
the collapse of the construction sec-
tor and a difficulty in raising fi-
nance for business and households
have led toadecline inbusiness con-
fidence.Thegovernment canuse the
tax system to create a positive cli-
mate for business by:
& reducing PAYE to increase

spending power of consumers,
which will increase demand for
goods and services;
& increasing PAYE rates for em-
ployees to raise additional money
which would mean that the govern-
ment could reduce commercial
rates for business or alternatively in-
crease grants to business eg,
through County Enterprise Boards;
& reducing corporation tax to in-
crease company profits, leading to
higher retained earnings ^ these
can be reinvested in the business to
fund business expansion;
& reducing stamp duty on property
to increase demand for new homes
and stimulate the construction sec-
tor;
& increasing tax credits, with the
effect of increasing disposable in-
come for employees.Thiswill stimu-
late demand for goods and services,
which has a positive effect on busi-
ness; and
& reducingVat rates to cut the cost
of goods and services which will
make them more competitive.This
will increase demand for Irish
goods and services.

Preparing for the
exam
The Business Higher Level exami-
nation lasts for three hours, and is
divided into three sections.

Section 1 (worth 20 per cent) ex-
amines the whole syllabus and
should take about 20 minutes to an-
swer. Students are expected to an-
swer eight questions out of a
possible ten. Each question is worth
ten marks.
Section 2 (worth 20 per cent) is

the applied business question,
which requires students to apply
their knowledge of the syllabus to a
specific case study. It is based on
different units from the syllabus
each year.This year, it will examine
topics from units 2, 3 and 4 (Enter-
prise, Management 1 and Manage-
ment 2). This section should take
about 33 minutes to answer.
Section 3 (worth 60 per cent) re-

quires students to answer four long
questions out of a possible seven. It
is divided into Part 1 (which exam-
ines units 1, 6 and 7) and Part 2
(which examines units 2, 3, 4 and
5). Students must answer one ques-
tion from Part 1,two questions from
Part 2 and one other question from
either Part 1 or Part 2. Each ques-
tion is worth 60 marks and should
take around 27 minutes to answer.
Any remaining time should be

spent checking your answers, and
ensuring that all parts of the ques-
tions havebeen answered to thebest
of your ability.
The examination tests students’

ability to:
& recall knowledge in relation to
the syllabus content;
& use this knowledge in numerical
and diagrammatical form;
& demonstrate in the context of the
business syllabus appropriate ter-
minology, concepts, procedures
and practical numerical calcula-
tions;
& recognise, select, interpret and
apply data;
& demonstrate anunderstandingof
the complex and changing situa-
tions in business organisations; and
& analyse business information
and communicate this analysis in
an accurate and logical manner
This is an extract from Leaving

Certificate Business guidelines for
teachers

When deciding how many points
students are required to make, a
good rule of thumb is to divide the
total marks for the question by five,
eg for a 20 mark question, four
points are usually required. How-
ever, it is advisable for students to
write an extra point if they can.
Avoid essay-style answers and

stick to points, bulleted if possible.
The use of business terminology
shows evidence of knowledge of the
syllabus and should be used.
Visit the State Examinations

Commission website at www.
examinations.ie to see marking
schemes and sample solutions for
previous examinations’questions.

Siobhan O’Sullivan is a business
teacher in Malahide Community
School and national executive
member of the Business Studies
Teachers Association of Ireland
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By Richard Curran

T he banking crisis and the
recession are affecting
business in many ways.The
main economic data ^ such

as retails sales, unemployment rates
and levels of borrowing ^ all give a
picture of where things are.The cri-
sis has also affected the small busi-
ness sector and the challenges that
face start-up companies. Entrepre-
neurs will continue to have good
business ideas in a downturn, but
their chances of successmaybe fun-
damentally altered.
Nowhere are the trends emerging

in start-ups more evident than on
the RTE television programme
Dragons’ Den.The realityTV show
gives a good perspective on how
the downturn is affecting the suc-
cessful dragons and the budding en-
trepreneurs.
The first series of Dragons’ Den,

broadcast last year,was filmed over
twoweeks ^ one in November 2008
and one in January 2009.This year’s
series, which has just come to an
end, was filmed over one week in
November 2009 and one in January
2010.
The first obvious difference in

this year’s series is that entrepre-
neurs placed lower valuations on
their ideas and businesses.This was
partly due to the dragons giving
some contestants a tough time over
valuations in series one, but also re-
flects the changed economic reality.
Contestants are looking for smal-

ler amounts of money, perhaps typi-

cally e10,000 to e40,000, rather than
the more typical e40,000 to
e150,000 of the previous year. The
percentage of their businesses they
are preparing to give away is also
rising.
This reflects the fact that risk ca-

pital is nowat apremium.With such
controversy over the availability of
loans from banks, cash investors
are king.
In return, the dragons this year

extracted a higher premium for the
cash they were willing to put into

companies. In the first series, they
would typically end up with 20 per
cent of the company. In the second
series, they were looking for 50 per
cent at times, and were regularly
coming away with 40 per cent or
more of the contestant’s enterprise.
Those seeking less cash, andwilling
to give away more equity in return,
did a lot better in the den this year.

A perennial problem for any
start-up company is how to value it.
A business idea may have a value,
but if it hasn’t generated profits, it

can’t be valued on the basis of how
much money it has made. An early
business idea is solely about future
potential.
Similarly, some contestants have

great business start-ups with a lot
of potential, but they have yet to
makemore than just a few thousand
euro in profit.The investors can say
that the company is mainly worth
some number of times last year’s
profits,with a little extra for the po-
tential of the idea.
In a rising economy, ideas alone

can attract better valuations. Small
start-up companies with lots of po-
tential but very little track record
can also achieve relatively high va-
luations in a rising economy, be-
cause the investor can make certain
positive assumptions about how it
might go.
In the current uncertain business

environment, risk is now being
priced differently, and investors like
those in the den are not prepared to
pay upfront in a big way for a gam-
ble.
However, what Dragons’ Den

does show is that investors with
money are still looking for projects
in which to put their money. The
second series saw more investments
made by the dragons than last year.
The average investment amount
was smaller, but there were more
deals.
Equally, even in a recession,those

with an entrepreneurial spirit will
keep coming forward. There were
just as many applications to go on
the show with new ideas as the pre-
vious year.
Another theme to emerge was

the number of people who had lost
their jobs in the downturn deciding
to set up their own business. It was
encouraging to see so many people
responding tobad news in apositive
way.
Anyone watching the show will

also notice the number of contest-
ants who were not originally from
Ireland but have lived here for sev-
eral years.The enormous influx of
workers thatour brief periodof eco-
nomic grandeur brought to our
shores will pay dividends in the

end.Many foreignworkers are leav-
ing in this downturn, but plenty of
them will stay behind, and are
clearly interested in starting up their

own businesses.

Richard Curran is presenter of
Dragons’ Den on RTE One

What two years of Dragons’ Den have told us

The Dragons’ Den team: Sean Gallagher, Gavin Duffy, Sarah Newman, Richard Curran, Bobby Kerr and
Niall O’Farrell

Students sitting the Leaving Certificate: keeping abreast of what is going on in the economy is essential for a high grade in the exam PHOTOCALL

Deflation
The general level of prices usually
rises every year. This is called
inflation. However, over the past
couple of years, Ireland has experi-
enced deflation – a generally falling
price level. Prices were 5 per cent
lower in December 2009 than one
year earlier, according to the con-
sumer price index.

Part of this fall is due to lower
mortgage interest rates, counted as
a cost in the Consumer Price Index
(CPI). Even excluding this, the
general level of prices was lower –
down 2.6 per cent in December
according to a separate measure,
the EU harmonised index of con-
sumer prices, which excludes mort-
gage costs.

Bank rescues

Banks were always seen as the
ultimate safe haven for investors.
Thousands of pension funds and
individual pensioners put their
money into bank shares.

The bulk of this money has been
lost as bank shares crashed. The

state has had to rescue banks, first
by guaranteeing their liabilities, then
by buying them via Nama and also
pumping in new cash to recapitalise
them. Anglo Irish Bank was fully
nationalised and the state also now
controls Irish Nationwide.

Governments worldwide have had
to engage in similar exercises, but
the scale of the crisis here is larger
than in most other countries, relative
to the size of our economy.

Bail-outs in Europe
The crisis has put unprecedented
pressure on national finances.
Government borrowing has shot up
and, in some cases, countries are
finding it expensive, or difficult, to
raise cash on world markets. The
International Monetary Fund has
had to provide assistance to Iceland
and Latvia, among others, and the
EU and the IMF are together
promising to help Greece, if neces-
sary. Generally this involves provid-
ing the country in trouble with cash,
in return for commitments from its
government to cut spending and get
its finances back in order.

Upside-down world: things we
thought we would never see
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