

Chapter 21 – HOW GOV’T affects Business
Part One: Govt and Business
· Govt provides a regulatory framework within which business people and non-business people alike can work.

· Govt also has a responsibility to protect its citizens and improve the economy’s performance.

Market Economy

· An economy in which entrepreneurs produce what is in demand and then sell at a price acceptable to customers and sufficient to provide an adequate return on investment (profit)

· Here entrepreneurs use factors of production to produce goods and services.

Market economy failures and Govt remedies (p349):

Entrepreneurs




Government
	Will  not produce unprofitable goods
	Will provide unprofitable services

	Seldom provide public amenities
	Provide public amenities

	Not as environmentally focused
	Environmental protection Agency

	Take part freely in acquisitions and mergers
	Set up competition authority e.g Tesco

	Feel no responsibility to provide jobs
	Agencies to increase employment


Government Structures

· 2 forms – Local( Co./City councils, UDC )and Central (Dail and Seanad- elections)

· Dail (lower house) – main revenue and spending decisions made and new legislation introduced.

· Seanad (upper house) – Approves decisions of Dail.

Government Spending and Revenue

· Targets set down by the annual budget – introduced by the Dail.

· 1st Section – Current Budget – details of day to day expenditure and revenue.

· Current revenue is from taxes and borrowing.
· Current spending – interest on national debt, public servants salaries , unemployment benefit etc

· 2nd Section - Capital Budget – Longer term.

· Capital spending – roads, airports etc
· Capital Revenue – I.e. revenue to finance capital spending is mostly borrowed.

See pie charts p 350

Role Of Govt.

The Govt. at local and national level plays a vital threefold role in the economy of Ireland – Its role is protective, regulatory and supportive.

Protective Role (P351)

· Consumers - Consumer Information Act 1978 (Consumer Protection) and Sales of Goods and Supply of Services Act 1980(Consumer Rights).

· Employees – Employment Equality Act/Unfair dismissal Act.
· Consumers protected against improper information being held on computer files by the Data Protection Act 1988.
Regulatory Role (p351)
· Ensures orderly operation of business.
· The companies Act 1963-1990 regulates the formation and operation of private and public companies

· Financial Sector and central bank by the Financial Services Authority.

Supportive Role (p351)

· Supportive role to enable business to grow and generate jobs.
· IDA and Enterprise Ireland.

Fiscal Policy
· The government’s policy dealing with revenue and spending.

· Taxes e.g. Corp. Tax, can be reduced to boost business and income tax lowered to increase consumer demand.
· The capital budget outlines govt. spending on infrastructure such as airports, roads etc which will assist people an movement of goods.

· The Govt. encourages wage restraint and effective industrial relations by its support for and participation in national wage deals.

Local Government (County and City Councils) and Business Support (p352)

Local Govt. draws up plans for the support of business locally. 
· These plans deal with such things as:

· The purchase of land of rezoning.

· Provisions for waste disposal.

· Provisions for new roads etc.
Local Govt. Helps businesses directly by providing items such as the following:

· Suitable land for industrial development.

· Local Authority Housing for workers.

· A suitable infrastructure.

· On- Site facilities such as drainage, sewage etc. 

Part Two: Business and the wider Economy
Impact of the Economy on Business

· Businesses in the economy are affected by the performance of that economy.
· The state of the economy is affected by the following factors: unemployment, interest rates, exchange rates, inflation, taxation and grants.

· If these factors are favourable – businesses will grow and new ones established = increased exports and jobs.

Unemployment

· If large – spending and sales declines.
· Unemployed pay less tax and need increased social welfare.

· In turn – more taxes are needed to increase social security which dampens consumer demand and slows down business even further.

· Governments assist those seeking work through training programmes, subsidies to employers to increase workforce, grants and advice for new business set up and grants/incentives to Transnational.

Interest Rates

· The cost of borrowed money. Set mainly by ECB.
· Low rates are good for prospective enterprises and firms with large borrowings but bad for firms with reserves in bank accounts. Low rates = More money to spend, reduce repayment burden, encourage investment.
· Low rates encourage borrowing - consumer durables – houses, cars etc.

· If boom in economy and businesses want to expand by borrowing money; if a large no. of businesses want to borrow at the same time, banks on basis of supply and demand will have to raise interest rates which may in turn slow down the rate of expansion (discourage investment), increase business costs (less profit), attract foreign investors (favourable rates for deposits in bank a/cs).
Exchange Rates p353

· An exchange rate is the price of one currency against another one.
· Exchange rates have the following effects on business.

· If they drop other currencies become more expensive (p353)

· A favourable rate attracts tourists to a country – vital earner of foreign currency.

· Firms which continually import raw materials from other countries contribute to a low exchange rate because they constantly buy foreign money with Euro to pay for the imports. The increase in the supply of Euro lowers its price.
Inflation

· Inflation is the annual percentage rise in prices form one year to the next.

· Rate comparable with other countries and measured by the Consumer prise index(CPI).

· Low inflation rate has the following affects on business:

· Stability: prices, costs and wages will stabilise.

· Lower wage demands.

· Improved competitive position for Irish Goods abroad.

· High Inflation rates have the following effects on business:

· More difficult to sell abroad.

· Decline in sales – purchasing power of consumers declines and wages will buy fewer products and services.

· Reduction in profits.

· Industrial relations problems: Employees will look for pay increases to keep up with inflation.

An efficient and competitive business community will contribute greatly to low inflation by controlling production and labour costs.

Taxation

· Govt encourages business by setting low rates of Tax.

· More pay for people but less money to run the country.

· Healthy business environment – increases the flow of taxes to the government and allows tax rates to be lowered in the budget.

· Other impacts of Taxes on Business:
· High Taxes – less income for people and reduced motivation, also discourage new businesses from setting up, lead to employees demanding more wages, business having less profits and money to spend.

· Low Taxes – personal -More income and motivation, encourage new business set up, more profits and employment.

Grants

· Grants are non repayable funds given by the government directly to businesses to enable them to start-up or grow.

· Indigenous firms(Enterprise Ireland) and Transnationals (IDA) for business set ups.
· From EU for infrastructure purposes..
· Paid for by the exchequer out of Taxation or borrowing.
· A vibrant business community increases tax revenue which allows the state to provide even more grants to entrepreneurs in the future.
Economic Growth – Rise in GNP = Money in circulation and an increase in the demand for output of the industry and services sector.

Impact of Business on the development of the economy

Locally

· Local employment.
· In turn benefits local shops, pubs etc

· Also the money from employment stimulates new businesses – new houses, carpenters  etc

· School enrolments get bigger, local teams larger.

· In all localities are regenerated by new firms.
Nationally

- Major impact of new investment is really felt nationally.

	Positive impact of Business on the economy
	Negative impact of Business on the economy

	1. Employment – more spending = more taxes – enables Govt to pay off nat. debt, unemployment benefit, children’s allowances etc
	1. If firms increase prices in search of profit or give large wage increases – possible high levels of inflation. Important to keep rate of inflation in line with trading partners.

	2. Profitable firms reinvest in their own businesses or in other firms = jobs & demand
	2. Disregard for  community – noise, air pollution etc

	3. Business helps itself by purchasing a vast range of raw materials from other firms in the marketplace (spin off’s)
	3. Competition in business can cause unemployment – spin off effects – less taxes and ore social welfare benefit.


Part Three: Government and Employment.
· Main priority of Government is to increase the number at work which will generate more spending, VAT and income Tax and less need or social welfare payments.

· The Govt. helps generate employment in a number of ways (p357):

· Infrastructure: If improved helps create jobs as it stimulates industry growth an investment.
· Taxes: A favourable tax policy on employees, self employed and companies will be beneficial i.e. more jobs and more money to spend in shops.
· Economic Variables: Stable exchange rates and low interest rates will encourage investment and job creation.
· Direct Employment: Public sector is the sector of the economy controlled directly/indirectly by the Govt. The Govt. is a huge employer – civil(directly working for Govt. - departments and councils) and public service(paid by Govt only – answerable to others - Gardai, teachers) and in state owned enterprises.
State Owned Enterprises 
· Many in Ireland who provide a range of services to business and the community.
· Large employers.- See P 358 - Categories.

Changes affecting State Owned Enterprises 
· Facing competition from low- cost operators, EU regulations and threat of privatisation

1. Competition: From low cost operators. E.g Aer Lingus has had to react to  Ryanair. This will reduce employment in state owned enterprises.
2. Funding : Govt. will no longer be able to inject massive of capital into ailing semi state bodies to prop them up and save jobs – Will have to become more efficient of shut down.

3. Alliances – Will become more common e.g. RTE and BBC -  eastendners.

4. Privatisations and closures: In the future, the state may decide to close more of its unprofitable state bodies and privatise those with selling potential.
Questions :

Higher Level

2006 Section 3  Q 2

(a) Describe the main impact of inflation and interest rates on business in Ireland.

2004 Section 3 Q2

(a) Using examples analyse the role of the Irish Govt. in creating a suitable climate for business in Ireland.

2002 Section 3 Q2

(b) ii Explain using an example where appropriate the impact that business activity has in the development of the Irish economy.

2001 Section 3 Q2.

(c) Analyse how the economic variables (factors) in the Irish economy have an impact on a local economy.

2000 Section 3 Q 2.

(a) Analyse the way in which the Govt. creates a suitable climate for business enterprises in the country. Use examples in your analysis.

1999 Section 3 Q2.

(c) Analyse how the economic variables (factors) in the Irish economy have an impact on business.

Ordinary Level

2004 Section 2 Q 3
(a) .i Explain the term ‘inflation’

     .ii Outline 2 effects that a high rate of inflation would have on business.(20)

(b) Outline 3 ways in which low taxation rates can help business. Use examples to illustrate your answer(15).

2001 Section 2 Q3 

(B) List 2 ways in which Govt. affects business.

