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Using the concept of cross-elasticity of demand, assess the likely relationship between the demand for cigarettes and the price of nicotine replacement products. (10)
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With reference to Extract 1, discuss whether the demand for all cars is likely to be income elastic. Use an appropriate diagram in your answer. (10)
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Original was 6 marks and did not mention a diagram.
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Question paper - Unit 1 (6ECO1) - January 2009

ExtractOne Tobacco smoking in decline

‘The government can be proud of its achievements in implementing strong tobacco
control measures over recent years. The ban on tobacco advertising in 2003 and effective
public health campaigns have helped smokers to give up. The ban on smoking in pubs,
clubs and restaurants in July 2007 means the decline is set to continue:

However, smoking is hardly declining among socially disadvantaged groups. Currently,
the government is unlikely to reduce health inequalities and in fact the gap is set to
widen,

Itis vitally important that the government increases measures to help poorer smokers to
quit by widening access to'stop smoking'treatments and maintaining funding of its mass
‘media educational campaigns. The use of nicotine patches and gum, which are intended
to reduce dependency on cigarettes, has helped many smokers give up. The government
should also renew its efforts to reduce the illegal practice of tobacco smuggling which
has encouraged smoking.

(Source: Adapted from Deborah Amt,Dirctor of the health campaigning charity ASH)

ExtractTwo ‘Tobacco taxes too high

‘The UK has a higher tax rate on cigarettes than any other European Union country and
according to figures from Her Majesty's Revenue and Customs, as much as £25 billion

in revenue has been lost since 2000 due to smuggling and cross-border shopping. The
Tobacco Manufacturer's Association estimate that UK tax was not paid on 27 per cent of
cigarettes consumed in 2006,

Despite the introduction of a smoking ban in pubs, clubs and restaurants in England in
July 2007 more than twenty-five per cent of the adult population continue to smoke.
Many pubs, clubs and restaurants have invested in comfortable outdoor smoking areas in
order to keep as many customers as possible.

“The minimum legal age of sale for tobacco was increased from 16 to 18 years of age in
October 2007 but this seems to have had little impact on reducing the numbers of young
people who smoke, according to a Trading Standards survey in North West England.

It found that many young people are still able to obtain tobacco from the informal
economy, for example, street markets or neighbours

(Source:The Tobacco Manufactuer's Associaton)
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Extract 1 Impact of the economic downturn on the UK car market

The purchase of a caris the second largest expenditure item for consumers after
buying a house. Not surprisingly, the economic downturn has caused a drastic fall in
‘demand for new cars. New car sales fell by 21.8%in the first three months of 2009 in
response to a 1% fall in real income over the same period.

Thousands of UK motor vehicle manufacturing jobs are likely to be lost this year.
Nissan announced 1,200 redundancies in January and Toyota halved the number
of shifts onits production lines. Several car companies have reduced wages, for
example, Honda has reduced wage rates by 10%. Other companies have frozen
pay to avoid compulsory redundancies. BMW and Ford closed their motor vehicle
factories temporarily to reduce stockpiles of cars. General Motors, the owner of
Vauxhall, may close its two UK plants in Luton and Ellesmere Port unless significant
government grants or loans are provided. These factories are in areas of relatively
high unemployment.

Source: Adapted from ‘Fears for 40,000 jobs in British car trade as Toyota goes into red; by Leo Lewis and
“Tom Bawden, The Times, 23rd December 2008 and SMMT fact sheet smmt.co.uk

Extract2 Government car scrappage scheme

In the 2009 Budget, Chancellor Alistair Darling announced that motorists who scrap
a car more than ten years old will receive a £2,000 grant when purchasing a new
vehicle. The scheme follows similar moves by major European countries, including
France and Germany.

However, the motor vehicle companies have to contribute £1,000 to the subsidy and
the remaining £1,000 is paid by the government. The UK scheme will cost just £300

million and will end when the money runs out. By contrast, the German government




