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Discuss the possible economic effects of the government providing subsidies to support sustainable development projects such as those referred to in Extract 2 (15)
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Discuss the likely economic effects of ‘a 30% cut in government subsidies for new-build affordable homes’ (Extract 2, line 7). Use an appropriate diagram in your answer. 
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Evaluate the likely economic effects of an increase in the tax on petrol in the UK (15)
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Evaluate the possible economic effects of a decrease in fuel taxes, as recommended by The Society of Motor Manufacturers and Traders. Use an appropriate diagram in your answer. 
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Examine the effectiveness of indirect taxation as a means of reducing cigarette and tobacco consumption. Use an appropriate diagram in your answer. (15)
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Examine the effectiveness of indirect taxation as a means of reducing cigarette and tobacco consumption. Use a demand and supply diagram in your answer. (15)














Assess the effectiveness of indirect taxation as a means of reducing cigarette and tobacco consumption. Use an appropriate diagram in your answer. (10)
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Extract One 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.

It is 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.

Extract Two 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.
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Assess the effectiveness of indirect taxation as a means of reducing cigarette and tobacco consumption. Use an appropriate diagram in your answer. (10)
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(Source: © Nationwide Buiilding Society)
Extract 1 Falling house prices

There are fears of a housing market crash following the largest ever recorded monthly
fall in house prices in September 2010. According to Halifax Bank, over £6000 (3.6%)
was wiped off the average house price.

More than £1 billion has been knocked off the stock market value of Britain’s seven
leading house building firms between January and November 2010, over a period
when share prices generally have increased by nearly 20%. The fall in house prices has
caused the supply of new housing to fall sharply. Builders’ profits and employment
have suffered.

Howard Archer, Chief economist at Global Insight, believes house prices will continue
to fall by 10% in 2011. He added that a combination of factors was affecting house
prices, including: high (and rising) unemployment, limited wage growth, deteriorating
consumer confidence and difficulties in getting a mortgage.

(Source: © Guardian News & Media Ltd 2010)
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Extract2 First-time buyers

The number of new mortgages (loans which enable people to buy a property)
dropped in September to its lowest level for more than a decade. Despite falling
house prices, there are immense challenges for first-time buyers to get on to the
property ladder. Lenders have increased the cash deposit required to gain a mortgage
and refused to pass on interest rate cuts to this group of buyers due to the risk
involved. The outlook is further worsened by rising unemployment and soaring
student debt. A 30% cut in government subsidies for new-build affordable homes was
also announced in the government spending review.

However, Figure 3 shows that housing has become more affordable for first-time buyers
over recent years if they can provide a cash deposit. The alternative is to rent property.
The Royal Institution of Chartered Surveyors report an increase in demand for rental
properties and in rents charged over the latter part of 2010.

(Source: © Guardian News & Media Ltd 2010 adapted from ‘Clouds over the housing market create a perfect
storm for frst-time buyers, by Simon Bowers)

(a) With reference to the last paragraph of Extract 1, explain why house prices fell in
September 2010. lllustrate your answer with a supply and demand diagram.

(b) With reference to Extract 1 and Figure 2, assess the likely impact of falling house
prices on house-building firms.
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You should spend 55 minutes on this section.
9 Oil prices
Figure 1: The fluctuating price of oil, 2004-2009
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(Source: http://markets.ft.com/tearsheets/performance.asp?s=GB@IB.1)

Extract 1 Soaring oil prices

Qil prices increased by more than 400 per cent between the start of 2004 and July
2008, from $25 to $139 a barrel, largely caused by rapid economic growth in China
and speculative buying by traders intent on making quick profits. The major oil
exporters were unable to respond by increasing production, due to a prolonged
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(Source: http://markets.ft.com/tearsheets/performance.asp?s=GB@IB.1)
Extract 1 Soaring oil prices

Qil prices increased by more than 400 per cent between the start of 2004 and July
2008, from $25 to $139 a barrel, largely caused by rapid economic growth in China
and speculative buying by traders intent on making quick profits. The major oil
exporters were unable to respond by increasing production, due to a prolonged
period of under-investment in refining capacity.

The high oil prices have led to an increase in oil exploration and investment in other
regions. Many small oil fields in the North Sea that were once too small, too deep or
too dangerous to explore are now being developed, but this could take many years
to come on stream. Brazil and Azerbaijan have also invested heavily to raise future
production.

(Source: adapted from ‘Explorers find new fields to conquer, Dominic O'Connell,
Sunday Times, 8th June 2008.)
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Extract 2 The impact of rising fuel prices on the aitline industry

There are fears that rising oil prices will worsen the global recession. Many industries
are suffering, especially airlines. Hardly a week goes by without an airline company
going bankrupt due to uncertainty over the costs of fuel and falling passenger
demand. Douglas McNeill, of Blue Oar investments, believes that more than fifty
European airlines are under threat as the industry faces its worst ever trading
environment.

However, Willie Walsh, chief executive of BA, said “It’s a positive thing if some of these
airlines go out of business as it will take capacity out of the market. Look at Alitalia

— it should not be allowed to continue in business. It is propped up by state subsidies
from the Italian government”.

Airlines are finding it difficult to raise fares when passenger demand is falling.
Similarly, it is hard to cut costs in a safety conscious industry.

(Source: Final call for more than fifty airlines, David Robertson, Rachel Sylvester and Alice Thomson,
The Times, 2nd August, 2008)

Extract 3 The price of petrol

UK petrol prices increased by more than 33 per cent between the start of 2004 and
July 2008, from 86 pence to 115 pence per litre — the highest in the European Union.
This was due to the rising price of oil (from which petrol is derived) and higher taxes
on petrol.

The ciirae in fuel nricec led ta arowina nrotects acros
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July 2008, from 86 pence to 115 pence per litre - the highest in the European Union.
This was due to the rising price of oil (from which petrol is derived) and higher taxes
on petrol.

The surge in fuel prices led to growing protests across the UK as road haulage
companies and motorists complained that the tax on petrol was too high. Many small
transport firms faced ruin. The Freight Transport Association, a pressure group for
road haulage firms, urged the government to cut taxes on road fuel. In response, the
government has cancelled a planned tax increase of 2 pence per litre.

However, since July 2008 falling oil prices has taken some pressure off the
government. Petrol prices have come back down to 89 pence per litre.

(Source: www.petrolprices.com 2009)
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Figure 2: Petrol tax for selected countries May 2008
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(Source: European Automobile Manufacturers Association 2008.)

(a) (i)  With reference to Figure 1 and Extract 1, explain why oil prices increased
rapidly between the start of 2004 and July 2008. Use a demand and supply
diagram in your answer.





image14.png
Q“ )[@ titpi/qualfications pearson-com/content/darm/pell/ A%20Level om3i20materls/6EC0 P ~ G [ @ qualficationspearsoncom % | @ quaimeationspessoncom | 3

Fie Edit Goto Favorites Help

10 The UK Tobacco Market
Figure UK Cigaete Consumption (2000 - 2006)
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9 The price of beef
Figure 1 The price of beef and chicken for fast food restaurants 2009 - 2010
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Extract 1 Rising price of beef

Itis not a happy time in American fast food restaurants. Rising beef prices have
reduced profit margins at the McDonalds, Burger King and Wendy chains. They have
found it difficult to pass on higher beef prices to their customers through the sale of
burgers such as the ‘Big Mac’ and ‘Whopper'. Instead, the fast food restaurants have
responded by promoting sales of chicken burgers and fish fillets.
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Xtrac Rising price o

Itis not a happy time in American fast food restaurants. Rising beef prices have
reduced profit margins at the McDonalds, Burger King and Wendy chains. They have
found it difficult to pass on higher beef prices to their customers through the sale of
burgers such as the ‘Big Mac’ and ‘Whopper'. Instead, the fast food restaurants have
responded by promoting sales of chicken burgers and fish fillets.

Beef prices have risen due to higher costs for cattle feed and severe drought
conditions in Australia and New Zealand (the main suppliers of beef for American fast
food restaurants).

However, there is some good news. The fast food restaurants have benefited from

the recession as consumers made savings by switching from eating at expensive
restaurants to cheaper burger bars.

(Source: © The Times ‘Increase in meat prices has burger lovers asking: wheres the beef?; Alexandra Frean,
24th May 2010)
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Extract2 Cattle farms damaging the rainforest

Deforestation in Brazil releases an estimated 400 million tonnes of carbon dioxide into
the atmosphere every year, making the country one of the biggest emitters of the gas
in the world. An average of 7,330 square miles of rainforest has been lost each year
since 1995. The destruction of rainforest has accelerated over the past few years due
to soaring beef and soya prices. Farmers are burning more rainforest to turn land into
cattle ranches and into fields for growing crops.

However, the President of Brazil announced plans to reduce deforestation by
subsidising sustainable development projects. These include replanting trees and
creating eco-friendly tourism as alternative means of providing employment and
income for local communities. The amount of funds made available has not been
revealed.

The proposals also include an increase in the policing of forested areas and severe
penalties for those breaking the law through illegal logging and farming.

(Source: © Guardian News & Media Ltd 2008, adapted from ‘Brazil sets target to slow Amazon deforestation; by David
Ljunggren)

(a) With reference to Figure 1 and the second paragraph of Extract 1, explain the
causes of the increase in price of beef. Use a supply and demand diagram in your
answer.
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If you answer Question 10 put a cross in this box [] .

10 Difficult times for house builders and first time buyers

Figure 1 UK house prices, year on year % change

Nationwide

Halifax

2009 2010

(Source: © Halifax & © Nationwide Building Society)

Figure 2 Share prices of the seven largest UK house builders,
percentage change
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(Source: © Halifax & © Nationwide Building Society)
Figure 2 Share prices of the seven largest UK house builders,
percentage change

Company % change
(Jan 1st-Nov 5th 2010)

Berkeley Group +2.9
Redrow -16.2
Bovis Homes Group -18.8
Persimmon -23.0
Bellway -31.7

Barratt Developments -329

Taylor Wimpey -329

(Source: Investing 5th November 2010
hitp//wwwifool.co.uk/news/investing/2010/11/05/a-harsh-winter-for-housebuilders.aspx)
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Figure 3 Affordability of UK property for first-time buyers
Mortgage payments as a % of average take home pay for first-time buyers
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(Source: © Nationwide Building Society)

Extract 1 Falling house prices

There are fears of a housing market crash following the largest ever recorded monthly
fall in house prices in September 2010. According to Halifax Bank, over £6000 (3.6%)
was wiped off the average house price.

More than £1 billion has been knocked off the stock market value of Britain’s seven
loading b, huilding firme bhats lantary and Mavambor 2010 ouar 2 nariad





