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e Answer EITHER Question 1 OR Question 2.
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Answer EITHER Question 1 OR Question 2.

EITHER

Total for this question: 25 marks

1 Study Extracts A, B and C, and then answer all parts of Question 1 which follows.

Extract A: Changes in the prices of crude oil and corn, 2000-2006
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Extract B: Grain prices go the way of the oil price
In 2007, the prices of grains and crude oil hit ten-year highs. The rising price of oil 1

stems partly from the fact that world oil supplies are running out. But why should grain
prices continue to increase? Farmers should be able to meet increased demand for
grains such as corn (maize) and wheat simply by growing more. Indeed, more grains are
being grown, but demand has grown even faster.

Grains are used as food, both for people and for livestock. In countries such as China
incomes are rising. As incomes rise, people eat more meat. This in turn leads to an
increase in demand for grains that are used for animal feed. It is also worth noting that
the income elasticity of demand for grains is probably positive.

A second reason for rising grain prices lies in increased demand for bio-fuels such as
ethanol. Bio-fuels made from corn, wheat, and from other crops are substitutes for
petrol and diesel fuel. Since 2000, demand for corn used to make ethanol has risen

by over 300 per cent in the USA. Over 20 per cent of US corn is now used as the raw
material for ethanol. Governments in forty other countries are promoting the use of bio-
fuels to reduce dependency on oil imported from countries such as Iran and Venezuela.

10

15
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Extract C: Italians urged to go on pasta strike

Pasta is made from wheat. An increase in the price of wheat in recent months has 1
forced pasta manufacturers to increase the prices they charge for pasta products such as
spaghetti. Italian supermarkets may increase the price of pasta by 20 per cent by the end

of 2007.

Pasta is a national dish in Italy, with each Italian eating on average 28 kg of pasta every 5
year. According to Furio Bragagnolo, vice president of the Italian Pasta Manufacturers’
Association, a plate of pasta ‘probably costs less than an apple’. However, the big

Italian pasta manufacturers have been accused of using their monopoly power to force

up the price of pasta.

Italian consumer associations have asked the Italian government to intervene in the pasta 10
market to reduce the prices of goods such as spaghetti. The groups have also asked

people to refrain from buying or eating pasta products for a day, in protest against the

recent price increases.

Global warming and the growing use of wheat as a bio-fuel are blamed for the steep rise
in pasta prices. 15

Source: news reports

Question 1

1

(a) Using Extract A, compare the changes in the prices of crude oil and corn over the period
shown. (4 marks)

(b) With the help of a demand and supply diagram and using the information in Extract B,
explain why the prices of grains such as corn and wheat were rising in 2007. (6 marks)

(c) ‘Italian consumer associations have asked the Italian government to intervene in the pasta
market to reduce the prices of goods such as spaghetti’ (Extract C, lines 10-11).
Using the data and your economic knowledge, evaluate the economic case for and

against the Italian government intervening in the pasta market to try to reduce pasta
prices. (15 marks)

Turn over for the next question

Turn over »
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OR
Total for this question: 25 marks
2 Study Extracts D, E and F, and then answer all parts of Question 2 which follows.

Extract D: Changes in electricity generation from renewable sources, as a percentage of
total UK electricity generation, 1990-2005
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Source: Meeting the Energy Challenge, Department for Business, Enterprise and Regulatory Reform, 2007

Extract E: Generating electricity from wind and solar power

Wind farms cost more to build than power stations of similar capacity that burn fossil 1
fuels. However, once wind turbines have been built, generating electricity from wind

energy does not require the purchase of fuel. The lack of future fuel costs will probably
significantly outweigh the extra initial investment cost. Generating electricity from wind
energy has become commercially viable. There is no need for the government to grant a 5
subsidy, provided that fossil-fuel prices continue to remain high, and provided also that

the ‘wind potential’ of a prospective turbine site is adequate.

Nevertheless, four problems have had to be overcome to make wind power attractive

as a commercial venture which markets, rather than the government, can provide. The

first is wind variability. The second is turbine size. The third is the cost of transmitting 10
electricity from Scotland, where the best sites are located, to the main market in

England. Lastly, there is the negative externality of ‘eyesore’ or visual pollution.

Solar power is another source of renewable energy. At present, electricity produced

from solar power is at least two to three times as expensive as electricity produced from
conventional sources. This means that solar power is not as yet a practical source of 15
energy for power station companies.

Source: news reports, 2007/8
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Extract F: The UK should be investing much more in renewable energy

But 1

Britain has a huge potential for wind, wave and tidal power. These sources of renewable 1
energy could meet all the United Kingdom’s energy needs several times over. Because

of this potential, the UK ought to be a world leader in the development and use of

renewable energy. The country would benefit from sources of energy that use no fuel

and never run out. Local production of renewable energy would also reduce the need 5
to import oil from countries that may not always wish the UK well. The UK could

also gain an economic advantage from being at the forefront of fast-growing new
technologies.

nstead, the UK lies near the bottom of the EU league table for developing sources

of renewable energy. Is this the fault of markets or the government? According to 10
environmental pressure groups such as Greenpeace, the UK government has been a

follower rather than a leader, held back by policy indecision and by its attraction to

nuclear power.

Question 2
2 (a)
(b)
(c)
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Source: news reports, 2007/8

Using Extract D, compare the changes in electricity generation from hydroelectric and
other renewable sources as proportions of total UK electricity generation over the period
1990 to 2005. (4 marks)

Extract E (line 12) states that wind turbines lead to the “negative externality of ‘eyesore’
or visual pollution”.
With the use of a diagram, explain how the building of wind turbines may affect house

prices in the area in which the wind turbines are located. (6 marks)

Using the data and your economic knowledge, evaluate the economic case for and
against leaving the provision of renewable energy to market forces. (15 marks)

END OF QUESTIONS
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