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[bookmark: _GoBack]01 Using the data in extract A calculate (to one decimal place) the percentage change in the exchange rate between the US Dollar and the Chinese Yuan between the 1st and 13th August             (2 marks)

03 With the help of a diagram explain how a decrease in the exchange rate would affect the UK balance of trade in goods (9 marks)
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01 Using the table in extract D calculate to two decimal places the percentage change in UK milk production between 1991(13700)  and 2010 (12800) (2 Marks)
02 Explain how the data in extract D shows that there has been an improvement in productivity within EU milk production (4 Marks)
03 Explain with the help of a diagram how the market power of the supermarkets can affect the profitability of dairy farms. (9 Marks)
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Extract

+ The EU milk market

Over recent decadss, the govemments of most industrialised countries have intervenedin 1
their agricubural markets to offer support through subsidies and ofher measures. In Europs,
agriculure emplays less than 5% of the workforce, while agricultural ntervention has

trationally taken about 50% of the EU budget

Aimed at limiting state spending on the dairy sector, cortroling ik produstion, and 5
stabilising both rrilk prices and producer incomes, the EU introduced  mik quota system

1984 as part of the Cormman Agricutural Pacy (CAP). Mik ouotas place 3 limit an the
amount of milk that a farmer can sell every year without paying a 'levy or penalt to the EUL

‘The CAF has forced dairy farmers to work below capacity and even to dump milk, damaging

the EU's reputation for economic effciency. 10

“The EU plans to end milk quotas in 2015 and wants agriculiure to be less influenced by
govemrment irtervention and more responsive to market forces. As quotas are removed,

farms might be expected o becorne fewsr, larger and more intensive. In Spain, for

example, the industry has been allowed three imes as much milk output sice 1993, wile

the number of dairy farms has fallen drasically and productivity has risen. Meanwhile, lke 15
the UK goverment, the Sparish governrment has ntervened to ry to negotiate new pricig
contracts between farmers, food processors and retailers. There is atways a risk that

governrment irtervention in such negotiaions In any market can adversaly affect eficiency.

Sources: news reports and govemment information, 2012
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Section A

Answer either Context 1 or Context 2

Total for this Context: 40 marks
Either

Context 1

THE GLOBAL CONTEXT

Study Extracts A, B and C, and then answer all parts of Context 1 which follow

Extract A: Value of US Dollar and UK Pound Sterling to the Chinese Yuan, August 2015

Value of $1 to Yuan ¥ Value of £1 to Yuan ¥
Yuan ¥ Yuan ¥
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. 10.04
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Source: Official statistics, 2015




image2.png
Extract B: Currency wars

After China's recent devaluation of its currency (the yuan), several other smerging 1
ecanaimies followed and reduced the v alu of their own cuencies n an atiernpt to retain

thelr intenational competitiveness, This sent shockwaves around global markets and

increased fears of a currency war (nations engaging in successive devaluations in order

1o gain a competitve advantage). However, the most important change appears to be 5
tha caused by the Certral Bank of China. The perception that ihe world's single biggest
custormer for raw materials IS 1 economic MCUties has c reated fears for the stabilty of

big cormosty producing economies and damaged investor confidence. These econormies
nclude Kazakhstan, Russia, Brazil, South Africa and Malaysia

“The appearance of China deliberately devaluing its exchange rate to boost growth has 10
added rgency for policymakers elsewhere to do what they can to gain more export

revenue’ said an analyst. Howsver, ihe ey aluation of the exchange rate in China may

also threaten the economic crowth of mary developed economies such as the UK and

the USA. As these economies begin to reach their iroductive capacities, they are likely
toincrease their nterest rates, which may appreciate their own exchange rates, thereby 15
worsening the stuation

‘The US government, in partizular, has been angered. Although China claimsto be trying

to manage the yuan's value against a basket of cuniencies, the yuan is sil, in practice,

loossly pegged to the dolar.  the dollar appreciates, then so does the yuan. As a resu,

this iy prompt China to peg the value afthelr curency at an even lower value against 20
the dollar 35 a resut. It is argued that the Chiness shold float their cunrency freely to

make globa trads fairer, rather than maipuiate its value. However, devaluation ofthe

yuan has allowed Chingse exporters to furlher improve competiiveriess and, by raising the

price of imports, has also helped China to stave of defation

Source: News reports, 2015
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Extract C: Exchange rate systems

The UK has allowed market forces to determine its exchange rate for over 20 years but, in 1
the face of growing global competition, this may be damaging to the UK's prosperity. Is it

time the UK considered manipulating its currency directly and managing its exchange rate

in order to reduce the ever-increasing trade deficit and to help improve its performance?

Monetary policy has generally focused on the control of inflation using interest rates and, 5
in recent imes, quantitative easing has been used to help revive the economy. Much

less attention has been paid to the exchange rate. Ifthe UK did attempt to manage its

exchange rate, it would not be the first European economy to do so. In 2011, Switzerland
introduced what it called a ‘currency ceiling’to try to block the steep appreciation of the

Swiiss franc, which had become a safe haven for investors frightened by the Eurozone 10
debt crisis. The Swiss government realised that to allow the Swiss franc to appreciate

might damage domestic exporters and plunge Switzertand into a long period of deflation

To keep the value of the Swiss franc against the euro below the ceiling, the Swiss National

Bank created new francs and sold them, accumulating foreign curency reserves. This

was very costly to the Swiss government and some feared that it might ultimately lead 15
to inflation. Managed currencies also make it diffcult to use the other monetary policy

instruments effectively, which is why most economies have moved to allowing their

currency's value to be determined solely by market forces. That being said, when the

Swiiss returned to a freely floating system, their exchange rate increased by nearty 30% in

one day. Having a managed exchange rate could, however, lead to more stabilty for the 20
UK, boosting both trade and investment from abroad. This could help to improve the UK's
macroeconomic performance, despite the growing global Uncertainties

Source: News reports, 2015
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THE EUROPEAN UNION CONTEXT
Study Extracts D, E and F, and then answer all parts of Contest 2 which follow.

Extract D: EU milk production, 2007 and 2013

2007 2013
Output_(million tonnes) 148 151
Dairy cows_(millions) 24 )

Source: Ewramilcarg 2073

UK milk production, 1995-2013 (millions of litres)

14100
13900
13700
138500

Milion

lires 13300
13100
12800
12700
12500

5
&

S s &
& IS 2
& & &

Source: i dsingen o ok 2015
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Extract E: British milk from British cows

Milk is the single largest part of the UK agricutural ssctor by value of output. Almost all
the milk in the UK is purchased by just six major processors who then sell on o a market
dorminated by five or six large supermarket chains, UK dairy farmers cornplain that whle
they have to act compeitively as price takers, there is 3 combination of some degree of
menopsony power and oligopoly standing betwesn the farms and the public. They claim
that dairy processors have too much power when they buy rrilk from the farms and, in tum,
the marke for the pracessors’ ouput is dominated by the buyers working for large, powerful
supermarkets, which then sell o the public 5 oigopolsts

‘The supermarkets argue that Brtish producers are in a weak position becauss atemative
sources of cheap rilk are available for import. The farmers claim that this argument is
unsustainable becaus, ifthey were forced into bankruptcy, consumers would have no
alternative but to buy imported milk which would no longer be offered at low prices.

10
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In 2013, there wers concems ahout complicated supply chains across Europs resuting in a
lack of raceabilty in meat products, leading to problems such s supermarket beef burgers
containing horse meat. If more daiy farms go out of business, sirilar problems might occur 15
with milk.

‘Souoes: news reports and gavemment information, 2013




