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Source A

The Price of Oil – November 2004 to November 2005
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Source: adapted from www.iea.org

Source B

Oil refining capacity
90

80

70

60

50

40

30

20
65	 70	 75	 80	 85	 90	 95	 2000	 2004

Year

World Refining 
Capacity

World Petroleum 
Demand

World Petroleum 
Supply

l refining capacity growth forecast per annum until 2010.
l product demand growth forecast 2.0% per annum until 2010.

Source: adapted from www.iea.org

Price
$/barrel

Million
barrels

Econ155448_M25739A_IGCSE_Economi2   2 08/12/2006   11:50:41



M25739A	 � � Turn over

Source C

Supply and demand for oil

The International Energy Agency [IEA] said that, although the growth in the demand for oil continued 
to slow in China and Europe in May, this was offset by strong growth in North America. Global 
demand for 2005 was forecast at 84.3m barrels a day, up 2.2% on the previous year.

Supply reached 84.6m barrels a day in May 2005, 2.5m barrels a day more than in May 2004. 
Although the supply and demand of oil looked well balanced, the IEA pointed out that continuing 
uncertainties surrounding the market were likely to keep prices high.

In spite of China’s slowing demand growth, there are political risks in supplier countries. Nevertheless, 
the IEA thinks that energy prices will only rise slowly until the year 2030 provided that sufficient 
investments in energy production take place.

Source: www.ft.com/energy

Source D

Why are oil prices rising?

The main reasons for the price rises since 2004 have been:
l	 Growth in production capacity is lower than growth in demand.
l	 Lack of adequate investment in expanding production.
l	 The very inelastic nature of the short-run supply curve for oil.
l	 China’s high demand for oil.

Source: Examiner research
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Source E

The Impact of Rising Oil Prices

If you think oil prices are high at $80 a barrel then wait till they are twice that!

How will you pay to run your car? How will you get the children to school? How will you heat your 
house? How much will transported food go up in price?

How will we pay for plastics, metals, rubber, cheap flights, DVDs, mobile phones and continuing 
economic growth?

If rising prices lead us to use less oil, one gain could be reduced damage to the environment.

The Association for the Study of Peak Oil [ASPO] thinks that oil is far too cheap. It believes that oil 
production has reached its peak and that oil will start to run out. In 2003, for the first time, no new 
oil fields were discovered.

ASPO claims that a higher price could give us time to find other fuels to fill the gap between an oil 
economy and a renewable fuels economy.

Source: Examiner research

Source F

How can countries deal with the oil crisis?

l	 Adopt efficient taxation policies so that the price of oil reflects the social cost of oil consumption 
and, thus, reduce consumption.

l	 Reduce subsidies given to users of oil.
l	 Make greater use of alternative energy sources.
l	 Improve public transport.
l	 Encourage investment in oil exploration.

Source: Examiner research

Every effort has been made to contact the copyright holders where possible. In some cases, every effort to contact copyright 
holders has been unsuccessful and Edexcel will be happy to rectify any omissions of acknowledgements at first opportunity.
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