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    Answer all the questions

    Fig. 1  FAS Ltd

FAS Ltd is a private company in the secondary sector of the economy. Chris has recently taken 
over the company from his father. He believes that it is important for the company to grow in 
size. Chris has identified the following economies of scale as being particularly important:

 • availability of skilled workforce;

 • infrastructure, e.g. road building;

 • marketing;

 • risk bearing.

FAS Ltd operates in a competitive market which gives rise to both advantages and disadvantages 
to the company.

1 (a) A number of economies of scale are listed in Fig. 1.
  Tick the two boxes that identify internal economies of scale.

Economy of Scale Tick

Availability of skilled workforce

Infrastructure, e.g. road building

Marketing

Risk Bearing

[2]

 (b) (i) With the aid of an example, explain what is meant by the secondary sector.

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [2]

  (ii) Explain one difference between a public enterprise and a private enterprise.

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [2]



3

Turn over© OCR 2010

 (c) (i) State and explain one advantage to a firm such as FAS Ltd of operating in a competitive 
market.

Advantage  ........................................................................................................................

Explanation .......................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [3]

  (ii) State and explain one disadvantage to a firm such as FAS Ltd of operating in a competitive 
market.

Disadvantage  ...................................................................................................................

Explanation .......................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [3]
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 (d)* Chris believes that it is important for FAS Ltd to grow in size. Do you agree that the benefits of 
growth to FAS Ltd exceed the costs? Give reasons for your answer.

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [8]
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Fig. 2  UK Price of Petrol
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2 (a) Using Fig. 2, describe what happened to the price of petrol in the UK between January 2007 
and July 2008.     

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [2]
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 (b)

Fig. 2.1  Market for Petrol

Price (p)

Quantity (litres)

P1

Q1

D1
S1

O

  (i) Fig. 2.1 shows the demand for and supply of petrol. On Fig. 2.1, draw and label a new 
curve to show the effect on the market for petrol of an increase in the price of oil.  [2]

  (ii) In the tables below, tick the boxes that state what happens to:

   • the market price of petrol;
   • the quantity of petrol sold.

The market price will: Tick

Go up

Stay the same

Go down

The quantity sold will: Tick

Go up

Stay the same

Go down

[2]

  (iii) Assume there is a fall in the price of petrol. Explain how the price elasticity of demand for 
petrol might affect the revenue of petrol companies.

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [2]
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 (c) Explain one likely effect of a large increase in the price of new cars on the demand for petrol.

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [4]
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 (d)* The government would like people to reduce their use of cars. It could try to achieve this by:

    • increasing the tax on petrol;
    • subsidising public transport.

  Which of these policies is likely to be most successful? Give reasons for your answer.

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [8]
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Fig. 3  Costs and Revenue for Trung’s Restaurant

Trung’s sells a mix of Chinese and Vietnamese food. Lan, the owner, deals with all 
the finances for the restaurant. She has identified the following costs and revenue for 
2009.

Total revenue

Total variable cost

Total fixed costs

Profit

£

450 000

220 000

150 000

?

Lan is worried that the opening of new Chinese and Indian restaurants in the local 
area will: 

 • greatly increase competition;

 • lead to a fall in profits;

 • lead to a rise in the cost of factors of production. 

She is also concerned that another rise in the national minimum wage will greatly 
affect the restaurant’s costs. To help the business, Lan wants to increase consumer 
demand and improve productivity.

3 (a) Using Fig. 3, calculate the profit made in 2009. Show your working.

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [2]
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 (b) State two factors of production and explain why the cost of each might rise if competition is 
increased.

Factor 1  ....................................................................................................................................

Explanation  ..............................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

Factor 2 .....................................................................................................................................

Explanation  ..............................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [4]

 (c) Explain how a business such as Trung’s Restaurant could:

  (i) increase consumer demand;

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [3]

  (ii) improve productivity.

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ..........................................................................................................................................

 ...................................................................................................................................... [3]



11

Turn over© OCR 2010

 (d)* Discuss the extent to which a rise in the national minimum wage may affect the profits of 
Trung’s Restaurant.

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 ..................................................................................................................................................

 .............................................................................................................................................. [8]

Paper Total [60]
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Additional answer space. If you use this space please make sure you number your answers carefully.
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