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Exam tips


Advice on key points in the text to help you learn and recall content, avoid pitfalls, and polish your exam technique in order to boost your grade.


[image: ]







[image: ]


Knowledge check


Rapid-fire questions throughout the Content Guidance section to check your understanding.
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Knowledge check answers


Turn to the back of the book for the Knowledge check answers.
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Summaries





•  Each core topic is rounded off by a bullet-list summary for quick-check reference of what you need to know.
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About this book


This guide has been written with one thing in mind: to provide you with the ideal resource for your revision of both the WJEC Business AS and the first year of the WJEC Eduqas Business A-level.


In your study of the subject you will look at business in a variety of contexts, small and large, national and global, service and manufacturing. This book covers the theme of Unit 2/Component 1: Business functions.


The Content Guidance section offers concise coverage, combining an overview of key terms and concepts with identification of opportunities for you to illustrate higher level skills of analysis and evaluation.


The Questions & Answers section provides examples of stimulus materials and the various types of questions that you are likely to face: both short-answer and data response questions. The questions cover both WJEC AS and WJEC Eduqas AS and A-level Business. They also give explanations of command words which can be applied to any question with the same word. The answers are also explained in detail including the grades obtained.


A common problem for students and teachers is the lack of resources and in particular exam-style questions that cover individual areas of study. The questions in this guide are tailored so you can apply your learning while the topic is still fresh in your mind, either during the course itself or when you have revised a topic in preparation for the examination. Along with the sample answers this should provide you with a sound basis for sitting your exams in Business.


Pre-existing knowledge


AS and A-level Business presumes students have no specific previous experience of the subject. The good news is everyone starts at the very beginning in terms of the key terms and knowledge. The most important attribute at this stage is an interest in current news about businesses you are familiar with, such as Apple and McDonald’s. Business is a subject that requires you to apply key terms to real businesses so an interest in businesses in the news will help you significantly to contextualise the theories. This is the really enjoyable part of the subject, and will assist you towards scoring highly in the exam.





Content Guidance


Marketing


Marketing involves identifying, predicting and satisfying customer needs in order to create a competitive advantage and allow a business to make a greater profit.


Marketing’s purpose is to:





•  identify and analyse, by using market research, new products for current markets and new markets



•  satisfy customer needs so that loyalty to the product and/or brand means repeat purchasers





Marketing is vitally important to different types of business organisation. Larger businesses will dedicate specific staff and departments to it, while smaller ones may need or choose to contract the tasks to specialist businesses. Marketing matters to businesses because:





•  it increases customers’ awareness of products and therefore influences sales



•  operations will need to use sales forecasts produced by the marketing department to plan their production schedules and staffing requirements






Product orientation


Product orientation means that a business focuses primarily on creating and developing a high-quality good or service — but perhaps ignores customer preferences and priorities.


Market orientation


Market orientation means that a business chooses to design a product or service to meet the requirements of customers’ desires or needs. Market research is critical to the success of a market-orientated business as it offers many different methods of identifying customers’ tastes and priorities.


Asset-led marketing


Asset-led marketing is where the qualities of the business and its products (known as the assets) are used to meet customer needs. Asset-led marketing tries to utilise the internal strengths of the business, such as a skilled workforce or the use of technology, to satisfy customers’ requirements.
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Knowledge check 1


Give one reason why Marks and Spencer’s use of asset-led marketing may not be improving the sales of its clothing.
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The marketing mix


The term marketing mix means the way in which a business controls four elements, called the four Ps, to ensure the product is suitable for potential customers. The four Ps include product, price, place and promotion as shown in Figure 1.
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The secret of a successful marketing mix is ensuring that it is well integrated across the four elements, and that the whole mix creates the right image to match the marketing opportunity that has been identified.



Product


Product means the object or service that is offered for sale to the customer. A product can be as simple as an apple or as sophisticated as an aircraft.


A product portfolio is the term given to the full range of products and brands produced by a business. For example, the online shopping channel QVC has over 15,000 items in its current product portfolio.


Brand


A brand is a name, symbol or design for a product or service which attempts to make it unique, differentiating it from competitors’ products or services.


The main way to build a brand is by focusing on a unique selling point (USP), something about the product that makes it different from other products on the market.



Product differentiation


Product differentiation refers to actual or perceived features of a product or service which a business uses to convince customers to buy its product or service instead of competitors’.


An advantage of production differentiation is that a business focuses on telling customers what is different and better about the product, which can add value, making customers willing to pay a higher price.


A disadvantage is that the attempt to be different might add more to the design and production costs than customers are willing to pay.
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Exam tip


Use concepts such as competitive advantage to help evaluate a business’s strengths within its market. And don’t define a differentiated product simply as one that is different as this will gain no marks.
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The importance to a business and its stakeholders of having the right product


In order for a business to have the right products it will need to take into account:





•  Its own strengths and weaknesses. For example, innovative businesses such as Apple will have the personnel and infrastructure to create new technologies.



•  Competition from other businesses both in terms of market share and perceived technical and financial capabilities.



•  Stakeholders such as shareholders who will not wish to take large financial risks with new products unless it can be shown that the business has the capabilities to make a profit from them. Employees will also want to be sure that any venture into new products has been well thought through, with the relevant financial backing. The business will need to show that potential customers are willing to purchase a new product in sufficient numbers and at a price that makes the business a profit.
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Exam tip


You should be able to identify and evaluate which aspect of the product and its stakeholders is relevant to a question. Remember that there are always downsides to differentiated products such as extra costs, so also look at the bigger picture.
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To ensure that a product meets the needs of the target market, an effective design mix is needed, consisting of the product’s function, aesthetics (looks) and the costs of creating and manufacturing it:





•  Function is how effectively the product works: does a smartphone have great sound, a brilliant camera and long battery life? Is it reliable?



•  Aesthetics are how the product appeals to customers in terms of how it looks, feels or smells. This can differentiate the product from others in the same market, creating more customer demand.



•  Costs of creating the product include the costs involved in its manufacture and production. The product must be designed so it can be produced cheaply enough to make a profit.







[image: ]


Knowledge check 2


Out of the three design mix factors, which one or two might be the priorities for:


(a) Boeing and its new near-supersonic passenger jet?


(b) Gucci and its new £4,000 handbag?


(c) Barratt Homes, with its new starter homes for inner London?
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To ensure the product achieves the maximum profits for the business the design mix may need to be adapted to reflect:





•  Social trends: the cultural values and practices of customers.



•  Concern over resource depletion: if a raw material used in the manufacturing process is becoming rarer, the business may want to redesign the product to do without this material.



•  Concern over waste management: the design mix should focus on reducing the use of raw materials and energy in the production of the product.



•  Ethical sourcing: taking into account ethical issues when sourcing materials. This might include issues such as the pay and working conditions of the workforce producing the materials, as well as issues such as sustainability.





The product life cycle


The product life cycle describes the stages a product goes through from its very beginnings until its final removal from the market. Not all products reach this final stage. Some continue to grow and others rise and fall.


The main stages of the product life cycle are:





•  Introduction: the research, development and then launch of the product.



•  Growth: when sales are increasing at their fastest rate.



•  Maturity: when sales are near their highest, but the rate of growth is slowing down.



•  Saturation: when everyone who might want the product has got it.



•  Decline: the final stage of the cycle, when sales begin to fall.





How to construct a product life cycle diagram including extension strategies





•  First draw the two axes, with sales on the vertical axis and time on the horizontal axis. Make sure you annotate them correctly.



•  Next split the horizontal axis into introduction, growth, maturity, saturation and decline, as shown in Figure 2.



•  Finally, draw a line charting the development and decline of the product on the graph. Products follow a similar pattern unless they fail to make any sales, in which case there will be little growth after the introduction stage and a shorter drop to the decline stage.



•  The effect of an extension strategy can be drawn by adding a line going up from the end of the maturity stage, as shown on Figure 2. This shows that the strategy has extended the number of sales compared to the decline that would have taken place without any action by the business.
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Evaluating the impact of extension strategies


The business can find out at what point the product is in its life cycle by looking at the sales of the product compared with previous sales. As products cost a lot of money to design and manufacture, businesses attempt to recoup their costs by keeping sales as high as possible through extension strategies, such as:





•  Reformulating the product, to position it more clearly towards a slightly different market.



•  Changing the promotional focus, such as when the advertising for Johnson’s Baby Powder switched from babies to mums.
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Exam tip


Students sometimes give examples of extension strategies that are really short-term tactics, such as a price promotion. To be a strategy it has to focus on the medium to long term, i.e. years not weeks or months.
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The impact of the extension strategy will depend on a number of factors including:





•  Competitors: if other businesses have already introduced new products then these may offset the effectiveness of an extension strategy.



•  Customers: if customers are loyal to the product then an extension strategy is likely to be more effective.



•  The age of the product: if the product is significantly outdated in terms of its looks or technical abilities then an extension strategy is likely to have little effect on improving sales and stopping its decline.





The problem for a business is that all these factors are difficult to judge. Regular market research will assist the business in knowing when to introduce an extension strategy and what that strategy should be.
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Knowledge check 3


Which type of strategy related to the product life cycle has been adapted for the Apple iPhone 5s?
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The relationship between the product life cycle and cash flow


Referring back to Figure 2, the cash flow in the different stages is:





•  Introduction: a significant amount of cash will have been spent on the development and promotion of the product with little money returned in sales. Cash flow will be negative at this stage.



•  Growth: spending is still high in terms of promoting the product as it is new to the market. However, sales are starting to increase so at some point in the growth stage, cash flow will start to become positive. Remember, the product is unlikely to have made a profit at this stage.



•  Maturity: much less money will be spent on promotion and sales will be at their peak, with positive cash flow into the business.



•  Decline: cash flow into the business will be declining as sales start to drop off. The business will need to decide at what point it should cease selling the product.



•  Extension strategy: this is likely to include a greater cash flow out of the business for more promotion and/or enhanced features added to the product.





Product life cycles for different businesses, products and markets




Table 1 Examples of product life cycles for different businesses, products and markets






	 

	Product life cycle

	Extension strategies






	Businesses

	
Manufacturing: long introduction stage due to time spent on developing the product. Growth and maturity stages have a relatively long lifetime, particularly for drugs such as cancer treatments.
Retailers: short introduction stage as products are already available for sale. Growth will feature heavy promotion and have a relatively short time span. Maturity will last for a relatively short period of time ending in decline due to new product launches.

	Tend to focus on enhancing the current product by adding new features.

Focus heavily on promotion such as price reductions.






	Products and markets

	
Cars tend to follow the product life cycle described for manufacturers in a mass market with a great deal of time spent developing and then introducing the product. Growth happens over a period of time with maturity lasting for 2 + years. Decline will happen relatively slowly.
Mobile phones in a mass market tend to have short product life cycles with short development times and a rapid introduction through large amounts of promotion. Growth happens very quickly with the product reaching maturity and being kept there through further promotion. Decline takes place very quickly.

	A combination of additional features and promotion through discounts. Developing new uses of the product.

Discounts or targeting a new market segment.











Evaluating the benefits of the product life cycle to a business and its stakeholders


The advantages of using the product life cycle are:





•  It helps businesses to plan to ensure there are always products at different stages of the life cycle, so that as one declines another takes its place.



•  It allows stakeholders such as owners and shareholders to be given data on the different products a business has in the market and in development, to ensure the return on their investment is consistently being met.





The disadvantages include:





•  Difficulties in predicting which stage a product is at, for example some products may show a decline in sales, but this may only be temporary.



•  Changes in consumer tastes, which can mean a product life cycle is much shorter than first planned for. Shareholders and investors will have spent a large amount of money developing a product which now becomes a waste and a potential loss.



•  The process is costly if the business has a lot of products.





Ultimately the product life cycle is a useful tool for businesses and stakeholders, but it should not be relied upon too heavily for a product’s ultimate success in the market.


The Boston matrix


A business’s product portfolio can be analysed using the Boston matrix which can help a business to decide on its spending priorities regarding product development and promotion. The Boston matrix places products into one of four different categories, based on whether the product:





•  has a high or low market share



•  is in a sector with high or low market growth





Figure 3 shows the four different categories: cash cow, rising star, problem child and dog
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The four categories of the Boston matrix:





•  Cash cows are low-growth mature products with a high market share and little need for investment.



•  Rising stars have a strong share of a high-growth market making them hugely valuable, profitable today and potentially even more so in the future.



•  Problem children are products with a low market share operating in a high-growth market. They may have potential if the right investment is put behind them.



•  Dogs are products with a low market share in low-growth markets. They may generate enough cash to be worth continuing selling, but are rarely worth investing in.





The Boston matrix is used to decide how to allocate marketing resources. Instead of spending equally on all products, a business might ‘milk’ its cows to provide the cash to support its rising stars and problem children.
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Exam tip


Like all models, the Boston matrix simplifies a complex world. Cadbury could treat its Dairy Milk brand as a cash cow, but experience teaches it that the brand still benefits from investment rather than simply being ‘milked’.
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Evaluating the use of the Boston matrix to a business and its stakeholders


Benefits include helping the business to analyse its product portfolio to see which products may be able to generate the greatest sales revenue, which can then be used to help other products such as a problem child.


Drawbacks include its inability to predict how products might perform in the future, risking a business wasting money, for example on marketing.
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Knowledge check 4


Why should a business see the Boston matrix as a tool to aid planning rather than as a predictor of successful products?


[image: ]






Price


Price is the amount the business charges the customer for the product or service. A business can work out the price it will sell its product at by looking at factors including the costs of producing the product, its brand image, the target market and the target customers. This will help the business form a pricing strategy.


Different strategies used to determine the appropriate price





•  Cost-plus pricing is where the business adds together the raw material, labour and overhead costs for a product. This gives the cost per unit, also known as unit cost. The business then adds to it a mark-up percentage (to create a profit margin) in order to create the price of the product. Benefits of cost-plus pricing are that it is easy to calculate and price increases can be justified when costs increase. However, it ignores price elasticity of demand and how sensitive the product is to rises in price.



•  Price skimming means the business sets a high price before other competitors come into the market or when the new product is believed to be superior to others on the market. Benefits include allowing for greater profit from customers prepared to pay the premium price, often called ‘early adopters’. However, sometimes the strategy breaks down as other competitors enter the market.



•  Penetration pricing means the business sets a relatively low initial price to attract new customers. Benefits include encouraging customers to switch to the new product to achieve a high market share. However, profit levels are likely to be low, making it hard for the product to establish a quality reputation.



•  Competitive pricing means the business must accept the going market price and be a ‘price taker’. A benefit is that it avoids price competition, allowing the business to compete in other ways such as through promotion. A drawback is that the price adopted may be so low it does not cover the production costs.



•  Psychological pricing means the price is intended to make the customer believe that the product is cheaper than it really is, e.g. £9.99 instead of £10. Benefits include the perception that customers are getting good value for money, encouraging greater sales revenue. However, customers may see this as simply a marketing gimmick and lose trust in the business.



•  Contribution pricing means setting a price based on the variable costs of making or purchasing the product and trying to make sure that the selling price covers the fixed costs of the business. The benefit is that the contribution made, which is higher than the variable and fixed costs per unit, will mean the business is not only covering its breakeven point but is able to achieve a profit. However, the price set may be much higher than those of competitors, meaning products are unlikely to sell.





How different types of business organisations use different pricing strategies


There are many factors a business must take into account when choosing the most appropriate pricing strategy:





•  Unique selling point (USP): a product with a USP is differentiated from the rest of the market.
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