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■ About this book

This book (Student Guide 2) has been written with one objective in mind: to provide you with the ideal resource for your revision of the CCEA AS Unit 2 Business Studies A-level.

In your study of the subject you will examine business in a variety of contexts, including small and large, national and international, service and manufacturing. This book covers Unit AS2: Growing the business.

The Content Guidance section offers concise coverage of Unit 2, combining an overview of key terms and concepts with identification of opportunities for you to demonstrate higher-level skills of analysis and evaluation.

The Questions & Answers section provides examples of stimulus material and the various types of questions that you are likely to face: both short-answer and data-response questions. The questions cover the CCEA AS A-level Business specification. There are also explanations of command words, which can be applied to any question with the same word. The answers are also explained in detail, including the proposed mark awarded.

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 that you can apply your knowledge while the topic is still fresh in your mind, throughout your course and when you have revised a topic in preparation for the examinations. Along with the sample answers this should provide you with a sound basis for sitting your Business Studies exams.

Pre-existing knowledge

AS and A-level Business presumes you have no specific previous experience of the subject and its key terms. The good news is that everyone starts at the very beginning regarding key terms and knowledge. Business is a subject that requires you to apply key terms to real businesses, so an interest in current news affairs relating to businesses, for example Apple, Google and Kentucky Fried Chicken, will help you to put theory into context. It is the most rewarding part of the subject, and allows you ultimately to score highly in the exam.






Content Guidance





■ Spectrum of competition





Competition



Competition is defined as the rivalry that exists between businesses in a market as they seek to gain a share of the market and influence customers to buy their product/service.


Knowledge check 1

Explain two ways in which a business such as Vodafone plc may be influenced by competition within an industry.





Influence of competition on a business



Competition influences businesses in the following ways:

■   Innovation: a greater number of competitors in an industry forces businesses to innovate in respect of products, design and delivery, and/or business processes in order to compete effectively.

■   Branding: businesses need to build and maintain strong brand images in order to grow market share and revenues, and achieve business objectives.

■   Differentiation: businesses must create and maintain unique selling points that differentiate their products/services from rivals in order to maintain market share.

■   Opportunities: market opportunities exist in a competitive market due to a perceived gap in the market. Therefore businesses can create a niche market for their products and take advantage of opportunities to increase sales revenues.

■   Customer needs: businesses must focus on meeting the needs of customers in order to increase market share and secure growth.


Exam tip

The specification requires an analysis of the terms market share, market growth and market size. You must ensure that you understand the difference between each term.




Exam tip

Market growth is calculated as the difference between the current size of the market compared with the original market size, and expressed as a percentage of the original market size.









Market share, market growth and market size



■   Market share represents the proportion of sales a business has achieved, expressed as a percentage of the total sales in the market during a specific time period.

■   Market growth represents the increase in market size (measured in terms of quantity and/or revenues) for a product/service over time.

■   Market size represents the total value (£) or quantity (units) of products sold by companies in the market.


Exam tip

Bring a calculator with you to the exam — you might need it to work various calculations such as market share, market growth, ratios and other calculations requested by the examiner.




Summary


After studying this topic you should be able to:

■   explain the concept of competition and how competition can influence a business organisation

■   explain the terms market share, market growth and market size

■   analyse the issues related to market share, market growth and market size relative to a business











■ Degree of competition in the market (market structures)





Market structures



There are four categories of market structure, as seen in Figure 1.
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Perfect competition



Under this scenario, there are many market participants, and products/services provided tend to be homogeneous in nature. The level of rivalry between businesses in the industry is intense and participants tend to be ‘price-takers’ (i.e. set a price which customers are willing to pay for the products/services, e.g. the sale of wheat.





Monopolistic competition



Under this scenario, there are many smaller businesses each attaining smaller amounts of market share and providing customers with products that are differentiated, e.g. breakfast cereal.





Oligopoly



Under this scenario, a few large firms each with a large market share dominate the market. The businesses tend to compete on the basis of product branding as opposed to price only, e.g. a car manufacturer.





Monopoly



Under this scenario, one supplier who exerts control over output levels and pricing dominates the market. Customers have little influence. Such markets tend to be subject to government regulation, e.g. Northern Ireland Water, which is the only supplier of water/sewage services in Northern Ireland and is a government-owned company.


Exam tip

A clear understanding of the different types of market structure will help you understand potential exam questions on the topic.









Factors influencing the degree of competition





Barriers to entry



These represent the impediments facing a business as it attempts to participate in a market, for example, substantial levels of capital investment are required or there is limited access to scarce resources. Low barriers to entry dominate where perfect competition exists in a market.





Product differentiation



Product differentiation represents the extent to which one company’s product/service differs from those provided by other companies in the market. In a competitive market, there is little product differentiation hence products/services are homogenous in nature. On the other hand, if the product is unique there are likely to be low levels of competition in the industry.





Number of sellers



A large number of sellers is present where perfect competition exists in the market, therefore the product/service is readily available to consumers. In oligopoly/ monopolistic market structures, there are fewer sellers so companies can charge higher prices.





Imperfect knowledge



In circumstances of perfect competition, customers have detailed knowledge about products/services since competition is intense and alternatives are available. In oligopolistic/monopolistic market structures, customers tend to have limited knowledge. Businesses therefore have significant pricing power and influence consumer behaviour to a greater extent.


Knowledge check 2

Explain three factors that might influence the degree of competition within the UK airline industry.







Number of buyers



A large number of buyers is present where perfect competition exists in the market, therefore the product/service is freely available to consumers with low levels of product differentiation.


Summary


After studying this topic you should be able to:

■   explain the different types of market structures

■   analyse factors determining the degree of competition in a market













■ Market research



Market research is the process of collecting and analysing information in respect of consumers’ attitudes, behaviour and needs in relation to a product or service that the business provides.





Reasons for market research



Businesses undertake market research in order to:

■   identify opportunities to provide consumers with their product and service in order to meet consumers’ needs, so increasing market share

■   enhance communications between the business and potential consumers, so allowing the business to better understand consumers’ perspectives in relation to product/service provision

■   identify gaps in the market for the product/service the business provides and understand the competitive environment

■   assess the effectiveness of current products/services provided to consumers, so reducing the potential for complaints

■   minimise the risks to the business through a better understanding of product/service specification that meets consumer needs, so minimising costs to the business and providing a degree of certainty in respect of future demand

■   establish benchmarks in order to assist the measurement of current business performance and product/service development opportunities


Knowledge check 3

Explain two reasons why an airline such as EasyJet plc would undertake market research.







Types of primary and secondary market research



There are a number of different types of market research and these can be grouped into two categories, primary and secondary.



Primary market research





Questionnaires



Questionnaires are designed to enable the business to collect answers to questions, which are then scored and scores summed to obtain an overall measure of the attitudes and opinions of the respondent. Questionnaires facilitate the use of open and closed question styles and allow data to be collected quickly. One drawback of using questionnaires for market research is that the results may not be entirely accurate because questions may be subject to bias.





Interviews



Businesses use interviews to contact respondents (either face-to-face or by telephone) in order to elicit their responses to questions regarding their needs and opinions about key aspects of the business’s product/service. Interviews facilitate the use of open and closed question styles and allow data to be collected more accurately. The drawbacks of using interviews for market research purposes are that they are time-consuming and costly to administer.





Observation


Customers are invited to sample/use a range of products/services that the business provides. The business then observes, notes and discusses the customers’ behaviour/ responses in order to elicit in-depth analysis of the issues. While this type of observation yields a ‘live’ experience, it may be time-consuming and costly to administer.





Focus groups



Respondents are invited to review specific aspects of the product/service the business provides through the use of a moderator, in order to elicit specific feedback aimed at enhancing product/service development. Customer reactions or responses to key aspects of product/service delivery are reviewed, noted and discussed. While focus groups yield a ‘live’ experience, they may be time-consuming and costly to administer.





Consumer panels



Consumer panels are groups of individuals that a business organisation chooses to provide opinions on key aspects of products with the aim of providing an understanding of consumer behaviour. Panel members are selected to be representative of the general population or a target group of customers that the business intends to serve. Consumer panels may be used as a pilot for a full marketing campaign, which can be cost effective, however the method may be time-consuming and costly to administer.





Test market



A test market is a section of the population that the business uses to assess the viability of a product/service in the mass market, prior to a wide scale rollout. Results are reviewed carefully and extrapolated as representative of the population. A test market approach may be costly and it may also be difficult to replicate the anticipated experience expected from the new product/service when launched.







Secondary market research





Surveys



A survey is a method of ascertaining a respondent’s view on a specific issue. It is a reliable research tool that allows the business to gather information from target markets, with the aim of gaining a better understanding of the needs of the target audience. A survey enables the business to obtain answers to questions and analyse feedback, such as customers’ likes and dislikes about the product/brand. One drawback of using a survey is that the results obtained may not be entirely accurate due to the existence of bias in the wording of the survey question(s).

Surveys may also be completed by independent market research agencies and/or government agencies. The results/key findings of completed surveys may already have been published in trade journals, government publications, websites and other forms of media.





Store loyalty card



Store loyalty cards form part of a loyalty programme that the business may operate. Through consumers using the card the business can collect data and build customer profiles, enabling the business to better understand customer needs and buying behaviour (e.g. repeat purchases). This helps the business to plan for the future in respect of product/service delivery. One drawback of a store loyalty card programme is that it may be expensive to support as the customer is expecting a reward based on current custom levels, which may not materialise.









Sampling



Businesses use sampling as a way of collecting information from a small group of respondents, which in turn is representative of the entire population.



Random sampling



Random sampling means that individuals are selected from the population at random and on an equal basis, so that there is no bias. This kind of sampling is easy to design, however one drawback is that the results can still be biased if the original respondent selection is inaccurate or doesn’t represent the entire population.





Quota sampling



Quota sampling means that individuals are initially selected from the population based on key characteristics, such as age or gender, and a number selected using each characteristic. This method is cost effective to complete, however one drawback is that it is not random in nature, which may lead to the existence of bias in the results.





Stratified sampling



In stratified sampling, the population of interest is divided into smaller groups, called strata. Samples are then extracted from these groups and analysis is performed to make inferences about the greater population of interest. One drawback of stratified sampling is that it is based on statistical probability and may not be representative of the entire population, meaning results may not be entirely accurate.





Cluster sampling



Cluster sampling means that respondents are selected on the basis that they appear to be mutually similar (homogeneous) yet demonstrate diverse (heterogeneous) characteristics within the population. The total population is divided into these groups and a simple random sample of the groups is selected for analysis. Cluster sampling is time-efficient and cost effective for large use in big geographical markets. However, one drawback is that the method suffers from large sampling errors and so results may not be entirely accurate.








Qualitative and quantitative research



Qualitative research is the collection and use of non-numerical data for analysis. The purpose is to gain an understanding of the underlying reasons, opinions and motivations that customers may possess for and about key business issues (for example, a product provided by the business) as a way of informing the business’s decision making.

Quantitative research is the collection and use of numerical data for analysis. The purpose is to obtain objective measurements of activity, performance or results using statistical techniques in order to yield research findings, which can then be used to guide business policies and strategies as a way of achieving objectives.


Knowledge check 4

Explain one reason why Translink would use quantitative research methods in order to forecast demand for bus services in Northern Ireland.




Summary


After studying this topic you should be able to:

■   understand the term market research

■   analyse the reasons for market research in business

■   understand, analyse and evaluate a range of market research methods commonly used in business

■   understand, analyse and evaluate a range of sampling methods employed in business











■ Marketing mix



Marketing in a business is aimed at ensuring that the customer receives the right product in the right place at the right time and price.



The marketing mix



The marketing mix refers to those factors that the business can control which increase the appeal of a product/service to the consumer. It traditionally includes the elements of product, price, place and promotion (‘the 4Ps’), but can also include people, process and physical environment (‘the 7Ps’, or the extended marketing mix, see Figure 2).
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Product



Product refers to the object or service that the business provides to consumers, e.g. a mobile phone or tax advisory service. In order to ensure growth, managers must consider key aspects of the product/service provided to customers.




Portfolio



A portfolio is the range of products/services that a business provides to consumers. For example, Cadbury is a UK-based chocolate manufacturer. Its products include: chocolate bars, such as a range of Dairy Milk flavours; chocolate sweets, such as Roses; bags, such as Dinky Deckers and Fudge Minis; and many other chocolate confectionery products.





Brand



A brand is a unique name, logo or design attached to a business’s products/services. The aim of the brand is to differentiate a business’s products/services from those of its competitors through the use of a unique selling point (USP). For example, Starbucks’ Egg-Nog Latte is unique due to its recipe, presentation and the fact that it is on sale for a few weeks only, around the Christmas period.





Product differentiation



This is the actual or perceived characteristics of a product/service, which persuades consumers to acquire it over those offered by that business’s competitors.





Product role



It is important that the business provides the right product/service to consumers for the following reasons:

1   Risk minimisation: the product/service must meet the needs of consumers in order to secure revenues, build market share and increase profitability, which in turn reduces risk for the business.

2   Brand building: the product/service must be ‘fit for purpose’ and capable of meeting the needs of consumers. This enhances brand reputation and attracts more consumers, allowing the business to compete effectively in the market against competitors’ products/services.

3   Innovation: not only is innovation necessary to ensure a product/ service stays relevant to consumer needs in the marketplace, but it also enables the business to achieve growth in market share.





Product design



In order for a business to achieve growth, the product must be designed to meet consumer needs. The following product design issues must be considered:

1   Functionality: refers to the extent to which the product is effective in its use, e.g. can an electric car be driven more than 300 km without needing to be recharged?

2   Aesthetic appeal: refers to the attributes of a product that differentiate it from alternative products with respect to appearance, touch and smell.

3   Cost: refers to the costs of designing and producing the product/service. In-built quality is often a prominent feature of many products as it minimises cost later in the product life cycle. However, initial design and production costs may be excessive, therefore increasing risk for the business.

4   Tastes/fashion: the product must meet the cultural needs and practices of consumers if it is to succeed in the target market.

5   Social responsibility: regarding product design, the business may wish to emphasise that it can meet its corporate social responsibility, therefore creating a favourable perception in consumers’ minds.
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