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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.
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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 goal in mind: to provide you with the ideal resource for your revision of the second 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 3/Component 2: Business analysis and strategy.


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 structured and data-response questions. The questions cover both WJEC A-level and WJEC Eduqas A-level Business. They also give explanations of command words that 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 a 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


You will already have completed the first year of your course so you will have covered a large body of business theory. Your existing business knowledge and skills will need to be developed through an interest in the current news in terms of 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. It is the really enjoyable part of the subject, and will assist you towards scoring highly in the exam.





Content Guidance


Data analysis


The process of data analysis transforms raw data into helpful information that can be used to analyse business situations. There are various methods, including:





•  Pie charts, which are a type of graph in which a circle is divided into sectors to represent a proportion of the whole. The example in Figure 1 shows the total market for four products from which you may be asked to calculate and/or interpret the data, such as the market share of one product.



•  Histograms, which consist of rectangles whose area is proportionate to how often a variable occurs in the set of data.



•  Index numbers, which are a useful way of comparing information. An index number is a figure that shows a price or quantity compared with a starting point, known as the base value. The base value will normally start at 100. For example, Table 1 shows the costs of manufacturing in various countries compared to the USA, with the USA as the base value of 100. The Czech Republic’s manufacturing costs were lower than the USA in 2004, but higher than the USA in 2014.
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	Table 1 Manufacturing costs in selected countries relative to the cost of manufacturing in the USA






	Country

	Indexed manufacturing costs 2004 (USA = 100)

	Indexed manufacturing costs 2014 (USA = 100)






	Czech Republic

	  96.6


	106.7







	Canada

	104


	115.4







	Taiwan

	  92.3


	  97.2







	UK

	107.4


	108.7







	South Korea

	  98.7


	102.4







	India

	112.7


	111.5







	Brazil

	  96.8


	123.6







	
Source: The BCG Global Manufacturing Cost-Competiveness Index, www.bcgperspectives.com
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Exam tip


You must be able to interpret a range of data in different formats and from different sources for both the structured and data-response questions.
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Knowledge check 1


Give one reason why data analysis is important to a shop selling cakes.
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Summary


After studying this topic, you should be able to:





•  present, interpret and analyse data, including pie charts, histograms and index numbers
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Market analysis


The process of market analysis involves collecting information about the market the business is operating in, in order to create effective objectives to ensure success. This can include collecting information on the size of the market, the business’s relative market share, the economic and political background to the market and then creating strategies.


Both quantitative and qualitative data can be used by a business to analyse its market and its customer needs currently and in the future:





•  Quantitative data involve the use of numbers such as the size of the market, the growth of the market or the number of customers a business has, for example the number of 50-year-old men who have taken up cycling in the last 12 months.



•  Qualitative data look at views and opinions, but do not provide statistically reliable information, for example asking cyclists how comfortable a new design of top is to wear.






Price elasticity of demand (PED)


It is important for a business to look at the amount of goods or services it has sold compared to the prices it charges. It can do this by calculating the price elasticity of demand (PED). A formula is used in which the percentage change in quantity demanded is divided by the percentage change in price.


Example


A business is looking at reducing its price to its customers from £60 to £40. Sales are currently 15,000 but the demand curve in Figure 2 predicts sales will reach 25,000 if the price is reduced.
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Conclusion: this value means demand is sensitive to the price of the product. Demand is elastic, as predicted in Figure 2.
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Exam tip


You must be able to calculate, analyse and evaluate the PED for a specific business context.
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Knowledge check 2


Define price elasticity of demand.
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Interpreting price elasticity of demand


The values from price elasticity of demand calculations can give a business an indication of how sensitive, or elastic, its products are to changes in price.


The values are:





•  If PED = 0 or less. This means demand is perfectly inelastic. The demand for the product does not change at all when the price changes. This means the demand curve will be vertical.



•  If PED is between 0 and 1. This means the percentage change in demand from the first to the second level of demand is smaller than the percentage change in price. Demand is inelastic.



•  If PED = 1. This means the percentage change in demand is exactly the same as the percentage change in price — demand is unit elastic. The percentage rise in the price of the product would lead to exactly the same percentage fall in demand, leaving total spending on the product the same at each price level.



•  If PED = 1 or more. This means demand is very sensitive to the price of the product — demand is elastic. A percentage rise in the product price would mean a more pronounced fall in the demand for the product. For example, if the price of the product went up 10%, the demand for the product would go down by 20%.
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Exam tip


Discuss the possible elasticity or inelasticity of demand to help you to answer an evaluative question.
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Evaluating the impact of price elasticity of demand on revenue


Factors include:





•  The number of close substitutes. The closer substitutes there are in the market, the more elastic is demand as customers find it easier to switch to another product, potentially reducing revenue. The opposite effect occurs for goods that have few substitutes.



•  The cost of switching between products. If there are costs involved in switching to another product, then demand is more likely to be inelastic, making revenue easier to achieve and maintain.



•  Whether the product is a luxury or essential to the customer. Necessities tend to have an inelastic demand, making changes in revenue less volatile, but luxury products tend to have a more elastic demand, meaning changes in revenue can fluctuate significantly.
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Knowledge check 3


What is an advantage to a business of an inelastic good?
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Exam tip


Try and identify the most relevant effects on elasticity in a case study.
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A business manufacturing products that are price elastic can try cutting its costs and lowering its prices to maintain revenue. Alternatively, it can attempt to make its products more price inelastic, for example through branding or marketing. Many businesses make smartphones but Apple smartphones are especially sought after and therefore Apple is able to charge higher prices and generate more revenue as its products are more price inelastic than those of other competitors.



Income elasticity of demand (YED)


Income elasticity can be used by a business to judge how it would be affected by economic change. It can do this by calculating the income elasticity of demand (YED). A formula is used in which the percentage change in quantity demanded is divided by the percentage change in income.



Example



A consumer with an income of £20,000 buys 20 music downloads per year. Following an increase in their income to £40,000, this consumer now buys 40 music downloads per year (Figure 3).
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Exam tip


You must be able to calculate, analyse and evaluate the YED for a specific business context.
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Knowledge check 4


Define income elasticity of demand.
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Conclusion: this positive figure means that the good (music downloads) is a normal good. Because the answer is 1, demand for music downloads responds less than proportionately to a change in income. This means the good is not a necessity like food but is a relative luxury for the individual. Demand therefore is sensitive to the price of the product — demand is elastic.



Interpreting income elasticity of demand





•  Normal goods have a positive income elasticity of demand. As a consumer income rises, more is demanded at each price so the product is income elastic, for example pasta or bread.



•  Normal necessities have a positive income elasticity of demand of between 0 and +1. Demand is rising less than proportionately to a change in income.



•  Luxury goods and services have a positive income elasticity of demand of more than +1. Demand rises more than proportionately to a change in income.



•  Inferior goods have a negative income elasticity of demand, meaning that demand falls as income rises. For example, a consumer with an income of £40,000 buys 20 jars of value coffee per year. Following an increase in their income to £50,000, the consumer now buys 18 jars of value coffee per year (Figure 4).
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This negative figure means that the good (value jars of coffee) is an inferior good — demand does not respond significantly to a change in income. Demand will reduce when incomes rise, as consumers will prefer to buy branded coffee, which is seen as more of a luxury.


Evaluating the impact of income elasticity of demand on revenue


Income elasticity of demand is important as it can help a business to decide how sensitive its products are in terms of demand when income changes. The more a business can charge a customer for its product without affecting the demand for it, the more potential profit it can make. Income can change due to:





•  Recession. During a recession, incomes will reduce so consumers will become more price-sensitive to a business’s products. For normal goods, demand will reduce as income is reducing. For inferior products, demand is likely to rise as the demand for luxury products falls due to the drop in income. For normal necessities, demand will fall but more slowly than the fall in income.



•  Taxation. If the rate of income tax increases, becoming a higher percentage of income, then demand will fall for normal, luxury and normal necessities as stated above. The demand for inferior goods will rise as income falls, but proportionately more slowly. If the rate of income tax decreases, the opposite for each type of good will be the case.
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Exam tip


Make sure you discuss the disposable income of a consumer when answering an evaluative question.
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If a product is sensitive to price, a business could:





•  Focus the product on higher-income consumers, as they are less sensitive to changes so demand will be less affected.



•  Cut costs instead of raising prices. Reducing the costs of manufacturing the product will mean the business can make more profit without altering demand.



•  Attempt to make the product more income inelastic. For example, moving the product from one which is perceived as a luxury or normal good to one perceived as a normal necessity good by changing its features.
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Knowledge check 5


Give an example of when Aldi is most likely to see a fall in demand for goods based on consumers’ income.
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Summary


After studying this topic, you should be able to:





•  analyse quantitative and qualitative research data in order to understand the position of the business in the market



•  explain, calculate and interpret price elasticity of demand in a business context



•  explain, calculate and interpret income elasticity of demand in a business context



•  evaluate the impact of changes in price and income on business revenue
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Sales forecasting


A sales forecast is a prediction of future sales. The process of sales forecasting is important for a business as it enables it to plan for the resources it needs to make and sell its products, for example how many staff or what production capacity is required.


A sales forecast can be used as the basis for a cash-flow forecast and a profit forecast, which the business can use to create a budget. It can also be used for market research, for example to estimate how much sales revenue will be generated at different prices for the product.



Factors affecting sales forecasts


Sales forecasts estimate how much money the business will make from future sales of its product. Such estimates can be affected by various factors:





•  Consumer trends. Demand for the product can be affected by changing customer tastes and fashions. This may affect the market as a whole (market size) or a business’s products specifically (market share).



•  Economic variables. Demand for exports, for example, could be sensitive to changes in exchange rates, while sales at home will probably be affected if the economy slips into recession.



•  Actions of competitors. For example, an improved product released by a competitor may reduce the sales of the business compared to the sales forecast. Such actions are hard to predict.






Difficulties in sales forecasting





•  A new business will have no historical information about the sale of its product so will find it hard to predict the level of demand accurately.



•  If the market is subject to significant technological change, today’s rational prediction may look foolish in a year or two.



•  As has been true of recent election opinion polls, market research may forecast success, but consumers may be too cautious to do what they said they would do.



•  New competitors may enter the market after the forecast was made, overturning the underlying logic of the prediction.
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Knowledge check 6


What should happen to a sales forecast for expensive handbags at the time of an economic recession?
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Exam tip


Use any data given in an exam question to analyse and evaluate the ability of the business to make an accurate sales forecast. For example, who was responsible for the forecast and was there a risk of unconscious bias?
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Qualitative sales forecasting


A business can use quantitative data to create a sales forecast, for example using specific numerical information to estimate future sales. It can also use qualitative data, for example using the judgements and opinions of it managers. Qualitative sales forecasting techniques include:





•  Intuition, where an experienced manager may have a ‘hunch’ or may make an educated guess that sales may rise even though the quantitative data show exactly the opposite.



•  Brainstorming, where a group discussion takes place to produce ideas concluding in a sales forecast.



•  The Delphi method, where a group of experts on the product provide their views on a range of issues, including market growth or sales growth. Their opinions are given in confidence with all parties being able to revise their forecast based on other views in the group. The group ultimately aims for a ‘consensus forecast’, one on which all experts can agree.





Advantages of qualitative forecasting





•  It allows managers/experts to use their experience and expertise to make predictions that the historical data may not be able to take into account, such as knowledge of customer trends or the wider market environment.



•  It can be used where there are few or no historical data available.



•  It can be beneficial where the market is dynamic and changing all the time, for example in technology.





Disadvantages of qualitative forecasting





•  It ignores a wealth of data that may act as an accurate template for future sales trends.



•  Bias can exist in the personal opinions of those making the predictions, for example over-optimistic sales forecasts.



•  The approach can be inaccurate and uncertain as there are no previous data on which to base it.





Calculating a three-point moving average


Moving averages can be used to calculate a trend, particularly where there are strong seasonal influences on sales or where there are random fluctuations of sales for no obvious reason.


Table 2 shows an example of a 3-month moving average with the sales for a shop as the raw data. The sales appear to be random as there is no obvious pattern so a moving average will help show a trend in sales.
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The moving average is calculated as follows:





•  First, calculate the 3-month moving totals:





January to March = 48,000 + 57,000 + 51,000 = 156,000


February to April = 57,000 + 51,000 + 39, 000 = 147,000


And so on.





•  Second, calculate the centred 3-month averages (centred means the mid-point of the 3 months’ data):
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Scatter graphs, correlation and line of best fit


Correlation can help to explain data by finding a link between one set of data and another. The relationship between the two sets of data can be displayed on a scatter graph. For example, a business can use a scatter graph to compare its data on sales volume and advertising expenditure. If the scatter graph shows an increase in sales volume when advertising expenditure increases, this would indicate a positive correlation — if the business spends more on advertising, its sales volumes are likely to increase.


However, if the scatter graph shows only a loose or non-existent correlation between sales volume and advertising expenditure, expenditure on advertising should be halted as it is a waste of money at the moment. This situation can be seen in Figure 5.
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To make sense of the data in scatter graphs a trend line of best fit can be drawn, as in Figure 6. The graph shows that bonuses as a percentage of staff salary at John Lewis were at their best in 2008 with 215 shops, and that this percentage has reduced as more shops have opened — a negative correlation.
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Source: John Lewis annual accounts


When the data points on a scatter graph are all close to the line of best fit, as can be seen in Figure 6, a strong correlation between the two sets of data is indicated. This means the data are more reliable for the purposes of making predictions. If the data points are spread far away from the line of best fit, only a loose correlation can be shown and the data may not be reliable enough to make any predictions.
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