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Using this book


There are five main ways to use this book. The very best students might use all of them, but using any one of the five will help towards exam success.


Read it. The chapters are written to be read. They’re not too long, and are packed with real-life examples to help make the theory more understandable. A classroom lesson plus a read through the relevant chapter will put you in control. If you can find the time, test yourself on the ‘End of chapter exercises’.


Look it up. The index at the back of the book helps you find the precise topic your homework is about – or the topic you’ve been told is coming up in tomorrow’s test. That means you only need to read what you need. Make sure to check whether there are relevant definitions given in the ‘Revision essentials’ boxes.


Build on it. At the end of each chapter are exam-style ‘Practice questions’. Each question gives you some text about a real business, then exam-style questions. Each one is a mini-mock exam. Have a go and then ask your teacher for a copy of the author’s answers (available in the Answer Guide). This will be a very useful way of preparing for the exams.


Revise it. At the end of each section of the book are multiple-choice questions that enable you to test yourself quite quickly (and without much writing). These sections of the book mirror the specification and are therefore helpful for exam preparation. Your teachers have the answers in their Answer Guide.


Key revision terms. Towards the end of the book is a very full Glossary. It covers every term set out in the Specification – and is therefore crucial to your exam revision.


Teachers will be pleased to know that an Answer Guide is available for this book: Pearson Edexcel GCSE (9-1) Business Answer Guide Third edition, ISBN 978-1398356351.

















Theme 1
Investigating small business














Topic 1.1 Enterprise and entrepreneurship







1 The dynamic nature of business


Business enterprise is about starting something of your own. It would probably be a business, but it might also be a charity or a sports club. The key is that you want to do it, and that it proves to be a success. However, changes in technology, in fashion and in the economy mean that success can never be taken for granted. These changes represent the dynamic nature of business, and are illustrated by the following story.


[image: image]

Evan Spiegel first presented his idea for Snapchat to his classmates in 2011






In 2011, Evan Spiegel made a presentation to his university class about an app idea called Picaboo. He demonstrated photos being taken and sent by phone, and then disappearing. His classmates weren’t impressed. Convinced he was on to something, Spiegel kept working on the idea with two friends. A couple of months later, a renamed Snapchat got a low-key launch. Student take-up in California enabled the new business to raise $13.5 million in venture capital in early 2013. Such was Snapchat’s growth that, by late 2013, Facebook offered to buy the business for $3 billion. By 2016, Snapchat had overtaken Twitter’s user numbers. Then the Covid-19 pandemic propelled its user figures to 280 million by early 2021 (see Figure 1.1) – and boosted Spiegel’s wealth to $11.6 billion.


The dynamic nature of business arises because of changing customer tastes and needs, which are driven by changes in technology and in other factors outside the business’ control. The unexpected ‘out’ vote in the 2016 European referendum was a case in point. Suddenly companies had to rethink their plans in the light of a new economic reality, that Britain was leaving the European Union. Successful businesses are the ones that can adapt quickly to new circumstances.
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Figure 1.1 Snapchat: daily active users globally








Chase the vision, not the money; the money will end up following you.


Tony Hsieh, Zappos CEO





When starting a new business, all the challenges speed up. Decisions that a big company has months to think about must be decided immediately. Should the new burger bar buy one milkshake machine or two? Quickly, decide! Should it sign up to Just Eat or create its own e-commerce website and app? Decide! In business, virtually every decision costs money and, because most start-up businesses are short of cash, the personal pressure involved in each decision gets ever-greater.


The three main questions to ask about start-ups are:




	1  Why?



	2  Who?



	3  How?







[image: image] Why?


The main motive for starting up something new is desire. People want satisfaction from a sense of achievement. If they could get it from their normal workplace, they might not take the risk of starting on their own.


The next most important motivator is the wish to be your own boss. Independent decision making allows the individual to do things the way that they think is best. Most jobs involve a degree of compromise. When you are running something for yourself you may not be able to afford the best, but at least you know that you will get the best you can afford. So, the chef who hates working in a cramped kitchen with second-rate ingredients may long to be in a position to make all the decisions.


Then, of course, there is money. A person may start a burger bar because of their conviction that they will make a fortune. Such a person may dream of retiring early, with a beachfront house and a huge fridge packed with beer. The typical business to go for would be a franchise, in which the individual buys the rights to open a local branch of a business that already exists (and makes good profits). The Subway sandwich chain works in this way.




The common question that gets asked in business is, why? That’s a good question, but an equally valid question is, why not?


Jeff Bezos, founder of Amazon






[image: image] Who?


A successful start-up requires a huge list of qualities and skills, especially if starting up on your own. Among these are:




	●  personal qualities: determination, resilience (can bounce back from setbacks), enthusiasm, hard-working, decisive, willing to take risks



	●  skills: can listen as well as speak, can plan and organise, can persuade, can manage others



	●  resources: can find help when needed (finance or advice), may have exceptional knowledge of a special topic (for example, building a website).






Of course, few entrepreneurs (business risk-takers) have all these qualities, but without quite a number of them it will be hard to succeed.



[image: image] How?


The most common way to start a new enterprise is to trial a business idea while still working, often from your own home. It is tried out in a limited way before committing too much money and time.


Duncan Goose, however, started bottled water brand One as a social enterprise by giving up his regular job. The water is bottled in Wales and sold throughout Britain, with the profits going to the One Foundation, a UK-registered charity funding water projects in Africa. It took him six months, without pay, to get the enterprise going.


When people need to raise capital to help them start a business, they write a business plan. This sets out the aims, the strategy, the financial forecasts and financial requirements. If carried out professionally, a good business plan greatly increases the chances of getting funding. Crucial to a good business plan is a sensible sales forecast based on independent market research.




Ideas are easy. Implementation is hard.


Guy Kawasaki, marketing specialist and venture capitalist 
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One works to provide clean water in Africa








Talking point


Which of the ‘who?’ qualities are strengths of yours? Which are weaknesses?






[image: image] Drawing the right conclusions


Business is exciting because of its dynamic nature. A business may seem to be unstoppable one year. Every decision works out well. The next year, nothing is quite the same. A best-selling business book called In Search of Excellence was written to explain why 43 companies were excellent. Famously, by the time the book was published even some of those companies were struggling. The dynamic nature of business is such that today’s star can be tomorrow’s fall guy.


If there is one general point that can be made about business, it is that sustained business success comes to companies that keep talking to customers and keep adjusting to their new needs and wants.




A man is a success if he gets up in the morning and gets to bed at night, and in between he does what he wants to do.


Bob Dylan, musician






Revision essentials


Dynamic nature of business: the idea that business is ever-changing because external factors, such as technology, are always changing.


Enterprise: the personal characteristics of questioning and initiative that can be shown by an employee or an entrepreneur.


Entrepreneurs: businesspeople who see opportunities and are willing to take risks in making them happen.


Venture capital: capital provided by an investor willing to take a risk in return for a share in any later profits; the venture capital provider will take a share stake in the business. 







End of chapter exercises



	
  1  Outline two dynamic forces currently putting pressure on companies in the market for:



	(a)  potato crisps



	(b)  takeaway pizza.








	  2  Using the information in Figure 1.1 on page 2, calculate the percentage increase in active users between the first quarter of 2015 and the first quarter of 2021.



	  3  Why might a young entrepreneur prefer to start a franchise, such as Subway, than a wholly independent business?



	  4  Without looking back at the text, briefly write down what you understand by the ‘why’, ‘who’ and ‘how’ of starting a business.



	  5  Have you recently seen any new business that you admire opening up locally or online? Briefly outline what it is and what you admire about it.



	
  6  Read the following extract and answer questions (a) and (b).


Although women make up 50 per cent of the working population, only 14 per cent of executive directors of big businesses are women. About 15 per cent of the UK population is non-white but only 1.5 per cent of executive directors are non-white. This apparent ceiling on career prospects may explain the huge amount of interest in business start-up among women and non-white people. Unfortunately, even then discrimination may apply. A recent survey suggested that banks charge businesswomen a one per cent higher interest rate than businessmen.



	(a)  Why might the figures ‘explain the huge amount of interest in business start-up among women and non-white people’?



	(b)  Outline two possible reasons why a bank might charge businesswomen a higher rate of interest than men. 
















Practice questions


Kitty Café


[image: image]

A safe home for cats




The first Kitty Café opened in Nottingham in March 2015. Abandoned cats and kittens are welcomed – as are paying customers wanting paninis, tea and cake – with cats everywhere. For cat lovers it’s both a treat to be among lots of cats and a good feeling to be contributing towards looking after stray cats. The cafe also acts as a cat showroom – the hope being that visitors will fall in love with a cat and then adopt it. Co-owner Kate Charles-Richards says: ‘We are operating as a cat rescue and our number one concern is the welfare of cats. We want to find them a permanent home.’


When it first opened, people talked of concerns about cat hairs in the food – but the cafe is designed to keep the kitchen enclosed – with no chance of catamination. The success of the Kitty Café was shown by an announced expansion to open a second cafe in a prime city site in Leeds. The site benefited from a £500,000 refit, and architects were commissioned to design a cat-friendly environment with full air conditioning, large windows and a luxury ‘cat snug’ – a human-free area for the felines to retreat to and relax in.


Kate said at the time: ‘We are getting more and more excited about Leeds. There is still a lot of work to do. As we have massive expansion plans in the UK, Leeds is going to be our showcase,’ said Kate, who is bringing two duty managers from her Nottingham cafe to run the new site. ‘No expense is being spared on our kitties and the customer experience. We have a team of companies working with us to get every tiny detail correct and this will mean the third and fourth Kitty Cafés will follow quickly.’ That proved true: by 2021 there were further sites in Birmingham and Leicester.


Total: 20 marks





		1  Outline one possible reason why Kate saw an opportunity for this business idea.



	(2)




		2  Outline one benefit to the business if it bases its next cafe opening on a carefully-written business plan.



	(2)




		3  State one reason why customers might be concerned about the cleanliness of the food.



	(1)




		4  Analyse the skills Kate may have needed to make a success of this particular business start-up.



	(6)




		5  Expanding the Kitty Café rapidly can bring financial and non-financial rewards to Kate. Justify which one of these two rewards is likely to be the more important to her.



	
(9)












Topic 1.1 Enterprise and entrepreneurship







2 Why new business ideas come about


In early 2021 ice cream brand Northern Bloc received a £1.5 million investment to start production of vegan ice cream. Using rice milk instead of dairy, the company tapped into interest in plant-based foods with flavours such as salted peanut and chocolate. The outside investor enabled the business to accept new listings in Waitrose, the Co-op and Morrisons. This is the essence of why new business ideas come about. Consumer tastes change constantly, creating new opportunities for business success. Some are filled by existing big companies with big pockets, but surprisingly many are filled by bright new businesses with new ideas.


New business ideas come about because there are:




	●  changes in what consumers want



	●  products and services becoming obsolete



	●  changes in technology.








Business opportunities are like buses. There’s always another one coming.


Richard Branson, founder, Virgin Group






[image: image] Changes in what consumers want


We may all want a brand-new BMW, but most of us will not be able to afford one. For changes in consumer taste to matter, they must be backed by the ability to pay. This is known as demand.


There are several possible reasons why consumers turn to a new idea such as vegan ice cream:




	●  There may be changes in social attitudes, with people worrying more than before about issues such as animal welfare and global warming.



	●  There may be technical breakthroughs, allowing a product to be made to a higher quality standard than before.



	●  Improved standards of living may allow customers to buy more expensive goods than they could afford previously.






Price is another important factor. The price of a product or service is a key influence on the level of demand. If a company charged too low a price, customers may lose confidence and go elsewhere: a wedding dress for £99.99 might not win hearts and minds.


In the vast majority of cases though, higher prices push demand down. A price increase for Pepsi would cut demand, especially if it made it more expensive than Coca-Cola. Price increases may push products out of people’s price range and encourage customers to look for cheaper substitutes.




Talking point


Can you think of any social changes happening at the moment that might lead to new business opportunities? A new product or perhaps a new service?







An industry begins with customer needs, not with a patent, a raw material or a selling skill.


Theodore Levitt, economist and business thinker 






[image: image] Products and services becoming obsolete


A product or service is obsolete if no one wants it any longer. There is no longer great demand for chimney sweeps, as few people have an open fire. Similarly, there’s hardly any demand for traditional butcher’s shops as people eat less meat and, in any case, buy it in supermarkets. As people change their behaviour, some businesses stop being relevant. Among London’s black cab drivers, there’s real concern that sat-nav systems and Uber may make them obsolete.


Businesses therefore need to think ahead to how customer habits are changing and try to keep one step ahead. Despite the huge success of Sony’s PS4 and the Xbox One, Nintendo managed to find a new way into the games market with its innovative Switch. Even after Sony had introduced the PS5, the Switch was outselling Sony two to one in mid-2021.


Figure 2.1 shows the success of the Sony PS4 until Nintendo launched its Switch in 2017. Fortunately for Sony, it believes its PS5 will outsell the PS4 in the long term. Its sales in 2020 and 2021 were held back by production shortfalls.




Talking point


What would you expect to be the sales of Switch in 2022 and 2023, based on Figure 2.1?





If changing customer tastes keep making products and services obsolete, it is critical to keep coming up with new, bright business ideas. For chocolate companies such as Ferrero, it means keeping up with changing tastes and fashions; for companies such as Dyson and Apple, the key is to keep up with changes in technology.




Obsolescence never meant the end of anything, it’s just the beginning.


Marshall McLuhan, writer






[image: image] Changes in technology


Until mobile phone networks operated at the bandwidth known as 3G, smartphones could hardly function. Vodafone launched 3G in the UK in late 2004, but it was only over the following two years that it became widespread. Apple’s iPhone arrived just on cue in early 2007. Without 3G technology, there would be no iPhone as we know it. New technology is a classic cause of new business ideas.


[image: image]

Vodafone was the first network to launch 3G
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Figure 2.1 Global sales of selected games consoles (excluding 2020 launches of PS5 and Xbox XS) (Source: VG Chartz) 




Table 2.1 New technologies and their potential uses
















	

New technology




	

New products/uses









	

GPS (global positioning system)




	

Sat nav


Pet-monitoring collar


Self-driving cars









	

3D printing




	

One-off prototypes to test new product ideas


Tailor-made artificial limbs


Made-to-measure printed shoes









	

RFID (radio-frequency identification)




	

Keeping tabs on stock in-store


Race timing (how marathon runners are monitored)


Libraries (more efficient than barcode scanning)












Changes in technology have two main impacts: they create opportunities for new things, and increase the likelihood that old things will become obsolete. Combined, this means problems for slow-moving companies and exciting opportunities for smaller, newer, speedier ones. The key for new small firms is to keep fully on top of the new technology, and be willing to take risks trying out new ideas.




Once a new technology rolls over you, if you’re not part of the steamroller, you’re part of the road.


Stewart Brand, business author






[image: image] Drawing the right conclusions


Despite the start of the pandemic in 2020, there were more than 650,000 business start-ups in the UK. Overwhelmingly, the start-ups occur because individual entrepreneurs see new opportunities due to changes in customer taste or the arrival of new technology. The individuals have the initiative and the financial backing to turn their business dream into reality. Their chances of success will depend on:




	●  whether their idea is as original and as relevant as they believe



	●  whether their competitors prove tougher and cleverer than expected



	●  whether their customers become customers who stay; customer loyalty is crucial.








Revision essentials


Demand: the number of units that customers want – and can afford – to buy.


Obsolete: a product or service with sales that have declined or come to an end as customers find something new.


Technology: hardware and software that can help people be more productive.







End of chapter exercises



	
  1  What changes might come about over the next three years in the markets for:



	(a)  chocolate



	(b)  mobile phones.












	  2  Look at Table 2.1. Outline two possible reasons why 3D printing has not yet been successful in the UK.



	  3  Outline two factors that might cause motorbikes to become obsolete.



	  4  Using the information in Figure 2.1 on page 8, calculate Switch's 2017 share of the global market for games consoles.



	  5  Look at the quote by Marshall McLuhan on page 8. What do you think it means?



	  6  Figure 2.1 shows that sales of the XBox One had been sliding even before the 2017 launch of Nintendo’s Switch. By 2020 the XBox was becoming obsolete. Discuss the factors that may have led to the XBox One becoming obsolete by 2020.



	  7  In late 2020 XBox launched its new XS console. What factors may prove the most important in determining whether the new XS is a success?











Practice questions


Allbirds’ billion dollar trainers


[image: image]

Allbirds trainers




Worth only a few thousand dollars when it started up in 2015, Allbirds was valued at over $2000 million by August 2020. Wearers/fans include Barack and Michelle Obama and Mila Kunis. Founded by a former professional footballer and an industrial engineer, Allbirds has two claims to fame: ethical manufacture using recyclable materials such as wool, and the claim to be the world’s most comfortable shoes.


The business took off after obtaining a patent (which gives an inventor 20 years until a rival can legally copy their manufacturing technique) on its wool-based shoes and managing to raise $200,000 of finance via the crowdfunding site Kickstarter.


A recent report says that over 80 per cent of consumers aged 26–34 consider companies’ social and environmental practices to be extremely important. These people are likely to be drawn to Allbirds, as its trainers are made from materials like merino wool, recycled PET bottles, recycled cardboard and sugarcane. ‘The footwear industry often overlooks natural materials in favor of cheaper, synthetic alternatives. We think it’s time to change that’, says the brand on its website.


The business started out as an online-only business, but now has nearly 20 shops. Its first London store opened in 2019, in Covent Garden. At the same time, Allbirds opened its first store in China.


Despite Covid-19, in 2020 things went brilliantly for the business. It opened more stores in China (the world’s biggest market for trainers and where $100 is an acceptable price for a US-made product) and enjoyed an online sales boom. It even forced Adidas to develop its own trainers made from natural materials. Such is the trend towards Allbirds trainers that an artist in Ghana has put on sale hand-painted shoes that have a significant price premium.


Total: 20 marks





		1  Outline how hand-painting might add value to Allbirds shoes.



	(2)




		2  Explain how the success of a business can be based on understanding changes in what customers want.



	(3)




		3  Analyse the possible effect on Allbirds’ two founders of the rewards they will get from the company’s success.  



	(6)




		
4  The new business idea behind Allbirds could have come from either of these two sources:




	●  Option 1: Original ideas



	●  Option 2: Adapting existing products/services/ideas






Justify which one of these options is a better explanation of Allbirds’ start-up.




	
(9) 











Topic 1.1 Enterprise and entrepreneurship







3 How new business ideas come about


Creative thinking stems from asking questions. Three-year-olds can drive their parents crazy by constantly asking ‘why’: ‘why does granny smell?’, ‘why are raspberries red?’, and so on. In fact, just such a question about raspberries made the producer of Slush Puppie drinks decide to make the raspberry flavour a blue colour. The red (strawberry) and blue (raspberry) made a more eye-catching display.


The ability to ask ‘why’ is at the root of creativity, innovation and how business ideas come about.




Disneyland will never be completed, as long as there is imagination left in the world.


Walt Disney (1901–66)






[image: image] Why not?


It is also vital to ask ‘why not?’. The three-year-old is trying to find out the way the world is. Creative thinkers also ask ‘why shouldn’t the world be different?’. In 1933, Percy Shaw became the inventor of one of the world’s most widely used ideas. Driving home in dense fog he nearly drove off the road and crashed, but was saved by the flashing eye of a cat sitting on a fence. Two years later he patented the cat’s eye, an invention that made him a fortune. Brilliantly, he made a reflector with a rubberised top that would give when cars ran over it; the action of pushing down the rubber top wipes the reflector clean – just like a cat’s eye blinking.


[image: image]

Figure 3.1 A new product will sit at some point along a scale ranging from minor change to dramatic innovation
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Cat’s eye reflectors made their inventor a fortune




Many ‘why not?’ questions are much less significant than Percy Shaw’s. For example, why not have a strawberry-flavour Calippo ice lolly? Such an obvious idea might be hugely significant if it proves a commercial success.



[image: image] Original ideas


Most of us have lots of creative thoughts. We look in an ice cream cabinet and wish there were a mint choc ice or a mango lolly. The problem is that we may not tell anybody about these thoughts, or – worse – we may try to tell someone but find that nobody listens. It follows that creativity may only have meaning if it is backed up by effective communication. Percy Shaw had his idea and developed it himself. Most of us have neither the money nor the ability to achieve this. 


Well-run businesses encourage the sharing of original ideas. Ordering a tailor-made kitchen from German manufacturers used to involve a three-month wait before delivery. Now staff at a leading German kitchen manufacturer have found new ways to use their computer-aided design (CAD) system to cut delivery times to three weeks.


For some businesses, original ideas are the basis of the operation. Rockstar North employs over 600 people in Edinburgh, creating world-leading computer games. Their biggest success by far is the Grand Theft Auto franchise. The game first came out in 1997 and the sixth edition is expected in 2022. As of May 2021, the whole series had sold 345 million units, making it one of the all-time best-selling games series.




The man who has no imagination has no wings.


Muhammad Ali, greatest ever boxer






[image: image] New ideas and competitive advantage


Competitive advantage is a term given to any factors that help a business to succeed when competing against direct rivals. For airline Ryanair that advantage comes from low-cost operations that allow it to charge low prices. For many other businesses, original ideas are the key:




	●  Klein Vision Aircar – in November 2020 Slovakian company Klein Vision announced that its Aircar will be ready for sale by 2022. On the road it looks like a sleek, low-slung sports car, but it also flies. Boss Professor Klein has been working on the project since 1989 and has completed more than 50 flights. Apparently it takes just 3 minutes to convert the car to an aircraft. The purchase price has not yet been announced.



	●  Galaxy vegan chocolate – this was launched by Mars in 2020 featuring flavours such as Smooth Orange and Caramel & Sea Salt. Sales of ordinary Galaxy fell by 14 per cent in 2020; no wonder they needed to come up with something new.






[image: image]

The Klein Vision aircar






The creativity that emerges from the company comes from the many ideas of the people who are here.


John Rollwagen, chief executive






[image: image] Adapting existing products and services


The overwhelming majority of new product launches are derived from an existing product success. This is as true for James Bond films as it is for chocolate bars. Adapting existing products or services is an attractive business proposition for the following reasons:




	●  It usually requires less research and development, and other investment, to develop a new product variation than a completely new product. It is also likely that you have already developed the production machinery and methods that can now be adapted to Product B. Overall, adapting is a much cheaper option, and that makes it possible to enjoy high profit margins.



	●  It is easy to underestimate how hard it is to find a new product that people love (80 per cent of new products fail). So, if you have a success, it makes sense to milk it. Your chances of making money from a new Superman film are greater than from creating a brand new film. 



	●  Launching an adapted product can successfully protect your first/main product. If you have created Cadbury Dairy Milk, why leave yourself vulnerable to attack from rivals by leaving open the opportunity to do a bubbly version or one with nuts and raisins.






Here are two examples of successful adapted products:




	●  Monster Energy Ultra launched a zero calorie but vibrant brand into the £750 million market for energy drinks. By offering a no-calorie drink tasting more like a soft drink than an energy drink, brand owners Coca-Cola wanted to bring more women into the energy sector.



	●  In 2020 Warburtons announced the launch of a new range of full-sized bagels. This was a follow-up to its earlier launch of Thin Bagels, which were generating sales of £20.5m a year.








Talking point


Can you come up with a new chocolate bar that can match the advertising slogan once used by Cadbury’s Crunchie for ‘that Friday feeling’?






[image: image] Drawing the right conclusions


For companies such as Heinz, with stable, big sellers like ketchup and baked beans, new ideas are a luxury. If they work, that’s wonderful, but if they don’t they’ll still go on selling more than £500 million in the UK. For other businesses, new ideas are essential. The smartphone market is unforgiving. The combination of the successful launch of the iPhone 12 and the condemnation of Donald Trump saw sales of Huawei phones halve during 2020.


The ability to keep coming up with ideas tends to depend on a number of factors:




	●  Staff who really care and are engaged in the jobs they do: Google, yes; Sports Direct, no.



	●  The amount of cash the company devotes to research and development, market research and investing in new technology. This may require a business to limit its dividend payouts to shareholders to make sure there’s enough capital for financing the future.



	●  The diversity of the recruitment approach: if all managers are ageing men, it may be hard to spot the new possibilities in dynamic, younger markets, such as mobile gaming.








Revision essentials


Adapting existing products: finding new products based on the original one, such as Wall’s White Chocolate Magnum.


Competitive advantage: features of a product or service that make it stronger in the marketplace than its competitors.


Original ideas: ideas that have not been done before. 







End of chapter exercises



	  1  Outline two benefits that a business can gain from asking the question ‘why’.



	
  2  What might be a correct business response to the following questions:




	(a)  Why are organic foods so expensive?



	(b)  Why does Lidl keep growing in the UK grocery market?



	(c)  In what way might the launch of Warburtons’ full-size bagels damage the company’s sales?












	  3  Suggest two ways in which managers could encourage staff to share their own ideas about new products.



	
  4  Read the following extract and answer questions (a) and (b).


Encouraging and using ideas ‘from the floor’ can have dramatic results, as at BMW’s Mini factory at Cowley, Oxford. The BMW group announced that suggestions from staff at Cowley have saved the company £10.5 million in two years. Of the 14,333 suggestions staff put forward, three quarters were put into action. They ranged from cutting unnecessary use of paper to more complex engineering solutions.



	(a)  What is the most likely explanation for the high number of suggestions from the Cowley staff? Explain your reasoning.



	(b)  Discuss whether the staff should get a financial reward for the suggestions that are put into action.












	
  5  Read the following extract and answer questions (a) and (b).


Lily was so short of money she asked her grandad if she could weed his garden. She soon realised she couldn’t tell whether she was pulling up flowers or weeds. Grandad said he always had the same problem. They needed an app that could tell weeds from flowers and give a quick bird whistle for a flower and loud bark for a weed. She saw immediately it could be her Computer Science GCSE coursework as well as a possible business winner. A quick Google search gave an estimate of 27 million gardeners in the UK. A vast market.



	(a)  Examine one reason why Lily's business idea might be a good one.



	(b)  Discuss what might give Lily's app a sustained competitive advantage.
















Practice questions


Me & the Bees
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Mikaila and the Bees




In 2009, aged 4, Mikaila Ulmer set up a table in front of the family home, and began selling lemonade based on a 1940s recipe from her great-grandmother. The recipe contains honey, and around the same time Mikaila got stung by two bees in two weeks.


To help her overcome her fear of bees, her parents explained their importance in pollination and therefore the food chain. This encouraged Mikaila to give some of the money she raised from the sale of the lemonade to organisations that protect honey bees. Soon the business was supplying lemonade to a local pizza shop, with 10 per cent of profits donated to bee conservation groups. And from that idea came the brand name: ‘Me & the Bees’.


Big breakthroughs came in 2015, when Whole Foods Market agreed to stock the brand. And then in 2016, Mikaila (then 11) won a $60,000 investment in the US version of Dragons’ Den.


Her profile kept jumping ahead as former President Barack Obama invited her to meet. From the publicity surrounding this came an $800,000 investment from a group of current and former American football players. With this extra capital she developed a fuller range of four flavours (Lemonade with Prickly Pear, Mint, Ginger and Iced Tea) – all are doing well, the company says.


Geoffrey Soares, owner of Summit Beverage Group, which started bottling for Me & the Bees Lemonade last year, says that Mikaila is a very strong brand ambassador: ‘You can have a great product, but if you don’t have a great story, how are you going to get noticed? This is a tough, $200 billion industry. Without Mikaila, I would question how they would break through. She is very important, but at the same time everyone needs help – they are a good family, and they are committed to building something.’


Total: 20 marks





		1  Outline how this business idea came about.



	(2)




		2  Analyse the ways in which Me & the Bees has been able to stand out in this ‘tough, $200 billion industry’.



	(6)




		3  So far, Mikaila’s business has been very successful. Evaluate whether it is likely to continue being successful over the next few years. You should use the information provided as well as your knowledge of business.



	
(12) 
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4 Risk and reward


Risk is about chance. What is the chance that a particular outcome will occur? Large firms know that, over the years, only one in five new products is a success. So, the chance of failure is four out of five. Does that mean firms should never launch new products? No. They must either:




	●  make enough profit from existing products to fund five new product launches for every one success



	●  make sure that the one success is big enough to make up for the failures.








The biggest risk is not taking any risk.


Mark Zuckerberg, founder of Facebook
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Mark Zuckerberg invented Facebook





[image: image] Risks can yield rewards


In 1984, teenagers Richard and David Darling moved on from playing computer games to writing them. They produced the games for fun, but then tried advertising them in a popular computer weekly. A £70 advertisement brought in £7000 worth of orders. In 1986, they formed a company, Codemasters Ltd. It went on to produce some of the longest-lasting games software brands, such as Colin McRae Rally and LMA Manager. By summer 2015 it was number two in the UK games chart with Dirt Rally and had launched a hugely successful F1 game. In February 2021, the US giant EA Sports bought Codemasters for $1.2 billion. Risking £70 on an advertisement has resulted in fabulous wealth and an amazing achievement.


Table 4.1 What are the main risks?


















	

At the start




	

In the early days




	

When growth is rapid









	

Identifying a market gap big enough to be profitable




	

Making sure your initial customers come back for more




	

‘Overtrading’ – sales growing faster than you can cope with financially









	

Raising (more than) enough capital




	

Running out of cash during the off-season




	

Struggling to manage rapid rises in staff, especially middle management









	

Getting the right people working in the right way




	

Running out of energy and self-belief when times are tough




	

The entrepreneur owner may struggle to be a good manager









	

Building a base of initial customers




	

Coping with competition when it arrives




	

The boss and staff may become complacent, so the rise leads to the fall 
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Business failure


Half of UK business start-ups fail within five years. That means they have closed their doors. Some others survive but without making enough profit to feel happy. If a teacher hands in his or her notice to start their own business, not only are they giving up a steady salary and a high degree of security, they are also giving up a guaranteed pension in years to come.


Business failure may not only use up all the family’s savings, but may also put huge strains on the family itself. Divorce can be a consequence of a business failure. This is why new businesses only tend to be started by people with huge self-confidence and, preferably, deep pockets.


Financial loss


If a limited company gets into financial trouble, the owner is protected personally from business losses. If the company has £200,000 of debts that it cannot repay, the problem stays with those owed the money. The company owner does not have to pay. When companies fail, the people who suffer most are the suppliers and the workers.


But most UK businesses are sole traders or partnerships, and therefore have unlimited liability (see Figure 4.1). This means that the company founder/boss is liable personally for any and all of the business debts: £100,000 here for an unpaid bill, £150,000 there to an unhappy customer who has successfully sued.


Starting your own business can be a path to huge riches, but it can also be a path to a personal financial disaster.
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Figure 4.1 Business organisations in the UK (figures in millions)




Table 4.2 The way it is: risky business


















	

The business start-up




	

The business idea




	

The risks









	

PledgeMusic offered music artists a special online platform for crowdfunding concerts and pre-ordering CD or vinyl records. Artists signed up, then PledgeMusic collapsed




	

Instead of getting a record company to promote your career, take control by doing it yourself on PledgeMusic. The artist decides on venues and prices, then promotes them her/himself on the online platform




	

For the artists, it proved to be that the cash that came in to PledgeMusic was passed on slowly – or not at all – by the site. As the business developed a poor reputation, people stopped using it and the business opportunity died









	

DW Sports opened in 2009, backed by the wealth of entrepreneur Dave Whelan. Having built annual sales above £10 million, it closed in August 2020 after several years of operating losses




	

The idea had been to offer cheaper access to fitness than the huge monthly subscriptions at centres such as David Lloyd and Virgin. DW Sports also hoped to sell sportswear as well as access to the up-to-date gyms




	

DW Sports found itself a piggy-in-the-middle. New businesses such as The Gym Group were offering cheap monthly memberships, undercutting DW Sports. With David Lloyd above and The Gym Group below, DW was squeezed out









	

Sunderland-based Bespoken Interiors Ltd closed in 2020 after several years of struggle




	

It offered interior design services to companies (for head office reception areas, for example) and to wealthy homeowners




	

As competition grew and the town of Sunderland was struggling, the level of business dwindled, as did profitability 












Lack of security


Adults often have responsibilities (children, a mortgage, credit card debts) that force them to look for a secure, stable income. Working for the council or for Marks & Spencer means a regular salary. Even entrepreneurs who have gone on to make fortunes have had periods when they weren’t sure of the next pay packet. Starting a business is full of factors that are outside your control, such as an ice cream parlour hit by a cold, wet summer. A regular pay packet may be very difficult to achieve. The lack of financial security is a major risk factor when starting a business.




He who is not courageous enough to take risks will accomplish nothing in life.


Muhammad Ali, boxer
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Business success


Excitement comes from taking risks (that is, the risks generate the rewards). It is the difference between riding a bike on the flat and riding it down a steep hill; or watching Brazil play football compared with watching Austria. At every stage in starting and building a business, risks have to be taken and new skills have to be learnt. This provides the buzz that makes it exciting to be an entrepreneur.
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Excitement comes from taking risks






Profit and wealth


Starting a small business can generate huge returns. Most working people struggle to save much from their salary. They may be comfortable but can never become rich. Starting a business creates the possibility of selling it once it is established. It could be sold completely, or part of it could be sold to outside shareholders by ‘floating’ it on the stock market. In 2005, Tim Warrillow and Charles Rolls set out to launch new ‘mixer’ soft drinks into a super premium-priced sector above long-standing market leader Schweppes. Sales of Fever-Tree sodas went stunningly well, growing to more than £50 million by 2015 and more than £250 million in 2020. The founders sold some of their personal shares for more than £100 million in 2016, while still holding a dominant stake in the business. By June 2021 Fever-Tree Drinks plc was valued in the London Stock Exchange at £2,900 million.


Independence


Many people dislike being told what to do, especially if they do not respect their boss. For such people, starting up on their own may be ideal. By becoming independent, they can make their own decisions and, if necessary, their own compromises. People with this motivation may struggle if they start to employ others who have different ideas or standards from their own, however.


Risks in business (and in life) are unavoidable. Well-run firms think about the risks that they may face, and then estimate the possible impact. For example, the cost of a football team dropping out of the Premiership is said to be about £100 million. Apart from the top five sides, each of the other clubs will think about the chance of relegation and its cost. If there are three relegation places for 15 teams, there is a 20 per cent chance of relegation every year. So, a wise club chairman would have a plan for how the team would cope. Sadly, the experience of teams such as Nottingham Forest and Bolton Wanderers suggests that not every club does this. 
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‘With great risk comes great reward.’ Thomas Jefferson, former US president








Talking point


If your parents spent the family’s entire savings on starting a new pizza delivery business, how would you feel about the balance of risk and reward?
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For a small firm there is more to consider than just risk and reward. There are also the consequences. When book publisher Bloomsbury risked a £2500 advance to JK Rowling, it was not going to break the bank, even if Harry Potter proved a flop. Needless to say, that risk brought Bloomsbury a reward measured in hundreds of millions. But if a small firm takes a big risk, failure may drag the business down.


Clearly, it is vital to think not only about the chance of something going wrong, but also the consequences. Apple can risk £500 million on a technology that may or may not work as £500 million is only 0.5 per cent of the money it keeps in its bank account. For a small firm, risking £10,000 may mean risking the whole future of the business.


Clever businesspeople therefore try to weigh up:




	●  the chances of success or failure



	●  the costs or benefits of success or failure



	●  the implications for the business as a whole.








Educated risks are the key to success.


William Olsen, chief executive
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The Harry Potter series proved a great success for Bloomsbury after it risked a modest advance on author JK Rowling 








Revision essentials


Business failure: the collapse of a business, probably leading to its closure.


Independence: the need by many business owners to make their own decisions and be their own boss.


Lack of financial security: uncertainty for the business owner about day-to-day family income and assets.


Risk and reward: the balance between the worst that can happen and the best that can happen.







End of chapter exercises



	  1  Outline two significant risks that might be faced by a small sports shop in your local high street over the coming year.



	  2  Richard Branson started his first business at school, launching Student magazine, before going on to found the Virgin group. Outline two rewards Richard Branson may have received from his initiative.



	  3  Using the information in Figure 4.1 on page 17, calculate partnerships as a percentage of all UK businesses.



	  4  Re-read the section on DW Sports in Table 4.2 on page 17. Outline two ways DW Sports might have become successful, despite the competition from The Gym Group and David Lloyd.



	  5  Outline the balance between risk and reward in the case of Bloomsbury’s £2500 investment in JK Rowling.



	
  6  Read the following extract and answer questions (a) and (b).


Skye and Ted Barton took over the family fish-and-chip shop when Skye’s parents retired. The business kept them going financially but seemed to be going nowhere. Skye looked into buying the shop next door to create the space for a sit-down restaurant section. She was sure that would attract office workers at lunchtime. Her calculations showed that it would cost £18,000 and could generate an extra £9,000 profit a year. Ted rejected the idea, saying: ‘You can’t be certain. There’s a real risk that your figures are wrong.’



	(a)  Describe Ted’s attitude to risk.



	(b)  Explain why it is necessary for all businesspeople to be willing to take risks.












	
  7  Elon Musk said: ‘There’s a tremendous bias against taking risks.’ Which is the best explanation of why this may be so?



	(a)  Because it’s foolish to take a risk if you’re sure you can succeed without taking chances.



	(b)  People understand that innovators have to take risks, because they’re looking into the unknown.



	(c)  Those paid a monthly salary won’t risk it by making bold decisions.



	(d)  The cost of not taking a risk is rarely taken into account. 
















Practice questions


Scoop ice cream: risk and reward


On 1 January 2016, founder Matteo Pantani left Scoop ice cream. Outside investors had always owned the majority of the shares, and they decided to replace him as the company’s chief executive. This was a risk Matteo had never expected. The shareholders were his friends. No more. For Matteo, all the struggles to make Scoop a success were wasted.


The business began when a London-based banker friend of Matteo phoned to urge him to come over ‘because there’s no good ice cream in London’. The banker would organise the finance and Matteo would use his skills to make and market great ice cream.


When Matteo approached estate agents about a central London location for an ice cream parlour, most turned him down. They had all seen ice cream shops enjoy a super first summer then collapse from negative cash flow during the winter. Landlords wanted their properties going to safer businesses that would keep paying the rent.


After a long time looking, Matteo found premises of the right size in Covent Garden, a busy area popular with both tourists and Londoners. By autumn 2008 Matteo’s ice cream parlour, Scoop, was a great success. He opened a second, then a third, outlet in central London.


Between 2008 and 2012, Scoop did wonderfully well. Matteo always said that selling high-quality ice cream ‘is like selling happiness … £2 for ten minutes of happiness’. His thrill in running the business came from pride in his product, and in people’s reactions to it. He was working 14-hour days, so needed to enjoy it!
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Scoop ice cream was a battle between risk and reward




The first big problem for Scoop came in 2012, when the London Olympics seemed to suck visitors away from central London. Business was awful. Then rainy weather in 2013 and 2014 kept summer business quite weak. Meanwhile, from 2008 onwards more and more competition had been arriving in London: gelato (Italian for ice cream) had been an unusual word in 2008, but was now everywhere.


When 2015 proved another year of struggle to make substantial profits, the shareholders stepped in. After sacking Matteo they appointed a highly efficient manager whose job was to return the business to making profits. Costs were cut and the wide range of ice cream flavours started to diminish. So did the regular customers. By 2019 Scoop was closed down completely.


Total: 20 marks





		1  Outline how the idea for Scoop came about.



	(2)




		2  Define the term ‘competition’.



	(1)




		3  Outline one factor that was important in turning Scoop from a business idea into a business success in the beginning.



	(2)




		4  Analyse the problems Scoop faced following 

the start-up period.  



	(6)




		
5  Matteo is determined to achieve business success. He has two options:




	●  Option 1: Open a new Scoop, starting again, with no outside shareholders.



	●  Option 2: Start London's first ice cream school, offering 12-week training courses for those wanting to make gelato.






Justify which one of these options he should choose.  




	
(9) 
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5 The role of business enterprise


What is business for? While the individual entrepreneur may want to be the boss and to make money, the only way to do these things is to produce goods or services that people want to buy, or to meet customer needs or wants, in such a way that adds value (see Chapter 6, Adding value, on page 27).


The role of business enterprise and the purpose of business activity are one and the same: to produce goods and services that people want to buy.




The purpose of business is to create and keep a customer.


Peter Drucker, management guru






[image: image] Goods or services


Goods are products, so they can be touched and held. Some goods are long lasting, such as furniture, cars and carpets. These can be used over and over again. Households buying such products will care about how long they last and perhaps what image the products create (‘my iPhone’, ‘my BMW’, ‘my leather sofa’). Products have to be manufactured in some way, probably in a factory.
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A selection of electronic goods






By contrast services are usually invisible and certainly can’t be touched or held. In the UK, important services include retailing, health and nursing care, sports and leisure. As shown in Figure 5.1, services account for nearly 80 per cent of all the business done in this country. The same is true of most developed countries. By contrast, services account for little more than half of China’s annual output.
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Figure 5.1 A comparison of products and services in the UK and China (Source: Statista 2020 and House of Commons Library 2021)






Producing goods requires a huge range of management skills. This is why successful businesses such as Fever-Tree leave production to others. They buy in the finished soft drinks from an established factory. Even when the products are made elsewhere, there’s still a huge amount to do. A producer must:




	●  design the packaging, brand name and logos



	●  get the right product range: big enough to be interesting but not so wide as to end up with too many small sellers



	●  persuade shops to stock the product(s)



	●  once orders arrive, make sure deliveries are on time and accurate 



	●  design, write and run consumer advertising and promotions, to help make sure that your retailers enjoy big enough sales to keep stocking the product(s)



	●  get the invoicing right, that is, make sure customers pay the right amount, on time.






Table 5.1 Examples of goods and services produced in the UK


















	

Businesses producing/manufacturing goods




	

Businesses selling goods




	

Businesses creating services









	

Jaguar Land Rover




	

Tesco




	

Ryanair









	

Cadbury




	

Marks & Spencer




	

NatWest









	

Heinz




	

ASOS




	

Netflix









	

Panetteria Italiana (my local baker)




	

Game




	

Depop












Services are also a business challenge. Opening a shop or a restaurant may require £50,000 or more in start-up capital, and there are risks aplenty. The most worrying risk is that the business may fail to generate enough day-to-day profit to cover the sometimes huge costs of rent, business taxes and staff salaries. For a small cafe space in London, the rent might be as high as £60,000 a year. If those costs can’t be covered, the business will collapse, perhaps leaving sizeable personal debts.


Another possibility is that the business is OK, but not making the level of profit that had been expected. Many businesses keep going for years like this, just ticking over.
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Online and hybrid estate agents can be particularly lucrative






Happily, there are also some great success stories:




	●  Ever since she was ten, Jordan McCabe’s ambition was to start a business designing and making clothes for horse riders. Today her company has close to £500,000 of cash in its bank account – and she has customers worldwide.



	●  Hybrid estate agent Purplebricks saw sales revenue jump by more than 2500 per cent, from £3.4 million in its start-up year of 2015 to £90.1 million in 2021.








Talking point


Some firms take 10 years to achieve revenue of £0.5 million. Purplebricks managed to reach £90.1 million in six years. What might explain the different growth rates?






[image: image] Meeting customer needs and wants


Businesses like to say that they meet customer needs. Actually, many businesses provide what we don’t need but do want. Consider Cadbury for starters. When writing about business it is important to remember that companies present themselves in the best possible light. They prefer to say ‘we fulfil needs’ than ‘we encourage people to buy what they shouldn’t’.


An example of a business that fulfils customer needs is a provider of commuter rail services. People need to get to work and there may be no other realistic option. So they go by train. Because few commuter rail services face any competition, train operators are able to provide a poor service with little danger of losing customers.


In many other cases, customer needs are met by businesses that face competition and therefore have to give their best. Someone who wants a pint of milk can probably pick between five and ten places that sell it. To make sure that customers return, they need a well-lit, clean shop, with fast and friendly service.


When it comes to meeting customer wants, companies have to do even more. They have to persuade people to buy and then persuade them to keep coming back. This is likely to require powerful advertising, high-quality customer service and terrific distribution.




Being on par in terms of quality and price only gets you into the game. Service wins the game.


Tony Alessandra, US entrepreneur






[image: image] Drawing the right conclusions


In the best companies, meeting customers’ wants and needs is a pleasure, not a burden. A happy customer should give pleasure to the workforce, just as a satisfied student makes the teacher’s job worthwhile. Some companies are great at keeping everyone focused on the customer. Greggs and Pret a Manger are good examples.


To make sure customers get the products and services they want, companies may:




	●  hire new staff on the basis of attitude and personality, rather than whether they have great experience, as they’ll give friendlier service



	●  invest heavily in research and development to try to find new products and new technologies



	●  start a business on the basis of what the founders love doing rather than what they think will make money.








Revision essentials


Customer needs: the products or services people need to make life comfortable.


Customer wants: what people choose to spend their money on, once the weekly bills have been paid.


Goods: products that may be grown, such as apples, or manufactured, such as Heinz Baked Beans.


Sales revenue: the total value of the sales made within a period of time, such as a month.


Product range: the number of different product types, sizes, colours and brands offered by a company.


Services: providing useful ways to help people live their lives, for example shops, restaurants and hospitals.







End of chapter exercises



	  1  Why might it be more expensive to start up as a manufacturer of goods than as a service business?







	
  2  (a)  Using the information in Figure 5.1 on page 22, calculate the amount of the UK’s national output that is generated by agriculture; then do the same for China.



	(b)  Outline why this information may be important to a producer of tractors.












	  3  Why may richer, developed countries have only a small percentage of national income coming from farming or fishing?



	  4  Outline why it might be hard to get a shop to stock a brand-new product for the first time.



	
  5  Read the following extract and answer questions (a) and (b).


The website for belVita tells us that the company is ‘passionate about breakfast biscuits’. What? Passionate? It also shows that these biscuits typically contain 400 calories per 100 grams – more calories per gram than Coco Pops! That seems a lot given that belVita promotes itself in ways that imply a healthy start to the day. Owner Mondelez has managed to do a clever job in making customers want belVita. In 2020, UK customers spent £80 million on belVita biscuits.



	(a)  Could Mondelez make a case for saying that belVita biscuits are a need, not a want? 



	(b)  Explain why it is important for consumers to think carefully about whether they really need what they want.


















		  6  Which of the following businesses produces goods and which produces services?




	(6)

























	

	

Goods




	

Services









	


	(a)  Mars, producers of Galaxy chocolate








	

	






	


	(b)  The publishers of The Sun newspaper








	

	






	


	(c)  John Lewis Partnership, owners of Waitrose








	

	






	


	(d)  Aston Villa Football Club








	

	






	


	(e)  Coca-Cola Inc., owners of Innocent Drinks








	

	






	


	(f)  British Airways








	

	














Practice questions


A gripping need


In 2014, at the age of 18, Jordan Daykin became the youngest person to get investment in the TV series Dragons’ Den. Deborah Meaden invested £80,000 in return for a 25 per cent stake in GripIt. Today the business has been valued at over £13 million. Deborah has done well.


Daykin’s pitch was based on a classic consumer need. More and more interior walls are built of plasterboard, but there was no safe way to hang items such as TVs or kitchen cupboards on it. Jordan (and his grandfather) came up with a design that worked. A GripIt fastener can hold a quarter of a ton in weight. Other dragons were worried that the market for wall fastenings would be too small. Happily, the need was the same in the USA, and Daykin succeeded in getting distribution in the 2000-branch US DIY chain Home Depot. The even bigger Wal-Mart seemed keen to follow.


What Meaden loved about GripIt is that it is ‘a classic invention – one that solves a problem in a practical and affordable way’. But after several years with sales of more than £1 million, the business ran out of cash in 2019. After a desperate attempt to raise an extra £1 million from a crowdfunding site, the licence to all GripIt products was sold cheaply to established manufacturer Charles Bentley & Son in November 2019. The pessimistic dragons were proved right.


Total: 20 marks





		1  Outline one problem in producing goods that may have caused difficulties for GripIt.



	(2)




		2  Apart from meeting a consumer need, analyse other possible factors that may have persuaded Deborah Meaden to invest in GripIt.



	(6)




		3  If Deborah Meaden was asked whether investing in GripIt was a mistake, she might say that the business met a real customer need. Evaluate whether a business is worth investing in purely for that reason.



	(12)
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GripIt: business success or mistake? 











Practice questions


The Vegan Kind


In April 2021 online vegan supermarket The Vegan Kind raised £3.5 million from investors. Between its start-up in 2013 and 2020 the business had grown by ‘bootstrapping’, meaning getting no external capital to fund growth. Then came a £650,000 investment in March 2020, just as the Covid-19 lockdown loomed.


Husband-and-wife team Scott and Karris McCulloch started their company as a subscription delivery box business in 2013. Steady expansion meant offering more customer choice until, by 2018, they could call it a vegan supermarket. In October 2020 The Vegan Kind’s new, 35,000 sq ft warehouse opened – to keep up with booming demand. The twin pressures for plant-based food and online purchasing made 2020 a breakthrough year for the business. The website now averages 200,000 visits a month and offers customers next-day delivery on a range of 6000 plant-based items. The website says a tree is planted for every order received. The McCullochs clearly know their target market. But how will they use the extra £3.5 million?


Total: 20 marks





		1  State whether The Vegan Kind is a product or a service.



	(1)




		2  Outline a problem The Vegan Kind may have in providing ‘a range of 6000’ items.



	(2)




		3  The business has 200,000 web visits a month. Analyse the factors that would be important in turning those visits into orders.



	(6)




		4  If Scott and Karris own 51 per cent of the shares between them, and the business is valued at £6 million, calculate the value of the shares held by each of them.



	(2)




		
5  Scott and Karris are discussing two options for the £3.5 million:




	●  Option 1: Invest in people, hiring experts in stock control, marketing and other specialities.



	●  Option 2: Invest in a completely new, speedy-to-use website linked to an m-commerce app.






Justify which one of these options they should choose.




	
(9) 
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6 Adding value


Many shops sell Walkers crisps at 50p per pack. The pack weighs 35 g, which is about 2p of potatoes. Oil, salt and flavouring are also used, but even adding in the cost of the packaging, the total cost per unit is no more than 4p. So, turning potatoes into crisps adds value. It ‘creates’ value by making the customer willing to pay extra. In the case of crisps, turning 4p into 50p adds 1150 per cent to the value of the potato (46 / 4 × 100). That’s good business.


[image: image]

A sandwich is more than its ingredients – it has added value






Is adding value a rip-off? Not necessarily. A sandwich sold for £2 may contain ingredients costing 40p. So the baker is receiving £1.60 for two slices of bread. Assuming there are 20 slices in a £1 loaf, that’s selling a loaf of bread for £16 instead of £1. When people are going out, however, they do not want to take butter, cheese, tomato and a knife with them. They would rather buy a sandwich. They are happy to pay for speed and convenience.




The real issue is value, not price.


Robert Lindgren, Harvard Business Review






[image: image] How to add value


Added value is the difference between the cost of materials and the selling price. Value can be added either by pushing the price up or by cutting the costs. Usually it is by adding in a feature that makes the item more valuable to the customer, which enables the price to be increased.


Different ways to make an item more valuable to the customer:




	●  Convenience and speed: in Britain, most people will pay extra to save their own time, as shown in the table below. People are willing to pay four times the amount to buy an item in a restaurant to avoid the cooking and clearing.






Table 6.1 Adding value by adding convenience
















	

Chicken curry and rice




	

Price per person









	

Cook your own




	

£2.00









	

Add Sharwood’s bottled sauce to chicken




	

£2.50









	

Buy supermarket ready meal




	

£2.75









	

Buy a takeaway




	

£4.75









	

Go to a restaurant




	

£8.00














	●  Good design: a beautifully designed dress might sell for £200, while one using exactly the same quantity of material might sell for just £20. 






[image: image]

Nike’s brilliant branding








	●  High-quality manufacture or service: a Lexus costs £70,000 because it is regarded as one of the best-made cars in the world; it never breaks down and is like sitting in a huge leather armchair.



	●  Brand name: a Nike swoosh adds tens of pounds to the ‘value’ of a pair of trainers; a Mercedes badge on the front of a car adds thousands of pounds to the value of a new car. At the start of 2018, TikTok was unknown in the West. Today it has more than 1 billion users – and fantastic brand recognition worldwide.








A brand is no longer what we tell the consumer it is – it’s what the consumers tell each other it is.


Scott Cook, founder of Intuit






	●  Unique selling point (USP): an original feature that competitors aren’t offering; something that makes the product worth paying extra for (for example, a family car with flat-screen TVs and headphones on the back of the front passenger seats).








In order to be irreplaceable one must always be different.


Coco Chanel, fashion designer






Talking point


How could you add value to a white T-shirt?






[image: image] The importance of value added


People starting businesses often forget about the everyday costs. There are obvious ones, such as electricity and phones, but also others, such as the cost of ‘wastage’ (theft plus damaged goods) or the cost of recruiting and training new staff. All of these costs have to be paid for out of the value added. So there needs to be a big enough difference between price and bought-in costs to allow internal costs to be paid for. The fashion clothing company Ted Baker adds £285 million of value to its £185 million of bought-in costs (such as clothes made by outside suppliers). The bar on the right of Figure 6.1 shows how the value added pays for all the company’s costs, including the tax on profits.


[image: image]

Figure 6.1 What the value added pays for at Ted Baker




As the diagram shows, value added is a necessity in business, not a luxury. Value added pays the wages, pays the bills and generates the profit needed to finance future growth. When starting up, every firm needs to think hard about whether the business idea adds enough value to be profitable. 


These are some business ideas that may have a market but do not have enough value added to be worthwhile, for example:




	●  hand-washing cars



	●  babysitting



	●  delivering milk to people’s homes.






[image: image]

Delivering milk doesn’t have enough value added to create a good enough business






Good businesspeople recognise that high value added comes from clever ideas, presented well and delivered efficiently. That, in turn, makes it possible to run a sustainable, profitable business.



[image: image] Drawing the right conclusions


Value added is at the heart of all business activity. Therefore, it can be used to develop answers to lots of different business questions. It will come up regularly as a 9- or 12-mark question in itself, and will be useful when tackling many other exam questions. The key is to remember that value added can be created by psychological factors, such as brand image (‘I must have Apple/Nike/Versace’), or by practical factors, such as quality of design or quality of manufacture.




Revision essentials


Branding: giving a product or service ‘personality’, with a name and logo that makes it stand out.


Design: deciding how something will look, both internally (the gearbox) and externally (the boot).


Unique selling point (USP): an original feature of a product that rivals aren’t offering.


Value added: the difference between the selling price and the cost of bought-in goods and services (the difference that creates the possibility of profit).







End of chapter exercises



	  1  Why does a company’s added value matter to its employees?



	
  2  Briefly explain the sources of the added value in these cases:



	(a)  a £5 box of Celebrations chocolates



	(b)  a £54 ticket to see Chelsea play Manchester City



	(c)  a £3 cup of coffee at Starbucks.












	
  3  Identify the USP that each of these firms is keen to establish:



	(a)  Ryanair



	(b)  L’Oréal.












	  4  What might be the consequences of Ted Baker deciding to increase value added by cutting its £185 million spending on the clothes it buys in from suppliers?



	
  5  Read the extract and answer questions 5 and 6 (a)-(b).


The Oban Chocolate Company began in November 2003, backed by £9,500 of funding from a local Scottish Islands enterprise agency. At their shop, cafe and factory premises in Oban, Helen Miller and Stewart MacKechnie make handmade chocolates in the basement for sale upstairs. Good quality chocolate is not cheap, but by making fancy, unusual products such as ‘hot chilli truffles’, value is added. Visitors also get a whole experience, including a visit downstairs to see the chocolates being made. In 2019 it received an average review rating of 5/5 on Facebook. Today the business employs five full-time staff. In the past its problem was that relying on tourists meant little trade during six to eight months of the year. Today, online sales keep things going in the colder months – especially at Christmas, Valentine’s Day and Easter.


Outline two factors that create added value at the Oban Chocolate Company.









	
  6  High value added is great for a business, but only if sales volumes are also high.



	(a)  Why may the Oban Chocolate Company have a problem?



	(b)  What might they try to do to increase their sales volumes?
















Practice questions


Value added burgers


Callum and Jamie were bored with work. Both 21 years old, they had trained as plumbers but working for British Gas was getting dull. Jamie heard that there was a snack wagon for sale – fully equipped with gas, electricity and a fridge – and within three days they had found £3,000 each to buy the van. Their plan was to place the van permanently on a busy road between Wimbledon and Croydon, then employ someone to do the cooking. Callum and Jamie’s role would be to keep the van supplied and to make key decisions, such as pricing.


The pricing decisions were largely drawn from their experience of local snack bars: teas and colas at around £1, big burgers at about £3 and the occasional item rising above £4. They were able to set down a few details, as shown in the table below.


In addition to these costs, there would be fixed overhead costs such as rent, energy and labour costs. They allowed £500 per week for these.


They served their first burgers in April and by October were making a modest profit. That same month they sold the business for £10,000. They had decided to move to Spain to make a living from plumbing, and later start up their own plumbing business.


Total: 25 marks





		1  (a)  Calculate how much value is added by making a cup of tea at this snack wagon.



	(2)




		(b)  Outline why it would be wrong to call this value added figure ‘profit’.



	(2)




		2  Outline one way in which Callum and Jamie might have added more value to their snack bar.



	(2)




		3  Identify the cost of ingredients for making a burger at Callum and Jamie’s snack bar.



	(1)




		4  Analyse how a good location can add value to a business such as Callum and Jamie’s.



	(6)




		5  Evaluate whether Callum and Jamie are likely to be able to create more value added with their second business. You should use the information provided as well as your knowledge of business.



	(12)






Table 6.2 Components and costs




















	

Item




	

Components




	

Bought-in costs per unit




	

Selling price









	

Cup of tea




	

Tea bag, milk, sugar, plastic cup, spoon




	

12p




	

£1.00









	

Burger




	

Frozen hamburger, onions, bun, ketchup, paper napkins




	

40p




	

£3.00









	

Chips




	

Frozen chips, oil, paper cone, salt, vinegar, ketchup




	

30p




	

£1.50 

















Practice questions


Adding vegetable value


[image: image]

Emily vegetable crisps






When a sweetshop sells you a Twirl for 65p that cost them 50p to buy from the cash and carry, they’ve added 15p of value. That’s 30 per cent of 50p. It may sound good, but remember that the business still has to pay its rent, its business rates, the electricity, the phone bill and perhaps a wage bill. And if there’s any profit at the end of the year, tax also has to be paid on that. It’s no wonder that clever entrepreneurs think a lot about value added before they invest in a business start-up.


A classic for high levels of value added is the market for crisps and snacks. Emily Wong saw an opportunity in the growing market for vegetable crisps, which customers believe to be healthier than potato crisps. She started her brand Emily in 2014, growing it to the point where she was able to raise £1 million in crowdfunding finance in 2018. Strong finance and stand-out packaging has helped her build distribution up to more than 5,000 UK shops. Table 6.3 below shows the remarkable levels of added value available in this market. You can safely assume that vegetables such as sweet potato, carrot and beetroot cost no more for the company to buy than raw potatoes. So, in the case of Emily Crisps, this added value should translate into profit.


According to Table 6.3, Walkers Crisps can turn 5p of potato into £1 of crisps, suggesting added value as high as 20-fold. Even Lidl’s own-brand crisps are making money on this basis. And what of the healthiness of the different products? The table gives a good insight into that as well.


Total: 19 marks





		1  Outline the role of a business enterprise such as Emily Crisps.



	(2)




		2  Analyse the table of data to decide whether Emily can focus more heavily on the health benefits of her vegetable crisps.



	(6)




		3  Based on knowing that the implied value added for Walkers was 20-fold, calculate the value added on Emily Vegetable Crisps.



	(2)




		4  In the future, Emily wants to add more value to her products to support the high prices of her crisps. One option is to focus more on convenience. A second option is to focus more heavily on branding. Justify which one of these two options Emily should choose.



	
(9) 







Table 6.3 The levels of added value available in the market for crisps and snacks




























	

	

Pack weight




	

Price per pack




	

Price per 100 g




	

Calories per 100 g**




	

Fat per 100 g**




	

Saturated fat per 100 g**




	

Sugars per 100 g**









	

Emily Vegetable Crisps*


Waitrose




	

80 g




	

£2.60




	

£3.25




	

483




	

22.2




	

11.3




	

23.6









	

Kettle Chips


Waitrose




	

150 g




	

£2.00




	

£1.33




	

513




	

29   




	

  3.3




	

  1.5









	

Walkers Crisps


Waitrose




	

6-pack × 25 g = 150 g




	

£1.50




	

£1.00




	

528




	

32   




	

  2.8




	

  0.8









	

Snaktastic Crisps


Lidl




	

6-pack × 25 g = 150 g




	

65p   




	

£0.43




	

472




	

16   




	

Not available




	

  4.0









	

Raw potatoes


Lidl




	

2.5kg




	

£1.25




	

£0.05




	

  70




	

  0.1




	

0




	

0












*Sweet potato, carrot and beetroot


**Nutrition data as set out on company websites 
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7 The role of entrepreneurship


An entrepreneur is a risk taker who wants to create an organisation that can make a difference. That difference may be for a social reason, such as the bottled water brand One, founded by Duncan Goose to generate profits for a social purpose: funding water charities in Africa. Or it may be because the entrepreneur wants to become very, very rich.


Many people talk about making a difference. The entrepreneur acts on the brilliant Nike slogan ‘Just do it’. The phrase sums up the key enterprise skill, which is to make things happen.


Being enterprising means spotting an opportunity and then having a go. Of course, this could be disastrous. A family may be rescued from a mountainside, having gone climbing without proper equipment or training. In this case ‘let’s just do it’ is reckless. Similarly, businesses are set up by people who have no expertise, no skills and not enough capital. Yet a few examples of stupidity should not put people off. Bold ideas lead to exciting lives and potentially huge rewards – emotionally and financially.


[image: image]

A family may be rescued from a mountainside, having gone climbing without proper equipment or training; in this case, ‘let’s just do it’ is reckless




An entrepreneur:




	●  takes risks



	●  makes business decisions



	●  organises resources.






[image: image]

Figure 7.1 Attitudes to entrepreneurship (Source: Global Enterprise Monitor, 2020/2021)




As shown in Figure 7.1, the attitudes and confidence of potential entrepreneurs vary considerably from country to country. The UK is among the most entrepreneurial in Europe, but nowhere close to the USA.



[image: image] Taking risks


As set out in Chapter 4, risk is about chance. Wealthy dragons in the TV show Dragons’ Den can use this knowledge in comfort, knowing that if they put £100,000 into ten different businesses, six may fail, three do reasonably well, and one make millions. But each of the ten entrepreneurs involved has only one of those ten chances. Six may use up their family’s entire savings on a business venture that fails. Horrible. Three end up wondering whether all the hard work was really worthwhile. And just one ends up on a Caribbean island.


And there are many more risks involved than the start-up one of ‘should I do it or not?’ Every day the entrepreneur has to make decisions in a state of uncertainty. The reason is simple: when you’re starting your first business, you haven’t faced these questions before. And sometimes you’ll do the wrong thing. And while some individuals would struggle with that failure, a true entrepreneur shrugs their shoulders and gets on with the next decision. Success comes from facing up to decisions and getting the big ones right, most of the time.


[image: image]

Dillons was taken over by Waterstones








Do you want to be safe and good, or do you want to take a chance and be great?


Jimmy Johnson, Dallas Cowboys coach






[image: image] Making business decisions


Decision making is crucial, not only in response to opportunities but also in response to difficulties. A hairdresser with three outlets may have one that is losing money. Decisions are required. Perhaps the outlet should close, or perhaps it needs a revamp. When the bankrupt bookstore chain Dillons was taken over by Waterstones, over half the shops were found to have been losing money for years. But no one did anything about it!


To make decisions successfully, the key is to find out as much information as possible, from as many sources as possible. Most important are your staff and your customers. Ask for views and opinions, then decide, and carry the decision through without hesitation. In big organisations decisions are often put back and put back; in new small businesses, there’s no time to lose. Even if the decision proves wrong, there’s a lot to be said for knowing quickly, so that the decision can be reversed before competitors have had time to respond.




A ship is always safe at the shore, but that’s not what it was built for.


Albert Einstein






[image: image] Showing leadership


Leadership has a lot to do with qualities such as decisiveness, initiative and the ability to think ahead. Another important element is the personality and the character to make people believe in you. This might be helped by self-confidence, but some excellent leaders are actually quite shy. Some are great at one-to-one chats, but less comfortable when speaking in public or when chatting in a group of people. Although Richard Branson comes across very well on TV, he is said to be very shy and often tongue-tied.


Good leadership needs to be based on good judgement about the right decision or initiative, plus the determination to see things through. It also requires an ability to make people want to share the leader’s path (that is, to help achieve their aims). This requires either charisma or the ability to make people respect and believe in them.




Talking point


The number of business start-ups in the UK has grown significantly in recent years. Why might that be?






[image: image] Organising resources


At the start, entrepreneurs are usually on their own. They have to do everything, from making decisions to making the tea. Yet to put a start-up together requires a huge range of skills, contacts and know-how. Even opening a small cafe means organising resources across a wide spectrum of business life:




	●  physical resources, such as choosing the right premises; briefing the builders; designing the kitchen and the interior, and getting it built and decorated; choosing, buying and installing equipment from cookers and tills to chairs and tables



	●  buying daily resources such as crockery, cutlery, containers, ingredients, drinks, till rolls and toilet rolls



	●  hiring the right human resources, especially a reliable, competent cook who can help compile a menu and work out prices, plus other waiting and cooking staff.






Eventually, managing these resources will become second nature, and perhaps dull. Stelios Haji-Ioannou founded budget airline easyJet in 1995, but stopped running it after five years because it was getting too routine. He hired a top class manager to take over as chief executive instead. Before they become bored though, entrepreneurs have to be masters of a wide range of skills, becoming as good at hiring (and firing) as they are at pricing and planning. Organising human and physical resources is a critical skill. Table 7.1 below shows why.




Table 7.1 Seven main causes of start-up failure
















	

Reason




	

Brief explanation









	

Starting the business for the wrong reason




	

Those starting up to ‘make money’ or to ‘have more time with family’ are the most likely to give up. Those with a passion for their business are most likely to succeed.









	

Poor management




	

Weak management of resources – physical and human – is a major reason for failure. Simple things like security and fraud must be handled with care.









	

Insufficient capital




	

Both the costs of starting up and the costs of staying in business must be factored in. Profits rarely come quickly.









	

Poor location




	

Critical for a service business such as a restaurant. It is best to go to where the customers are than to expect them to come to you.









	

Lack of planning




	

This goes hand in hand with poor management, but focuses more on whether enough time, thought and research was put into the business in the first place.









	

Overexpansion




	

A boom in sales is both a thrill and a danger for an entrepreneur. Problems of managing resources escalate when business is booming.









	

No (or poor quality) website




	

A good website helps customers to find you, or re-find you. It gives an image of professionalism and allows convenient communication or purchasing. Bad ones don’t! 
















[image: image] Drawing the right conclusions


The role of the entrepreneur is a remarkable one, requiring business skills and personal qualities that will all be tested fully. Some entrepreneurs learn quickly about their own weaknesses and hand over to a new person for the day-to-day management of the business. Just a few, such as Ben Francis, founder of Gymshark, stay at the helm as the business expands.




Revision essentials


Business decisions: choices that have to be made, usually within a short time period.


Human resources: a term used by organisations that simply means employees.


Resources: things or people that can be used to help build and run the business.


Risk taking: making decisions where unknown factors or chances of failure loom large in the decision-maker’s mind.





[image: image]

Ben Francis, founder of Gymshark 








End of chapter exercises



	  1  What might be attractive to entrepreneurs about taking risks?



	
  2  Look again at Figure 7.1 on page 33 then answer these questions:



	(a)  Calculate how much more confident Americans are than those in the UK that they have the skills for start-up success.



	(b)  People in which country most fear start-up failure?












	  3  Why might an entrepreneur find it hard to manage the human resources needed for business success?



	
  4  Read the following extract and answer questions (a)-(c).


After 14 years working for TV chef Rick Stein, Paul Harwood started up The Fish House restaurant in Newquay, Cornwall. He had to organise the finances, the building work and all the resources in order to get the business underway, and then start cooking – he is a chef–proprietor. Prices have been kept low to build up a base of customers rather than relying on August holidaymakers. The location of the restaurant is right on Fistral Beach, boasting beautiful views. The location has a spin-off benefit for Paul too, as he is as passionate about surfing as he is about cooking.



	(a)  Outline one decision made by Paul Harwood that you think should help the business succeed.



	(b)  Outline two factors that may generate value added for The Fish House.



	(c)  Why may Paul Harwood find the life of a chef–proprietor a bit of a shock?
















Practice questions


Staff: the most important resource


For most businesses, the early weeks after opening are the most painful financially. Months of big spending to get the business started are followed by loss-making weeks as customers wait to hear from others whether the new place is any good. Not at Waffle Jack’s. From 7 a.m. on day one customers kept coming. A crazy morning rush from boys going to the nearby secondary school was followed by locals interested to try this new American-style diner. The menu was certainly accessible – waffles, burgers and shakes – and had a huge array of options (such as six types of burger bun).


For entrepreneurs Adele and Stephan Theron the success was both wonderful and shattering. Waffle Jack’s opening hours of 7 a.m. to 11 p.m. seven days a week would be bad enough, but they also owned a cafe about ten minutes’ drive away. The pressure was immediate – but luckily both knew enough about start-ups to understand the pressures.


Within a week of starting up, Stephan was already clear about his main problem – staffing. Two staff quit by the end of the week – they found the never-ending queues too stressful. Since then, Waffle Jack’s has continued to have plenty of customers, but staff coming and going is a real strain. Few local British workers have lasted more than a week or so, leaving other EU nationals to keep things going. The 2021 Brexit controls on migration from the EU made Stephan’s life that bit more difficult.


Total: 13 marks





		1  Outline one possible reason why managing human resources may be the hardest problem for entrepreneurs.



	(2)




		2  Outline one important decision that Adele and Stephan need to make.



	(2)




		
3  Stephan is thinking ahead to how best to maintain the growth of Waffle Jack’s. He sees two options:




	●  Option 1: Build a barbecue cooking and eating area at the back of the premises to generate higher evening revenues.



	●  Option 2: Open waffle-only Waffle Jack’s kiosks in busy city sites, such as London’s West End.






Justify which one of these options they should choose.




	
(9) 












Exam-style questions on Topic 1.1


Don’t rush; check your answers carefully.








		  1  Which one of the following explains the term ‘venture capital’?




	(1)










	(a)  The centre of global enterprise: Silicon Valley, California.



	(b)  Providing risk capital to a young business.



	(c)  When a business puts its own capital at risk, for example when buying new machinery.



	(d)  Obtaining capital for an extreme sports company.












		  2  Which one of the following gives the correct meaning of USP?




	(1)










	(a)  United Service Providers



	(b)  Unique Service Point



	(c)  Unique Selling Point



	(d)  United Sales Proposition.












		  3  Which two of the following are important in creating a successful manufacturing business?




	(2)










	(a)  Using market mapping to find out your customers’ likes and dislikes.



	(b)  Using franchising as a way of stopping others copying your ideas.



	(c)  Adding value by keeping your costs as low as possible.



	(d)  Analysing the key features of what your competitors offer.



	(e)  Making sure you keep your added value low enough to make a good profit.












		  4  Which two of the following are important roles for a successful entrepreneur?




	(2)










	(a)  Having enough capital to start up the business without need for more, external finance.



	(b)  Making business decisions.



	(c)  Has a creative mind.



	(d)  Organises resources.



	(e)  Able to bounce back from setbacks.












		  5  Which one of the following is a reason why a change in technology might lead to new business ideas?




	(1)










	(a)  Because the change cuts the cost of producing existing product lines.



	(b)  Because the change enables more units to be produced within the working day.



	(c)  Because the change requires new techniques to be learnt by staff.



	(d)  Because the change allows production of things that were impossible before.












		  6  Which two of the following businesses offer services, not goods?




	(2)










	(a)  A dairy farmer



	(b)  A shoe repair shop



	(c)  A baker



	(d)  A travel agent



	(e)  A car manufacturer












		  7  Which one is the best explanation of the word `obsolete’, as in obsolete product?




	(1)










	(a)  It’s no longer in fashion.



	(b)  It still works but only just; it needs replacing.



	(c)  Its brand name is no longer as trendy as it used to be.



	(d)  It’s out of date technically.












		
  8  Dre has opened a stall selling Fruit Slushies. The mango version contains half a mango (juiced in front of the customer), lots of ice chips and a squeeze of lemon. It’s served in a paper cup with a paper straw and lid. He charges £4.00. Mangoes cost him 60p each, the ice is 10p and the cup, lemon, etc. cost 8p. The electricity cost to blitz the drink is 2p.


What is the value added per Mango Slushie?





	(1)










	(a)  £3.50



	(b)  800%



	(c)  £3.20



	(d)  500% 












		  9  What harm may producers cause if they focus on wants rather than on needs?




	(1)










	(a)  They may fail to sell as many items as they would if they targeted needs.



	(b)  They may stray away from their target market.



	(c)  They may encourage consumers to buy too much of what they want but don’t need.



	(d)  They may spend too much on ingredients and packaging.












		10  Which one of the following is a serious business risk?




	(1)










	(a)  Generating a far higher revenue than expected.



	(b)  Cutting costs, which may push a profit into a loss.



	(c)  The failure of a rival, which may cause its customers to come to you.



	(d)  Business losses which may cause a sole trader to risk losing her house.






Now try this discussion question.








		11  Discuss why entrepreneurs are willing to risk starting their own business, even though half of new businesses fail within 5 years.




	(6)
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