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Getting the most from this book



This Need to Know guide is designed to help you throughout your course as a companion to your learning and a revision aid in the months or weeks leading up to the final exams.


The following features in each section will help you get the most from the book.
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You need to know


Each topic begins with a list summarising what you ‘need to know’ in this topic for the exam.
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Key terms


Definitions of highlighted terms in the text to make sure you know the essential terminology for your subject.
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Exam tip


Key knowledge you need to demonstrate in the exam, tips on exam technique, common misconceptions to avoid and important things to remember.
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Synoptic links


Reminders of how knowledge and skills from different topics in your A-level relate to one another.
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Do you know?


Questions at the end of each topic to test you on some of its key points. Check your answers here: www.hoddereducation.co.uk/needtoknow/answers
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End of section questions


Questions at the end of each main section of the book to test your knowledge of the specification area covered. Check your answers here: www.hoddereducation.co.uk/needtoknow/answers
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1 Marketing and people



1.1 Meeting customer needs
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You need to know




•  the market: mass versus niche and dynamic markets


•  how competition affects the market


•  product versus market orientation


•  market research: primary versus secondary and limitations of


•  use of ICT in market research


•  market segmentation, positioning and mapping


•  competitive advantage of a product or service


•  product differentiation and added value
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The market


The market is an actual or nominal place where buyers and sellers come together for the trade of goods and services.


Marketing is defined as ‘the process responsible for identifying, anticipating and satisfying customer requirements profitably’.


Marketing objectives might include:





•  sales volume and sales value targets



•  market and sales growth targets



•  market share targets



•  knowledge of market size, which enables realistic targets to be set





Niche versus mass marketing


The benefits and drawbacks of niche marketing and mass marketing are summarised in Table 1.
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Key terms


Niche marketing When businesses identify and satisfy the demands of small segments of a larger market.


Mass marketing When businesses aim their products at most of the available market.
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Table 1 Benefits and drawbacks of niche and mass marketing






	 

	Niche marketing

	Mass marketing






	Benefits

	


•  May benefit from price skimming



•  Customer loyalty



•  Niche markets can be highly profitable




	


•  Produce on a large scale



•  Capital intensive



•  Minimise unit costs









	Drawbacks

	


•  May be difficult to generate sufficient profit



•  If profitable could attract new competition




	


•  More competitive










Dynamic markets


Dynamic markets do not stand still, they are constantly changing (dynamic).
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Key term


Dynamic markets Markets that are constantly changing as consumers’ needs and wants change.
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This is illustrated by the growth of online shopping, making it possible to buy almost anything from anywhere at any time.


Online shopping has impacted on the way businesses operate and the need for an online presence, involving:





•  the creation of a high-quality, user-friendly website



•  a carefully targeted audience



•  content that is increasingly personalised



•  mobile capabilities for the modern consumers



•  integrated sales channels





Benefits of online shopping include:





•  more detailed information about consumers is available



•  relationships are more easily built with consumers



•  there is greater contact between consumer and businesses



•  social media has become very important



•  businesses can sell anywhere in the world





How competition affects the market


Competition can lead to dynamic markets as a result of:





•  the pressure to provide innovative goods and services



•  the need to drive costs down and to have competitive prices



•  the need to maintain high-quality products and service





External factors also contribute to dynamic markets (Figure 1).
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Exam tip


When answering questions in this area be aware that markets do not remain static and the success of a business may depend on how well it is able to adapt to any changes in the market.


[image: ]





The difference between risk and uncertainty


Risk is something that you can put a price on, whereas uncertainty is hard to measure (see Table 2).


Table 2 Difference between risk and uncertainty






	Risk

	Uncertainty






	Known

	Future events are unknown






	Can be measured

	Cannot be measured






	May be minimised

	Difficult to minimise






	Possible to exert some control

	Difficult to control







Market research


Market research is the process of actively gathering information about consumers needs and preferences.
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Key terms


Risk The potential for gaining something of value that is known and you have some control over, whereas uncertainty is a potentially unpredictable and uncontrollable outcome.


Market research The process of gathering data on potential customers in order to reduce the risk in decision making.
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Product and market orientation


A product-oriented business is one whose primary focus is on its product and on the skills, knowledge and systems that support that product.


A market-oriented business is one that organises its activities, products and services around the wants and needs of the consumer (see Figure 2).
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Primary and secondary research


A business should fully understand the market it operates in. Market research helps by:





•  studying market trends and characteristics



•  establishing consumer profiles



•  analysing market shares and the potential for existing products



•  forecasting sales for existing products



•  analysing and forecasting sales of new products





Market research might be primary or secondary.


Primary research:





•  is also known as field research



•  collects first-hand information



•  answers specific issues or questions



•  can be expensive





Secondary research:





•  is second-hand research



•  uses data that already exist



•  is cheap to collect



•  may not be directly related to the business





Sources of primary and secondary research are given in Table 3.


Table 3 Types of primary and secondary research






	Primary research

	Secondary research






	


•  Surveys/questionnaires



•  Observation



•  Focus groups



•  Test marketing




	


•  Published reports



•  Government/agency data



•  Internet










Market research may also be separated into qualitative and quantitative research.


Qualitative market research:





•  is designed to discover attitudes and opinions



•  is collected from small groups known as focus groups



•  may enable a business to design more appealing products
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Exam tip


It is not enough to know the various methods of market research. You need to be able to make some assessment of their value in particular circumstances.
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It can reveal consumer reactions to:





•  the product



•  pricing



•  packaging





Quantitative market research:





•  is the collection of data on consumer views



•  can be statistically analysed



•  can be represented in charts and graphs
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Exam tip


Do not assume that simply stopping every third person in the street will give a genuinely random sample. It will only give you a sample of people who are in the street at that time.
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Limitations of market research
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Key terms


Primary research The collection of information for the first time for specific purposes.


Secondary research The collection of data that already exist and have been used for other purposes.


Qualitative research Research into the attitudes and opinions of consumers that influence their purchasing behaviour.


Quantitative research The collection of information on consumer views and behaviour that can be analysed statistically.


Sampling The selection of a representative group of consumers from a larger population.
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In order to reduce risk in market research, sampling is undertaken. This is because:





•  it is impossible to interview everyone



•  it reduces the cost of research





But there are limitations:





•  the sample size may be too small



•  there may be sample bias





Use of ICT to support market research





•  Company websites gather information on online shoppers.



•  Social media may provide information on consumer attitudes to products.



•  Database technology provides vast quantities of information, e.g. from loyalty cards.
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Exam tip


It is important to look critically at market research data. Although they may look reliable at first sight they may have been influenced by other factors such as seasonality or problems experienced by a competitor.
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Market segmentation and positioning


Market segmentation may be by age, sex, income etc.


Market targeting is when a business targets its marketing at a specific market segment (or target market).


Market positioning refers to how a consumer views an individual brand relative to other brands.
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Key terms


Market segmentation Dividing the market into identifiable submarkets, each with its own customer characteristics.


Market targeting Deciding which segment a business wants to operate in.


Market positioning Where a particular brand stands in relation to other brands in the market.
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The objective therefore is to have a brand that stands out in consumers’ minds.


Segmentation, targeting and positioning are linked:
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•  Segmentation breaks the market into clearly definable groups.



•  The group(s) to aim the product or service at will then be determined.



•  Finally the positioning of the product will be considered.





Table 4 shows the benefits and drawbacks of the process.


Table 4 Benefits and drawbacks of the process of segmentation, targeting and positioning






	Benefits of the process

	Drawbacks of the process






	


•  More effective marketing



•  Resources will be used more effectively



•  Sales and market share may increase




	


•  May overlook a potentially profitable segment



•  Changes in taste and fashion could be overlooked
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Exam tip


There is a link between market positioning and market mapping. A business might use market mapping to determine the position of its product or service in the market.
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Choosing a target market and positioning will be influenced by:





•  the nature of the product



•  the degree of competition



•  consumer attitudes





Market mapping


Market mapping:





•  enables a business to establish the position of its product(s) in the market



•  reveals where most competition is



•  may identify gaps in the market





In order to do this:





•  two key features of a product or service are identified, e.g. price and quality



•  a grid can then be established and the business or product(s) are placed on the grid according to the quality (high or low) and price (high or low), as shown in Figure 3
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Competitive advantage


This refers to the condition or circumstances that put a business in a favourable or superior position compared with its rivals. This may be a result of lower costs or a sustainable point of product differentiation.
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Key terms


Market mapping A diagram that identifies all the products in the market using two key features, e.g. price and quality.


Product differentiation The process of distinguishing a product or service from others in order to make it more attractive to the target market.
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The aim of product differentiation is:





•  to insulate the product from the actions of competitors



•  to allow increased prices without a major fall in demand





Figure 4 summarises the factors which can be used to differentiate a product.
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Adding value


Added value can be achieved by:





•  converting raw material into finished goods



•  brand image



•  packaging



•  good service



•  guarantees
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Key terms


Customisation The production of a good or service tailored to the needs of a specific consumer.


Added value The difference between the price a good or service is sold at and the cost of producing it.
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Do you know?




  1  How a niche market differs from a mass market?


  2  The difference between market share and market size?


  3  What is meant by the term dynamic market?


  4  The difference between market and product orientation?


  5  How quantitative research differs from qualitative research?


  6  What is meant by bias in market research?


  7  Three ways ICT can support and aid market research?


  8  What is meant by market positioning?


  9  The purpose of product differentiation?



10  How a business might add value to a product or service?





[image: ]






1.2 The market
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You need to know




•  the factors leading to a change in demand


•  the factors leading to a change in supply


•  the interaction between supply and demand, including interpretation of diagrams


•  price elasticity of demand: calculation, interpretation and factors influencing


•  the relationship between price elasticity and total revenue


•  the significance of price elasticity in terms of pricing


•  income elasticity of demand: calculation, interpretation and factors influencing


•  the significance of income elasticity of demand to businesses
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Demand


Demand is the term used to describe the level of interest customers have in a product.


Factors leading to a change in demand are shown in Figure 5.
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Key terms


Substitute A similar rival product that consumers may choose instead.


Complementary good A product whose use complements another, e.g. petrol complements cars.
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Supply


Supply refers to the total amount of a good or service available for purchase at a specified price.


A key influence on the amount of a good or service supplied is likely to be the profit that can be made. Figure 6 shows other influences.
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Markets and equilibrium


The price of a good is determined by the interaction of supply and demand, which will establish an equilibrium price as illustrated in Figure 7.
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Key terms


Indirect taxes Taxes imposed by governments on goods or services, such as excise duty and VAT.


Equilibrium price Describes a situation in the market where supply and demand are balanced.
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•  The supply curve demonstrates an increased willingness to supply as price rises.



•  The demand curve demonstrates an increased willingness to purchase as price falls.



•  Where the two curves cross is the equilibrium price.





The effect on price as the demand and supply curves move is shown in Table 5.


Table 5 Effect on price of shifts in the demand/supply curves






	Change

	Price will move






	Demand curve moves to the right (rises)

	Up






	Demand curve moves to the left (falls)

	Down






	Supply curve moves to the left (falls)

	Up






	Supply curve moves to the right (rises)

	Down







Price elasticity of demand (PED)
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An answer greater than 1 = elastic; an answer lower than 1 = inelastic (ignore minus signs).
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Key term


Elasticity A measure of the responsiveness of demand to a change in a variable, e.g. price or income.
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The effects of changes in price on revenue are shown in Table 6.


Table 6 The effects of changes in price on revenue






	Elasticity and change in price

	Impact on total revenue






	PED inelastic and a firm raises price

	Total revenue increases






	PED inelastic and a firm lowers price

	Total revenue decreases






	PED elastic and a firm lowers price

	Total revenue increases






	PED elastic and a firm raises price

	Total revenue decreases







Factors affecting price elasticity include:





•  the availability of substitutes



•  the reputation of the brand and brand loyalty



•  the degree of product differentiation





Price elasticity helps businesses in:





•  forecasting sales



•  making decisions regarding pricing strategy
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Exam tips


•  Remember that price elasticity will change over time as circumstances change.


•  When looking at a figure for price elasticity ignore the minus sign. If the answer is greater than 1 demand is elastic; if it is less than 1 it is inelastic.





Income elasticity of demand
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When interpreting income elasticity, goods are normally divided into three categories:





1  inferior: negative income elasticity



2  normal: positive income elasticity



3  luxury: positive income elasticity





The effects of changes in income on different types of goods are shown in Table 7.
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Elasticity is likely to be affected by whether a good is a necessity (a basic need) or an indulgence (a luxury).


Income elasticity can be used by businesses in:





•  sales forecasting



•  financial planning



•  product portfolio management
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Do you know?





1  Six factors that may affect the demand for goods?



2  Four factors that may affect the supply of goods?



3  What is meant by the term equilibrium price?



4  How to calculate price and income elasticity of demand?



5  Three factors that may affect price elasticity of demand?



6  How an understanding of price elasticity can help in determining the impact of a price increase on revenue?
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Exam tip


Income elasticity also changes over time and therefore a business cannot rely wholly on past data on income elasticity to predict future sales.
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1.3 Marketing mix and strategy
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You need to know




•  the product/service design mix


•  the types of promotion


•  branding: types, how to build and the benefits of a strong brand


•  pricing: types and factors that determine pricing strategy


•  distribution channels


•  changes in the marketing mix to reflect social trends


•  the product life cycle and the Boston matrix


•  the marketing strategies appropriate for different types of market


•  consumer behaviour and developing customer loyalty
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Marketing mix


The marketing mix, or four Ps, is the combination of marketing activities an organisation engages with in its marketing strategy:





•  price



•  product



•  place



•  promotion
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Key term


Marketing mix The main variables comprising a firm’s marketing strategy.
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Product/service design


Products and services are designed to give maximum appeal to customers, leading to a number of benefits:





•  differentiation



•  added value



•  increased reputation and brand loyalty



•  higher profit
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Exam tip


When responding to questions about the marketing mix do not write about all four elements as you are unlikely to have time to develop all points fully. Choose the most important two elements and write about those.
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The design of an individual product, however, is likely to be a compromise between the nature of the product and the following factors:





•  aesthetics



•  function



•  economic manufacture





These factors make up the design mix as shown in Figure 8.
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Changes in social trends may lead to changes in the design mix:





•  environmental concerns may emphasise waste minimisation and recycling



•  ethical concerns may highlight issues of child labour and fair trade





Branding and promotion


Promotion


Promotion aims to:





•  attract new customers and retain existing customers



•  improve the position of the business in the market



•  ensure the survival and growth of the business



•  increase awareness of a product





Types of promotion include:





•  advertising



•  public relations



•  seasonal promotions



•  free gifts and competitions



•  ‘buy one get one free’





Branding


Branding involves creating a unique name and image for a product.
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Key terms


Promotion Bringing consumers’ attention to a product or business.


Branding The process of creating a name, symbol, design or other feature that distinguishes an organisation’s product or service from its rivals.
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Types of branding might include:





•  an individual product brand



•  a brand family: name used across range of products



•  a corporate brand





Branding may give the following benefits:





•  added value



•  reduced price elasticity of demand



•  ability to charge premium prices







[image: ]


Exam tip


It is easy to think of promotion as just being advertising. This is not the case and strong answers in examinations will illustrate this by showing an awareness of other means and the circumstances in which they might be used.
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A business may build a brand using one or more of the following methods:





•  differentiation/unique selling point (USP)



•  advertising



•  sponsorship



•  social media





Changes in social trends have led to the following changes in branding and promotion:





•  the use of viral marketing



•  the use of social media



•  the use of emotional marketing





Pricing strategies


Price is an important element of the marketing mix, for which a careful strategy needs to be developed. There are a number of different pricing strategies that could be used, and there are a number of different factors that can influence the most appropriate strategy for any particular product or situation (see Figure 9).


Changes in social trends can and have impacted on pricing strategies — in particular the development of online retailing and the introduction of price comparison sites.
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Exam tip


The decision about pricing a new product is likely to be determined by the nature of the product and the level of competition. With an innovative product and where there are no rivals, skimming might be used; but for a product with a number of substitutes and many rivals, penetration or competitive pricing might be used.
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Distribution


The method of distribution chosen must fit with the rest of the product’s marketing mix and is influenced by:





•  location



•  credit terms



•  willingness to display products in prominent positions





The main types of distribution channels are shown in Figure 10.
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Exam tip


Don’t ignore place or distribution. It is sometimes called ‘the forgotten P’ and students often respond poorly to questions that are set on it. You should know the different distribution channels and which are appropriate in different circumstances.
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