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Exam tips


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


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


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





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



This guide (Student Guide 1) and its companions (Student Guides 2, 3, 4) have been written with one thing in mind: to provide you with the ideal resource for your revision of both the Edexcel Business AS and the first year of the Edexcel Business A-level.


In your study of the subject you will look at business in a variety of contexts, small and large, national and global, service and manufacturing. The themes of the AS Business specification are marketing and managing business decisions. The themes of A-level Business also include business decisions and strategy and global business. The focus of Student Guide 1 is the following:





•  Meeting customer needs – meeting customers’ needs, market research and market positioning.



•  The market – demand, supply, elasticity of demand, elasticity of supply.



•  Marketing mix and strategy – the marketing mix, product design, branding and promotion, pricing strategies, distribution, marketing strategy.



•  Managing people – approaches to staffing, recruitment, selection and training, organisational design, motivational theory and practice.



•  Entrepreneurs and leaders – leadership, role of the entrepreneur, entrepreneurial motives and characteristics, business objectives, forms of business, business choices, moving from entrepreneur to leader.





Content Guidance


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


The specifications assume students have no pre-existing experience of the subject and its key terms. The most important factor at this stage is an interest in business in the news. Business is a subject that requires you to apply key terms to real businesses, so an interest in businesses such as Apple and McDonald’s will help you to contextualise the theories covered. This is the most enjoyable part of the subject and allows you to score highly in the exam.


Questions & Answers


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


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





Content Guidance



Meeting customer needs


The market


Mass markets


Mass market refers to a large market of customers with widely different backgrounds that a business will not try to distinguish between, said to be undifferentiated.


An example of a mass market is the selling of milk in supermarkets. Milk is sold in many different shops, with the product varying little in quality or looks, therefore being undifferentiated.


Advantages of operating in a mass market include being able to purchase goods and materials in bulk, known as economies of scale, and dealing with high sales volumes, which make it easier to afford large advertising and marketing campaigns.


The disadvantage to being in a mass market is that the competition is likely to be fierce as businesses are attracted to potentially high sales levels. To stand out from the crowd, a unique selling point is hugely helpful – for example, Bounty, the only chocolate bar filled with coconut.
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Knowledge check 1


Name two features of a mass market.


[image: ]







[image: ]


Exam tip


You will gain the most marks by relating your analysis of mass markets to the stimulus material.
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Niche markets


A niche market is the smaller section of a larger market on which a product or service is focused. Businesses operating in a niche market aim to satisfy specific market needs by creating a carefully tailored product.


An example of a niche market would be specialised milk such as filtered milk, which is a smaller section of the milk market. Not all shops sell filtered milk, so it is uncommon in terms of its availability. In addition, it is aimed at meeting different customer needs, of those customers who want a product that is perceived as being of a higher quality than ordinary milk.


The advantages of a business being in a niche market are there is less competition from other businesses and products can be tailored to meet customers’ needs.


The disadvantage of a business being in a niche market is that, as this is a smaller part of the larger market, there are fewer potential customers, therefore it may be difficult to persuade retailers to stock the product(s).
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Knowledge check 2


Lindor chocolate was once in a tiny, luxury niche; now it’s a mass market brand. What benefits may brand owner Lindt gain from this?
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Differences between niche and mass markets


A niche market is small but focused on one specific type of customer. A mass market product may have a lower price than a niche market product.


Identifying a new niche market is a classic way in which new small firms can find a profitable niche for themselves.


Dynamic markets


A dynamic market emerges, grows, changes and can decline very quickly. If a market is changing constantly, it is likely to be a dynamic market. Examples include technology markets, such as social media or e-commerce.


A dynamic market can make it difficult for a business to forecast sales of its products due to rapid change and/or rapid growth. For example, customer demand is likely to be unpredictable in a dynamic market as customers’ wants and needs evolve more quickly.


The effect of competition on price and demand


Competition is where rival businesses in the same market try to win customers from each other. Businesses can gain customers through using the price of their product or service, for example by offering a lower price for a product or service that is similar to that of a competing business.


The difference between risks and uncertainty


Risks in business are factors that are not expected but can be quantified, such as the risk of your factory being flooded (in London, close to zero, thanks to the Thames Barrier; in Keswick, Cumbria, as high as 1 in 10 each year).
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Knowledge check 3


Name one effect price has on demand.
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Uncertainty is being unsure of the factors influencing sales and therefore being unable to predict what will happen to the business in terms of its profits or growth. A business might try to minimise uncertainty by using market research to anticipate the likely effect its decisions will have on its position in the market.


Market research


Market research involves gathering information about customers’ attitudes, behaviour and wants in relation to a product or service.


Businesses often complete market research before entering a new market and at various times while operating in a market. For example, market research can check whether customer loyalty is being maintained or is starting to slip – and how best to tackle any slippage, for instance allowing customers to identify improvements in the service in a survey.



Product orientation


Product orientation is where a business focuses primarily on creating and developing a high-quality good or service – but perhaps ignoring customer preferences and priorities.


The advantage of a business being product orientated is that it allows the business to focus on product quality and innovation and spend most of its efforts and money on doing this. Toyota is noted for this – and which is the world car market’s top-selling company? Toyota.


The disadvantages are that focusing on the product and putting customer priorities in second place may mean the product is admired but does not sell well. Nokia was convinced its smartphones were better than Apple’s. Customers disagreed.



Market orientation


Market orientation is where a business chooses to design a product or service to meet the requirements of customer preferences/desires. Market research is critical to the success of a market-orientated business as it allows the business to find out customers’ tastes and priorities.


The advantages of a business being market orientated are the close fit with customer expectations and greater responsiveness to changes in customer needs.


The disadvantage of a business being market orientated is that regular changes in the appearance or function of a product (to meet changing tastes) may leave customers confused about what the brand really stands for.


Primary market research


Primary and secondary market research are the two ways in which a business can undertake market research. These are essential for any business aiming to be market orientated. They allow the business to gather data on customer desires in relation to a product or service and can help in forecasting potential customer demand.


Primary market research is data gathered first-hand, such as customer interviews, probably using specifically designed questionnaires and carried out for a specific business.


Primary market research can be undertaken in many different ways:





•  Observation is where the business watches customers to see how they behave when purchasing (or choosing not to purchase) specific products or services. This method is time consuming and costly but can reveal customer views and feelings about a product that other methods cannot.



•  Online surveys are an ICT method of asking customers questions about a product or service through the use of a range of websites, such as social media sites or a specific question and answer website. Online surveys are widely used by businesses as a way of capturing the views of existing and potential customers and have the added benefit of automatically feeding the results into a database that can collect all the answers. However, they have low response rates from potential customers, so can give a distorted picture of consumer opinion generally.



•  Face-to-face surveys are personal interviews conducted face to face to obtain customer views on product or services. They are a costly but productive way to get detailed insights from an individual. This method is particularly useful for asking more emotional response-style questions about the product or service.



•  Focus groups are groups of potential customers brought together to discuss their feelings about a product or market. Focus groups are a good way of getting detailed qualitative information about customer tastes and preferences, but again can be expensive compared with other types of methods, such as online surveys.
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Exam tip


Accurate definitions are the key to a good mark when answering exam questions. If they are both precise and concise, it will save you time in the exam room.
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The advantages for a business of using primary market research are that it gathers up-to-date customer views about the product, and questions can be tailored to meet the individual needs of the business.


The disadvantages of using primary market research are that it can be difficult to collect the data, it can take a long time to gather them, and it is expensive to carry out. Primary research may provide misleading results if the sample size is not large enough or is not chosen with care, or if the questions are worded so as to bias the answers in a particular direction.



Secondary market research


Secondary market research involves using data collected by someone else that have not been designed specifically for the business requiring the information.


Secondary market research can be obtained from a number of sources:





•  Government statistics are available to all businesses and contain data such as demographic trends, for example the rate of rise in the number of under-fives expected over the next five years. These are free to obtain and usually free from bias. The disadvantages are that the data can be a year or two out of date and all businesses have access to the same information.



•  Mintel and other commercial organisations publish market research reports on hundreds of customer products and services. The advantage of these reports is that they are specifically about a certain market, showing its current businesses and potential areas for new businesses to target their product or services at. The disadvantages are that the reports are available to any business, they are still not completely focused on specific questions to which the business might like to know the answers, and they are expensive to buy.



•  The business’s own data, such as sales figures and the number of customers visiting the business, can be used to help research what customers want from a product or service. The advantage of this research is that the business already has the data, so it is cheap and confidential. The disadvantage is that it may not answer the key questions a business has to ensure its products or services are successful.



•  A competitor’s data, for example publicly available sales and profit figures, can be used to help research how the competitor is performing in the market. The advantages of this research are that it is very cheap to obtain and shows rivals’ performance in the market. The disadvantages are that every competitor can access it and the information available is very basic, so it is usually of little real value.
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Knowledge check 4


Explain how Walkers Snack Foods, famous for its range of crisps, might use market research if it decided to launch its first chocolate bar.
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Exam tip


A risk with market research is that consumers struggle to look into the future. More than 100 years ago Henry Ford said that if he had asked the public, they would have asked for a faster horse rather than a car.
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Advantages of a business using secondary market research are that it is time and cost effective because the data already exist and are either freely available or cheaper than if the same data were gathered by primary research methods.


Disadvantages of a business using secondary market research are that the business is not gathering its own information, first-hand, it is totally dependent on someone else’s efforts, and the data may be inaccurate or biased, so using it to make business decisions is risky.
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Exam tip


Data in the extract should be used to build your arguments about market trends, but remember to look at the bigger picture as well for high marks.
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Knowledge check 5


Explain why bias may be a problem in research for a new product launch.
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Market segmentation


Market segmentation involves dividing a market into smaller sets of customers, or segments, who have similar needs and interests. For example, a bank might segment its potential customers into those aged 18–24 in order to look at the needs and wants of those customers in terms of bank accounts.


Advantages for a business using market segmentation are that it creates separate products for each segment, which means the business can focus on how best to meet those customers’ needs, and it can increase sales by allowing the business to identify areas of growth for products and services. The main disadvantage with segmentation is that producing a number of products to suit different tastes is expensive – and can make it difficult for any of them to make a profit.


Market positioning


Market mapping


Market mapping means creating a diagram that identifies all the products in the market using two key features, for example price and quality – see Figure 1. The aim is to spot a need or want that is not currently covered by products in the market and which can be exploited by the business. This is often called a ‘gap in the market’.
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Knowledge check 6


What is the difference between market mapping and market segmentation?


[image: ]





Advantages for a business using market mapping are that it helps to spot gaps in the market that may lead to an exciting product innovation, and it allows the business to see what competitors are doing in the market in terms of products and services.


Disadvantages for a business using market mapping are that, even if a gap in the market is identified, it doesn’t mean there will be any demand for a product created to fill this gap, and it is based on only two variables, so it can oversimplify the picture of the market, meaning business decisions are made on insufficient evidence.
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Exam tip


Be careful not to confuse market mapping with market segmentation when completing an ‘explain how’ question.
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Competitive advantage


Competitive advantage is a sustainable way to keep ahead of your competitors in the long term. This might be because your production efficiencies make you the lowest-cost supplier, e.g. Primark, or because customers believe your brand is differentiated clearly from others, e.g. BMW. The safer of these two positions is probably to be highly differentiated – after all, Coca-Cola has outsold Pepsi for the past 125 years.



Product differentiation


Product differentiation is actual or perceived features of a product or service that the business uses to convince customers to buy its product instead of those of competitors in the market.


Businesses use a variety of methods to differentiate their product or service, such as special product features, packaging and branding.


Advantages include focusing on telling customers what is different and better about the product, meaning customers are likely to buy it instead of others in the market. This can add value to the product, with customers then being willing to pay a higher price.


The only potential disadvantage of product differentiation is that the attempt to be different might add more to design and production costs than customers are willing to pay. At present this is true of hydrogen cell-powered cars (the Toyota Mirai is the same size as a Prius, but is priced almost three times higher at £60,000!).
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Exam tip


Use concepts such as competitive advantage to help evaluate a business’s strengths within its market and remember not to define a differentiated product simply as one that is different, as this will gain no marks.
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Summary


After studying this topic, you should be able to:





•  describe what niche, mass and dynamic markets are and state their advantages and disadvantages



•  discuss the differences between a niche and a mass market



•  explain the difference between risk and uncertainty and the effect competition has on price and demand



•  describe product and market differentiation and their advantages and disadvantages



•  describe primary and secondary market research, including the advantages and disadvantages of different methods



•  describe market positioning and market segmentation, including their benefits and drawbacks



•  describe what is meant by competitive advantage and the advantages and disadvantages of product differentiation
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The market



Demand


Demand is the amount of a good or service which customers buy at a given price and within a given time period. Demand is normally illustrated by a demand curve diagram, which has two axes. The x-axis, the horizontal line along the bottom of the diagram, represents the quantity of the goods or services being sold. The y-axis, running vertically from bottom to top, represents the price at which the goods are sold. The line drawn is called the demand curve and each point on the demand curve represents the amount of goods or services a customer is willing to buy at that price.




[image: ]


Exam tip


You need to be able to draw a demand curve diagram and to be able to explain what is happening to demand and why.
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Factors leading to a change in demand


The demand for a good or service will go up if the price is cut. The demand for a good or service will go down if the price increases. Price is the only factor that moves demand up and down the demand curve. All other factors that change demand move the curve left or right of its starting position in Figure 2. This means there will be a new demand curve.
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If the demand curve shifts to the left of its original position, it means demand for the product or service has decreased, as in Figure 3. The leftward shift means that at a price of £2, demand falls from 30 units to 20.
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If the demand curve shifts to the right of its original position, it means demand for the product or service has increased, as in Figure 4.
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The main factors that can lead to a change in demand are as follows:





•  Changes in the prices of substitute goods. If the price of one good increases, then demand for the substitute is likely to rise, meaning the demand curve will shift to the right for the substitute for the good – see Figure 5.
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