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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


Student Guide 3, along with its companions Student Guides 1, 2 and 4, has been written with one thing in mind: to provide you with the ideal resource for your revision of 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 A-level Business also include Theme 1: Marketing and people, Theme 2: Managing business activities and Theme 4: Global business. It is very important that you have studied all the themes in order to successfully complete the exams, and you should read Theme 2 in particular as it provides the foundations for this guide.


The focus of Student Guide 3 is as follows:





•  Business objectives and strategy – how a business analyses the internal and external influences of the environment in which it is operating and how this is translated into corporate aims, objectives and strategies to achieve competitive advantage.



•  Business growth – how a business decides on its growth objectives, the different methods of business growth, the risks and rewards arising from growth, and the differences between mergers and takeovers.



•  Decision-making techniques – how to use time series analysis, investment appraisal, decision trees and critical path analysis to help the business make informed decisions on financial and non-financial decisions together with the benefits and drawbacks of different approaches.



•  Influences on business decisions – how internal and external stakeholders influence business objectives and strategy, the role of corporate social responsibility in forming business objectives, and the conflict between profit-based and wider objectives.



•  Assessing competitiveness – how to calculate labour productivity, turnover, retention and absenteeism and create strategies to improve performance, how to interpret financial statements and ratio analysis.



•  Managing change – the causes and effects of change, including the key factors and how a business can plan for different scenarios.





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.


Questions & Answers


The Questions & Answers section provides 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 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 or when you have revised a topic in preparation for the examination. Along with the sample answers this should give you a sound basis for sitting your exams in Business.


Pre-existing knowledge


For A-level Business it is recommended that you study Student Guides 1 and 2 before moving on to this guide. This is because a number of the basic business concepts that are discussed in Guide 3 are based on the foundation knowledge of those in the two previous guides. The most important requirement at this stage is an interest in the current news in terms of businesses you are familiar with, such as Apple or McDonald’s. Business is a subject that requires you to apply key terms to real businesses, so an interest in businesses in the news will help you significantly to contextualise the theories – it is the really enjoyable part of the subject and ultimately allows you to score highly in the exam.





Content Guidance



Business objectives and strategy


A business objective is a goal set by a business, usually in the medium to long term. Objectives are set at different levels of the business and can cover financial and non-financial issues important to the business’s success. Objectives set by the directors are referred to as corporate objectives and those set below this are called functional, team or individual objectives. Figure 1 shows the hierarchy of these objectives.
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Corporate objectives


Corporate objectives are goals set by a large business such as a public limited company (plc). Large businesses often have many different stakeholders, which for a plc include shareholders, employees and customers. When setting objectives, the different wants and needs of these stakeholders need to be taken into account.


A mission statement is a short statement of a company’s vision and values which helps to set aims and objectives. For example, Samsung’s current mission statement is: ‘Inspire the world, create the future.’ An aim is a generalised statement of what the business plans to achieve in the longer term. For example, one of Samsung’s aims is to become the largest mobile phone manufacturer in the world.


Corporate objectives and aims are normally developed from the mission statement and are usually set by those at the top of the organisation, such as the board of directors. Corporate objectives relate to the business as a whole whereas all objectives below this relate to only part of the business. All objectives must relate back to corporate objectives so that each level of the business is contributing to those objectives.


Corporate objectives should cover the areas shown in Table 1.


Table 1 Example of areas for corporate objectives






	Corporate objective area

	Example






	Market

	Market share






	Innovation

	New products






	Productivity

	Level of production






	Physical and financial resources

	Finance, business location






	Profitability

	Level of profit






	Management

	Management structure






	Employees

	Organisational structure, promotion






	Public responsibility

	Social and ethical behaviour, compliance with legislation
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Knowledge check 1


Give one reason why a mission statement can help motivate staff. Give an example of a mission statement staff might find motivating.
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The most effective business objectives are SMART objectives:


S – Specific – objectives are aimed at what the business does, e.g. Samsung’s objective is to have $400bn of sales for 2016.


M – Measurable – the business can put a value to the objective, e.g. Samsung’s sales can be measured throughout 2016.


A – Achievable – those employees who have responsibility for the objective should have the resources and authority to allow them to have a realistic chance of being successful, e.g. Samsung agrees this objective with the board of directors after looking at sales forecasts and market predictions.


R – Realistic – the objective should be challenging, but it should also be able to be achieved by the resources available, e.g. Samsung may need to increase production to support a greater number of sales, perhaps through opening new factories or improving capacity utilisation.


T – Time specific – there should be a time limit for when the objective should be achieved, e.g. by the end of 2016.


Corporate objectives are broken down into more detailed objectives for different functional areas of the business, such as production. The functional objectives are then broken down further into the different units or teams of the function. Ultimately these can then be translated into specific objectives for individual staff (see Figure 2).
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Exam tip


You need to be able to identify the most appropriate corporate objectives for a business and evaluate them against one or two elements of SMART. Do not forget to also look at the bigger picture of the business situation as this will help score high marks.
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Knowledge check 2


Give one reason why objectives that are not SMART could risk failure.
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Critical appraisal of mission statements and corporate aims


A good mission statement should differentiate the business from its competitors, be relevant to all major stakeholders, define the market in which the business wants to succeed, and inspire and motivate stakeholders, especially employees. It should also be brief, realistic, based on a consultation with stakeholders, be specific to the business and be supported by senior managers.


IKEA’s mission statement to make everyday life better is based on a partnership between the business, employees, suppliers and customers and appears to meet all the criteria of a good mission statement.


A good mission statement can give a business a clear sense of direction and acts as a form of advertising. However, mission statements can often be too vague, too long-winded and state the obvious. They may not reflect the reality of what the business values. Fine words mean nothing if a bullying manager gets promoted instead of disciplined. As a consequence, employees can be cynical about the mission statement, which risks undermining its value. That in turn can affect the achievement of aims and objectives.


Mission statements need to be authentic and should evolve as the business and its market changes.



Theories of corporate strategy


Corporate strategy is concerned with the overall purpose and scope of the business to meet stakeholder expectations. It defines the markets the business chooses to operate in and where the business is trying to get to in the long term in order to meet the needs of stakeholders. This can often be summed up in a mission statement.


Ansoff’s Matrix is a strategic marketing planning tool that links a business’s marketing strategy with its general strategic direction. It presents four alternative growth strategies as a table, known as a matrix (see Figure 3). The heart of Ansoff’s theory is the relationship between risk and reward.


The four strategies within Ansoff’s Matrix are:





•  market penetration



•  market development



•  product development



•  diversification
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Market penetration is where the business focuses on selling existing products to existing markets. This could be through maintaining or increasing market share, for example through competitive pricing, advertising or more personal selling. The aim may be to secure a dominant market position over competitors through aggressive promotion, penetration pricing and/or increasing repeat customers through schemes such as loyalty cards. The benefit of this strategy is that the business already has a good understanding of the current market, its competitors and customer needs, so investment in new market research is limited. The risks involved in market penetration are low – but so, too, is the potential reward.


Market development is a growth strategy where the business decides to sell its existing products into new markets. This can be done by entering new geographical markets, using new distribution channels and using new pricing methods to attract different customers or create new market segments. If this works it should bring in greater rewards than market penetration – but the risks involved are greater (for example, compare opening the first Costa in Mumbai, India, with opening the first one at Terminal 2, Heathrow Airport).
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Knowledge check 3


Thinking about the product life cycle, what element of Ansoff’s Matrix would be the best approach for a product extension strategy?
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Product development is where a business aims to introduce new products into existing markets. This may require the business to develop new skills in order to be able to create different products that can appeal to the existing market. This again is very risky: as an example, think of Walkers launching frozen roast potatoes.


Diversification is a growth strategy where a business markets new products in new markets. This is a highly risky strategy as the business has experience neither in the market nor of the products. It must therefore have carefully considered the gains and risks before adopting this approach. If diversification is successful though, there are huge business benefits. If one market is stagnant, another may well be growing, insulating a business from an overall decline in performance.


The benefits of using Ansoff’s Matrix include indicating the level of risk in the possible strategies for growth and the opportunity cost of alternatives, with aims and objectives being developed from each of the four approaches. However, one of the problems in using Ansoff’s Matrix is that it is a theoretical model only and does not take into account competitors’ activities.


Porter’s Strategic Matrix presumes that all markets operate in the same way. It is sometimes called Porter’s Generic Strategic Matrix due to this generalised view of markets. The matrix suggests there are four generic strategies a business can follow in order to gain a competitive advantage: mass versus niche markets and lowest cost versus highest differentiation strategies (see Figure 4).
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The bottom two quarters of Figure 4 are niche markets (and low market share). For example, Aldi had a 6% share of the UK grocery market in June 2016 (The Grocer magazine); its niche is the discount sector of the grocery market. Figure 4 shows its focus on low-cost operation within a niche market sector. To succeed with a focused low-cost strategy like Aldi, a business needs high levels of productivity, high capacity utilisation, high levels of bargaining power to negotiate low prices with suppliers, and effective management of technology and distribution channels.


Asda is a low-cost leader in a mass market with high market share but achieves its competitive advantage in a similar way to Aldi. As its costs are low it can pass those low costs on to customers in the form of low prices. 2015 figures suggest Asda was 25–30% cheaper than Waitrose.


Differentiation strategies are where the objective of the business is to add greater value or perceived greater value to a product or service than the amount it has cost the business to produce that product.


In Figure 4 Sainsbury’s can be seen to be operating a high differentiation strategy in the mass grocery market (16.2% market share in 2016). This strategy has been achieved through branding which has successfully added value to Sainsbury’s products, such as the ‘Taste the Difference’ range.


The other differentiation strategy that can be used in Porter’s matrix is for niche markets, where businesses such as Waitrose (5.3% market share in 2016) aim to differentiate themselves in only a small number of target market segments. This approach is about targeting clearly identifiable customer needs and wants with higher-quality products with high levels of customer service. Waitrose claims special concern about the source of its supplies (perhaps organic or free range), creating the perception that customers are paying more for a better quality product. This allows Waitrose to charge higher prices to the smaller number of customers who are prepared to pay, known as a focused differentiation strategy.


Problems with Porter’s Strategic Matrix include that businesses tend to operate in a number of ways and grouping them into four is too simplistic to provide a strategy that is useful. It also presumes a market is static, whereas in fact most markets are evolving, particularly dynamic markets such as those based around technology. The approach therefore needs to be one of a number of methods to help create corporate strategy.
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Knowledge check 4


Which one of Porter’s four strategies should a luxury brand car producer such as Rolls-Royce be pursuing and why?
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Aim of portfolio analysis


Portfolio analysis is a method of analysing a business’s products according to their potential. It is based on the Boston Matrix (see Student Guide 1), which assesses each product in terms of the market growth in its segment plus its market share. It can be used to prioritise resources such as the cash to put behind its marketing spending. It may also be the starting point for selling off some brands to focus on others (as Unilever has done for decades).


The aim is to provide a framework for a business to look at the opportunity cost of investing in its different products, for example where to spend a limited marketing budget for the greatest return. This can be developed into international portfolio analysis, which can look at a country’s attractiveness, for example market size, compared with its competitive strength, for example market share.
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Exam tip


Questions in the exam may leave it to you to decide which tools you can use to analyse a problem. So make sure you choose the most appropriate ones.
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Achieving competitive advantage through distinctive capabilities


A distinctive capability is a special quality within a business that is the product of the people employed there. It is more than just a set of skills because it occurs when the whole is more than the sum of the parts. Land Rover’s distinctive capability is its mastery of how aluminium can be used to build cars that are strong but light. No other major car maker in the world knows as much about aluminium as Jaguar Land Rover.


From a distinctive capability can come a competitive advantage. For Land Rover the benefit has shone through in its Evoque model, which benefits hugely from an aluminium frame. That can feed through to an especially positive consumer image – for technology perhaps, or, like Apple, for great design. For example, James Dyson’s creation of a unique bag-less vacuum cleaner gave the product a distinct technological capability that allowed the business to gain a 15% share of the US market in two years and to develop into the market leader by 2015 (www.dyson.co.uk/community/aboutdyson.aspx).


Effect of strategic and tactical decisions on human, physical and financial resources


A tactical decision is a short-term response by a business to opportunities or threats, whereas a strategic decision is a long-term plan of action to achieve business aims and objectives. Tactical decisions are normally easier to change than strategic ones as they are less permanent.


Strategic decisions on human resources may include long-term plans to build up a workforce, for example hiring more staff to build cars on a production line. This scenario would impact on both the physical and financial resources of the business as it is likely it would have to invest in new machinery (physical) and train and house the new employees to ensure they were productive (financial). All this takes a great deal of planning and time, so cannot be easily reversed.
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Knowledge check 5


What may happen to the pricing of a business’s product or service with distinctive capabilities?
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SWOT analysis


SWOT analysis stands for internal Strengths and Weaknesses and external Opportunities and Threats. It is a method for analysing a business, its resources and its environment.


The aim of SWOT is to discover what the business does better than the competition, what competitors do better, whether the business makes the most of opportunities available and how the business should respond to changes in the external environment. The result of the analysis is a matrix of positive and negative factors to help the business plan a strategy.


In order to use SWOT a business needs to establish its current performance in the market compared with that of its competitors.


Internal strengths and weaknesses: prioritise those that are important to success and those that are less important. This includes brand image, sales and revenue figures, like-for-like sales and market shares and capacity utilisation. The key to looking at the most important issues for a business is to focus on the data that directly contributes to corporate objectives. For example, Table 2 shows the SWOT technique applied to the UK hotel industry and includes the strength of more inward tourism in London. On the weaknesses, cash flow is a potential problem which could be clarified by looking at income and expenditure figures throughout the year together with hotel room occupancy rates.


Table 2 Strengths, weaknesses, opportunities and threats for the UK hotel industry






	Strengths

	Opportunities






	




•  Inward tourism has been rising steadily: a major strength in London and Edinburgh



•  The industry has quite a high, positive income elasticity, so as people get more affluent they use hotels more







	




•  British hotels such as the Ritz, the Savoy and Claridges are world-famous; this gives huge potential for growth overseas



•  After five years of dither, the British government committed itself in 2015 to cutting the crazily high price of a visa for Chinese citizens; this should help boost tourist numbers












	Weaknesses

	Threats






	




•  Inherently a seasonal business, especially away from city centres such as London; this makes cash flow and capacity utilisation problematic



•  Lack of commitment by young English people means the industry is heavily reliant on immigrant – and therefore possibly transient – labour
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