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Examiner tips


Advice from the examiner on key points in the text to help you learn and recall unit 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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Summary




•  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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Questions & Answers
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About this book



The aim of this guide is to help you to maximise your grade in the OCR examination: Strategic Management (F297). The information contained in the guide has been organised to mirror the textbook, OCR Business Studies for A2 by Andy Mottershead, Alex Grant and Judith Kelt. This order reflects the order of the topics within the OCR specification. If you have not got a copy of the specification, it is worth downloading from the OCR website (www.ocr.org.uk), as you will then be able to tick off the topics as your revision progresses.


The guide is divided into two main sections to make your revision easier.




•  Content Guidance. This section, which closely follows the OCR specification, outlines all the topics on which you may be tested in the examination.


•  Questions and Answers. In this section there is a case study for you to attempt. The case study is very similar to what you can expect to see in your examination. There are exactly the same number and type of questions to enable you to become familiar with the format of the paper. Sample A-grade answers are provided to help you see what is required to reach this grade. Examiner’s comments explain how each student answer is awarded marks, and highlight the exact point at which a particular level is awarded, so that you can quickly and easily adopt a similar strategy in your answers. The comments also indicate why some students’ answers fail to achieve an A grade.








Content Guidance


Business objectives and strategy


Objectives


In discussing objectives, you will need to incorporate a discussion of all areas of the business and be able to show how the actions of one department affect the others. Objectives may be long term or short term. The communication of objectives to large numbers of people may be difficult for managers, but if this is done effectively, the end result is much more likely to be successful.
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Examiner tip


This module is about management objectives. In any case study, think about where the business is now, where it wants to be in the future and how it is going to get there.
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A mission statement


A mission statement:




•  sets out the purpose of the business


•  includes information about values


•  may include the firm’s policy on the environment and ethics


•  makes all those involved in the business aware of its aims and objectives


•  is not an end in itself — the business must ensure that the values in the mission statement impact on every action in its day-to-day business





Aims and objectives


The aims of a business depend on a number of factors including:




•  the age of the business


•  the size of the business


•  the market in which the business trades


•  whether the business is in the private or public sector


•  the wishes and priorities of the owner or the board of directors





Strategic objectives


Any business will have one or more of the following strategic objectives:




•  survival


•  profitability


•  growth


•  market share





The achievement of strategic or long-term objectives will require tactical or short-term objectives to be put in place (see F291 Module 1).



Survival




•  In its early years, a business needs to establish itself in the market.


•  Start-up costs are likely to be high. Loans may have been taken out from banks or friends and family. These will need to be repaid.


•  Profitability is difficult to achieve in the early months and years. Cashflow may be the main problem faced by a business at this stage. This is the main reason for failure in new businesses.


•  Setting realistic objectives is vitally important at this stage.





Profit




•  The amount of profit the firm sets as an objective will depend very much on the wishes of those running the business.


•  Some sole traders will make a balance between profit, working hours and quality of life their strategic objective.


•  Larger businesses may find this objective dictated or constrained by the wishes of shareholders or the financial markets.






Growth and market share




•  Once established, the business may wish to gain a competitive advantage.


•  This is likely to involve growth into different areas of an existing market or into new markets.


•  Ansoff’s matrix lays out the possible strategies for growth available to a business.
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Figure 1 Ansoff’s matrix
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Knowledge check 1


Name the four major strategic objectives for a firm as it grows.
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Other strategic objectives


Part of a business’s strategic objectives may involve satisfying other stakeholder objectives. These may include:




•  shareholder returns (earnings per share)


•  market leadership and status


•  diversification into new markets to spread risk


•  environmental or ethical concerns






Stakeholder objectives





•  Traditionally, businesses have wanted to achieve the maximum returns for their owners. That is not now the case. Managers now need to respond to a range of stakeholders.


•  These include customers, employees, the bank and the community.


•  Customers are increasingly interested in environmental and ethical concerns.


•  A business that treats its employees well will usually be rewarded by motivation and loyalty.


•  Paying suppliers quickly will often result in greater cooperation.





Stakeholder conflicts




•  At times, the demands of one group of stakeholders may conflict with those of another.


•  The need for profit for shareholders may conflict with demands for ‘greener’ production from customers. A business might be prepared to use more costly distribution channels if they result in a smaller carbon footprint.


•  The requirement to treat employees well may result in higher costs for companies.
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Knowledge check 2


Give an example of stakeholder conflict for a business like the Body Shop.
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Risk and reward




•  When setting objectives, businesses will need to balance the demands of risk and reward.


•  For businesses in areas like pharmaceuticals and electronics, it may be necessary to take risks and to spend large amounts on research in order to achieve future profits and stay ahead of the competition.


•  Some sectors and businesses, however, will be risk averse. This will limit their ability to make large profits and be competitive.
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Analysis


There are many opportunities for analysis using objectives. It is possible to discuss the effect of choosing a particular objective on revenue or profitability or to analyse the effect on a variety of stakeholders. For example, if a business makes growth its main objective, this may mean that the shareholders need to accept lower dividends to enable the firm to invest in new equipment.


Evaluation


Choosing growth as an objective will have a variety of short- and long-term implications for the firm and its stakeholders. Dividends may be lower in the short term, but the long-term result should be improved profitability and better dividends. Discussion that weighs up these implications for the business and its stakeholders will gain evaluation marks.
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Strategic planning


Planning for the future is an important aspect of any business, regardless of its size. Successful businesses plan for the future in all sorts of ways.




•  Is it necessary to introduce new products?


•  How can we compete effectively?


•  Do we need to look for new markets?


•  How are we going to raise finance?


•  Will we be able to find enough trained employees?


•  What is likely to happen in the economy?
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Knowledge check 3


Outline how a business’s strategy is different from its tactics.
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Developing a strategy



Internal audit
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Figure 2 An internal audit




•  An internal audit will be used to assess the strengths and weaknesses of the business.


•  This is used to provide accurate information about each department.


•  The best internal audits provide up-to-date accounting and statistical information: for example, cashflow forecast and labour turnover figures.


•  The business needs to compare itself with its major competitors.






External audit
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Figure 3 An external audit




•  The external audit looks at opportunities and threats in the external environment.


•  Businesses need to be aware of the constantly changing environment in which they operate.


•  The business then needs to consider the implications and take steps to deal with them.





The factors that affect a firm externally will be part of a PEST analysis.




•  Political. Any of the actions of government can have an impact on a firm. This might be legislation on food hygiene or the movement of animals, tax changes or employment legislation.


•  Economic. The economy is vitally important in the success of a business. Changes in the value of the currency, recessions and booms will all have an impact on demand and sales.


•  Social. Changes in the characteristics and distribution of the population will influence a firm’s sales and have an impact on the size and skills of the workforce. An increase in the number of young people going to university will improve the skills and qualifications of labour in the long term, but it might create a medium-term shortage of workers.


•  Technological. Changes in technology offer the opportunity to improve efficiency, but they may also bring high investment costs and the threat of redundancy and discontent among employees. The introduction of more robotic assembly lines will be expensive. The result should be improved efficiency, but at a cost.





Other factors might include:




•  Competition. The extent and success of the competition is always a potential threat for a business. A plan to open a new supermarket must take the existing competition into account.


•  Culture. Businesses need to take account of the characteristics of their market and its needs. Changes in population must be taken account of in the range of goods that a business is selling.


•  Ethics. Ethical behaviour is becoming increasingly important in the eyes of the consumer. The recent discussions on bankers’ bonuses has shown how strongly the public will respond to perceived unethical behaviour.


•  Environment. This already plays an important part in the operation of business and the economy. The need to be aware of environmental concerns is likely to increase as time goes on.





All of the information gained from these audits needs to be put into a SWOT analysis. This could be considered along with Ansoff’s matrix (see p. 7). The SWOT analysis must then be used to help with strategic planning for the future of the business.
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Examiner tip


It would be useful if you can develop a comment about a business audit beyond the usual points about strengths, weaknesses, opportunities and threats. Audits allow a firm to identify problematic issues before they occur. It can therefore have in place systems and staff that can deal with those issues when they arise. Audits also allow a firm to identify and prioritise areas for change.
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Analysis


To achieve analysis it is possible to consider any of the elements that may affect a firm in relation to its future strategic plans. For example, having investigated the threat posed by competition, a business might decide to undertake market research to find a new niche in the market. This would be a costly exercise, but it could secure the business’s profits as a result. Similarly, the expectation of a boom in demand could encourage a firm to undertake investment and training in order to improve efficiency.


Evaluation


Evaluation can be achieved by looking at the short- and long-term effects of strategic planning or by considering and ranking a series of implications. For example, a firm might feel that there is going to be a decline in demand for its products as a result of its strategic planning. As a consequence, it might decide to allow natural wastage to reduce its workforce and delay decisions for expansion. These actions might help the business cope with the decline in demand in the long term, although the short-term implications, particularly among employees, might create problems.
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Stakeholder objectives and strategic management


In any strategic management case study, it is essential to be able to consider how the various stakeholders of the business are affected by or can influence the business.


A stakeholder is a person or group of persons who is/are affected by the actions of the business.


OR


A stakeholder is a person or group of persons that may influence the actions of the business.


Most stakeholders will want the business to be a success (see below).


Typical stakeholders and their objectives






	Stakeholder

	Objectives






	Owners/directors 

	Return on investment, profit via dividends, growth of the business, low costs






	Employees

	Job security, good pay and conditions, career progress






	Customers

	Good-quality products at reasonable prices, good customer service






	Suppliers

	Regular orders, good prices, prompt payment






	Government

	Good profits (taxable), high sales (more tax), stable prices (inflation), sales abroad (balance of payments), large number of employees (employment)






	Banks

	Prompt payments for borrowing, offer banking services for businesses






	Local community

	Jobs and therefore additional demand for goods and services







Many of the above stakeholders have matching objectives. The owners of the business want to see sales increase because this may lead to a higher level of profit, while employees will want sales to increase as this will provide a greater sense of security and an opportunity for higher wages.


However, there are frequently conflicts of objectives between stakeholders. Higher wages are an additional cost to the business that could reduce profits, and this would not be viewed favourably by the owners or the shareholders, as it would reduce dividends. Similarly, suppliers would welcome increased sales, but any attempt to reduce costs by negotiating lower prices from suppliers would not be welcomed by the latter.


The management of a business has to decide which stakeholder is more important at any given moment in time and act accordingly. However, the business will need to think long term as well as short term. Increasing investment expenditure will reduce the likelihood of increased profits in the short term. However, such investments will benefit shareholders in the long run.
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Knowledge check 4


What is a SMART objective?
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Typical stakeholder conflicts


The table below shows a range of common stakeholder conflicts.






	Business situation

	Stakeholder conflicts






	Increased desire for efficiency savings to remain competitive

	

Shareholders — happy as savings and remaining competitive will boost profits.


Employees — less happy as efficiency savings may lead to job losses.









	Increasing prices paid to suppliers

	

Suppliers — happy as revenue will increase if quantities purchased remain the same.


Customers — less happy as they may have to pay more for the goods or services.









	Increased production

	

Employees — happy as increased production enhances job security and may provide opportunities for overtime payments.


Local community — less happy as increased production may mean additional pollution and traffic as goods are distributed. But some parts of the community may be happy, especially the local retailers.









	Increased profits

	

Shareholders — may be happy if the profits are distributed, but less happy if the business decides to retain a significant proportion for investment.


Banks/lenders — will not be as happy if profits are used for investment, as it is less likely the business will require a loan to finance the investment.









	Reduction in waste and pollution

	

Shareholders — less happy in short term as costs will increase and therefore possibly reduce profits. Happy in long term as reputation of the business is increased, adding to sales and profits.


Local community — happy as less pollution enhances the local environment.


Government — happy as its targets for less landfill and reduced emissions more likely to be met.


Employees — happy with improved working conditions, but less happy if savings are required to cover the additional costs of reducing waste and emissions, leading to redundancies.










There are no right answers to how management should decide its strategy to achieve any given objective. However, since 2006 there is a legal constraint that may influence how directors act.


The Companies Act (2006) requires directors to act in such a manner as to promote the success of the business and states that they should consider:




•  the long-term consequences of their actions


•  the interest of their employees and the company’s relationships with its suppliers


•  the impact of its operations on the local community and the environment





The legislation does not, however, solve the problem of conflicting objectives and the strategic management of the business. The three factors listed above could be in themselves conflicting!





[image: ]






Analysis


Level 3 marks can be gained by ensuring that you offer implications of the strategy used by a business and its effects upon various stakeholders. It is important to spell out clearly what the implications are and how they will arise as a result of a specific strategy implemented by the business. Ensure that you select appropriate implications and ones that are likely to occur. In other words, try to be realistic in the context of the business and its situation as presented in the case material. You may also write about how a stakeholder will react.


Evaluation


Offering a judgement about which stakeholder will be affected the most is one route to Level 4 marks. It is again important for this module to consider the evidence in a balanced manner before reaching a judgement. Remember, there may be numbers available as evidence to help justify your ideas.
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Summary




•  Objectives are the targets of a business. They can be strategic (long term) or tactical (short term). Objectives are different from the firm’s mission statement which is a more general declaration of the purpose of the business.


•  Successful objectives are likely to be SMART. Objectives must not be too ambitious; risk will have to be balanced against reward. Usually, a large potential reward is associated with taking a large risk whereas low risk is associated with a low potential reward.


•  A business may conduct an internal and an external audit as part of its planning process. The information gained can then be considered using a SWOT analysis and objectives can be set.


•  Strategic planning can help to reduce risk because it allows a business to identify both profitable and problematic situations in advance. Strategic planning is therefore an important aspect of running a business whatever its size.


•  A consideration of stakeholder needs will also be part of the strategic planning process. The objectives of the business will reflect stakeholder objectives. However it has to be recognised by those setting strategic objectives that there may be conflicts between the desires of different stakeholders and so, in the short run at least, meeting a strategic objective does not necessarily mean that all stakeholders will regard the business as ‘successful’.


•  A regular, formal review of progress towards the achievement of (both strategic and tactical) objectives is essential.








[image: ]



Business analysis




Market analysis


Knowledge of the market and of the needs of consumers is important for any business, especially when it wants to introduce a new product to the market.


Market research


Market research can be carried out by specialist firms, but the internet and improvements in communications have made it possible for firms to carry out their own research much more effectively. Information can be collected by using:




•  feedback from sales staff on the state of the market and changes in consumer demand


•  consumer focus groups


•  internet market research


•  online customer panels


•  customer satisfaction questionnaires


•  market research phone calls to customers


•  specialist magazines
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Examiner tip


The method of research used will depend on the nature of the business and its research needs.
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Market share




•  Market share is the proportion of a market that is under the control of a business.


•  In oligopoly, firms are often more concerned about market share in the short run than they are about profit.


•  Market leadership has advantages for a business. It allows them to set the bar and influence consumer demand. It also puts them in a powerful position when negotiating with contractors.





Market size and growth


Market size can be measured by volume or sales value (turnover).




•  Firms are interested in whether the market is growing or shrinking and what share of that market they control.


•  A falling share of a shrinking market will need investigation and action.


•  Market growth may come from a variety of sources. These may be improved living standards, population growth, changes in tastes or changes in expectations.
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