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Introduction

This book introduces you to Business. It has been written to meet the requirements of the Cambridge International AS & A Level Business syllabus (9609) for examination from 2023. 

The syllabus (9609)

The Cambridge International AS & A Level Business syllabus is based on five topics which are studied at both AS Level and A Level. These are:


	»  Business and its environment


	»  Human resource management (HRM)


	»  Marketing


	»  Operations management


	»  Finance and accounting.




The AS section of the syllabus gives you the opportunity to understand what happens inside businesses and introduces you to key business terminology. It also looks at the four internal functions of businesses providing an understanding of how they operate and how businesses manage workforces, research and satisfy customer needs, manage the process of creating goods and services and manage their finances. You are encouraged to consider the working of these internal functions in different business contexts.

The A Level material builds on AS content and is based around the concept of strategy. It looks in detail at the external influences on business activity and encourages you to take account of what is happening in the real world. The syllabus looks at ways in which businesses can develop, plan and implement corporate strategies. It also covers the strategic elements of the four business functions introduced at AS and encourages you to think about these in business-wide contexts.

The features of the book

The book will guide you through the Cambridge International AS & A Level Business programme of study, although you should supplement it with research into businesses in your own and other countries. You are fortunate that there is an immense amount of information available about businesses, their behaviour and the environments in which they operate. The internet is an enormous and valuable resource and you will also find that newspapers, magazines and television contain a lot of relevant information. However, business activity takes place around you all the time: when you are shopping, travelling to and from school or college or enjoying leisure activities such as visiting the cinema. There are many opportunities for you to see the operation of some of the models and theories you will study.

This textbook includes the following features:

Chapter overview

At the outset of each chapter there is guidance on the material that is covered in the chapter. This shows the knowledge that can be gained from studying this chapter.

Glossary terms

These boxes contain descriptions of highlighted glossary terms used throughout the book to help explain additional concepts.

Handling data

This feature is designed to help to develop relevant numerical skills such as conducting calculations and interpreting numerical data.

Case study

There is a diverse range of case studies to illustrate how theories and concepts operate in the real world. These all have questions to help you to develop the skills needed in preparation for your examinations.

Study tip

These appear throughout the book and are designed to help you to understand the material that you have studied and to prepare for your examinations.

Test your learning

At the end of each chapter there is a range of questions and activities to help you to reinforce your learning and to develop the necessary skills.

The key concepts

The syllabus is based on the six key concepts set out below which should underpin your study of the subject matter. Familiarity with these key concepts can help you to understand the material in this resource and the syllabus, and help you think about how these can be applied to diverse business scenarios and questions.

As these concepts are an essential aspect of the syllabus, they have been signposted throughout the textbook using the associated icons. The syllabus definitions of these key concepts can be found within the syllabus on the Cambridge International website, but we discuss these further here:

Change [image: Image]

All businesses are subject to change and have to respond to it regularly and frequently. Change may be internal, perhaps following the appointment of a new leader which could, for example, result in a new organisational culture, new methods of production and the targeting of new markets. Alternatively, it may be external, perhaps as a consequence of a change in the business environment; the UK’s recent decision to leave the European Union is a prime example. Managing change effectively contributes to business success.

Context [image: Image]

Businesses operate in diverse contexts and these have a major influence on decision-making. A decision that might be appropriate and successful for a small family-owned business facing a drop in sales may be entirely unsuitable for a large multinational manufacturer facing the same problem. You need to understand the importance and impact of context.

Decision-making [image: Image]

Change can create a need for decision-making. Decisions can be taken by stakeholders within the business as well as those outside of it. Decisions may be based on instinct or a ‘hunch’, or on the analysis of the available quantitative and qualitative data. Decisions can be taken at different levels within an organisation and may impact on part or all of it.

Enterprise [image: Image]

Enterprise is the ability to make new ideas work and thus enables businesses to take advantages of opportunities that may exist. Enterprise is not simply limited to start-ups; in a changing world, enterprise is vital for competitiveness.

Innovation [image: Image]

Innovative businesses are more able to develop new products or better ways of producing them. This helps to enhance competitiveness and strengthen performance by leading the field rather than being a more passive follower.

Strategy [image: Image]

A business’s strategy is its long-term plan to achieve its objectives. Successful businesses are able to develop and implement effective strategies through analysing the business environment and the opportunities available and making appropriate choices.

The structure of the AS and A Level examinations

There are two examination papers for AS and two for A Level Business. The subject content of AS Business is assumed knowledge for the A-Level papers.

AS Level Paper 1: Business Concepts 1


	●  This paper carries a total of 40 marks and has a duration of 1 hour 15 minutes.


	●  It tests the entire AS element of the syllabus.


	●  It comprises two sections:


	●  Section A contains four short answer questions. The first three questions are split into two parts each.


	●  Section B contains two essay questions, one of which must be answered. The essays are split into two parts each.


	●  Section A and Section B each carry a maximum of 20 marks.








AS Level Paper 2: Business Concepts 2


	●  This paper carries a total of 60 marks and has a duration of 1 hour 30 minutes.


	●  It tests the entire AS element of the syllabus.


	●  It comprises two data response questions which may be based on text and numerical data. Each question is split into six parts.


	●  Each of the two data response questions will carry a maximum of 30 marks.




A Level Paper 3: Business Decision-Making


	●  This paper carries a total of 60 marks and has a duration of 1 hour 45 minutes.


	●  It tests the entire A Level syllabus and builds on AS knowledge and understanding.


	●  It is based on a case study which includes prose, tables of data and numerical or diagrammatic appendices.


	●  The case study will normally have five questions attached to it. 




A Level Paper 4: Business Strategy


	●  This paper carries a total of 40 marks and has a duration of 1 hour 15 minutes.


	●  It tests the entire A Level syllabus, and builds on AS knowledge and understanding.


	●  It comprises two questions, each worth 20 marks, based on a series of numerical and non-numerical data relating to a case study.




The information in this section is based on the 9609 syllabus for examination from 2023. You should always refer to the appropriate syllabus document for the year of your examination to confirm the details and for more information. The syllabus document is available on the Cambridge International website at http://www.cambridgeinternational.org.

Preparing for Business examinations

The Business syllabus requires you to understand the relevant theories and concepts set out in the syllabus and covered in this book. However, you will also need to know how to organise ideas, construct arguments, make decisions, solve problems, conduct calculations and interpret data. Finally, it is important for you to ensure you know how to apply your knowledge to business scenarios, such as those set out in questions that relate to data response materials or case studies.

This textbook contains numerous questions throughout, and at the end of, each chapter which have been designed to help you to develop these essential skills.

Malcolm Surridge & Andrew Gillespie

A note on the exam-style questions

Exam-style questions (and sample answers) have been written by the authors. In examinations, the way marks are awarded may be different. References to assessment and/or assessment preparation are the publisher’s interpretation of the syllabus requirements and may not fully reflect the approach of Cambridge Assessment International Education. Cambridge International recommends that teachers consider using a range of teaching and learning resources in preparing learners for assessment, based on their own professional judgement of their students’ needs. Third-party websites and resources referred to in this publication have not been endorsed by Cambridge Assessment International Education.






1 Business and its environment

AS LEVEL
1.1  Enterprise


Chapter overview

In this chapter we examine:


	★  the nature and purpose of business activity; for example, we look at factors of production, the business environment, what businesses do and the concept of adding value


	★  the differences between local, national, international and multinational businesses


	★  the role of the entrepreneur and intrapreneur; for example, we consider why entrepreneurs are important to the economy, and barriers to entrepreneurship


	★  business risk and uncertainty


	★  business plans; for example, we consider the purpose of business plans, their key elements and their limitations. 






1.1.1  The nature of business activity

The purpose of business activity [image: Image]

What will you do this weekend? Have you got a part-time job to earn some money? Are you going to go out to a café or go shopping in the town centre? Whatever you do, you will come into contact with many different businesses, either as a consumer buying and using their products or as an employee working to create them. Businesses are everywhere! Just think of the last time you went shopping – the outlet where you shop is a business, it has bought the products from a supplier, they were transported by a delivery business and the firm probably uses another business to help promote itself. In every transaction between a customer and a business, many other businesses will have been involved to bring about that exchange.

There are many different definitions of a business, but what they tend to have in common is the idea of someone (or a group of people) working in an organised way to achieve a given target. Notice the key elements of this definition – firstly, the activities of those involved are organised in some way and, secondly, the business is created with a specific purpose in mind: often the business objective is profit but, as we shall see later, there are many other reasons why people set up in business. Using a definition of organised activities and a given target, many organisations such as hospitals and even schools could be classified as businesses. They may not have profit as a target, but they do involve many different people working together, planning and organising what they do in order to achieve targets, such as helping people get better more quickly or improving the quality of students’ education.

The transformation process

All businesses are involved in the transformation process. They take inputs and transform them in some way to produce outputs that they hope consumers will want.

[image: image]
▲  Figure 1.1 The transformation process

Inputs

The inputs into a business are also called the factors of production. These are:


	»  land


	»  labour


	»  capital


	»  enterprise.





GLOSSARY TERMS

Business objectives are measurable targets set by the business, such as sales or profits that have to be achieved within a given time period.

The transformation process involves converting inputs into outputs.

The factors of production are the inputs into the transformation process of a business; namely land, labour, capital and enterprise.



Land

This involves choosing the location of the business. This is critically important for businesses such as shops and cafés. For other businesses such as farming, what will matter is the quality of the land in terms of the ability to grow different crops or rear livestock. The success of a farming business will be directly affected by changes to the quality of the land and the weather. For some businesses, what will matter is access to resources; for example, oil drilling and mining businesses need to be near the natural resources. The significance of land as an input will be particularly high in the primary sector.

Under the heading of land we also include premises. The amount of space available to a business can affect how much can be produced or how many customers can physically fit in the restaurant or store. The nature of the premises can also affect the working environment and people’s motivation. For example, working in a modern office with a good canteen, parking spaces and a central location might be appealing to employees.


GLOSSARY TERM

The primary sector is the first stage of production and includes extracting or growing resources. Farming, mining and fishing are all part of the primary sector.



Labour

Organisations will need staff. The quality of employees in terms of their skills, their attitudes (for example, to customers), their willingness to work and their natural abilities will have an influence on the success of any business. What makes a film a great success? The quality of the writing, the acting and the production – people play a key role in the success of any film. Many films therefore promote themselves on the basis of who the actors are or who the director is. Similarly, universities promote their professors. Music labels promote their bands. Publishers promote their author list. So people can be a crucial element of the transformation process.

Capital

The word ‘capital’ has many meanings. In this instance, we mean the equipment used by businesses. The coffee machines in the coffee shop, the ovens in the fast-food restaurants, and the scanning equipment in shops are all examples of capital equipment. The amount and quality of the capital equipment in a business can affect the service it provides. For example, the online retailer Amazon is admired for the efficiency with which it processes an order and is able to make suggestions to customers of what else they might like to buy. These rely on the quality of Amazon’s warehousing facilities and computer programs.

Enterprise

Enterprise refers to a set of skills that develops new ways of doing things or new things to do. Enterprise refers to the ability to be creative and innovative, to come up with new ideas, to combine resources in different ways and to be willing to take risks. Enterprise brings together the other factors of production to create and make a business idea competitive.

The choice of inputs [image: Image]

The choice of inputs into the business and who supplies them can affect:


	»  the costs of a business


	»  the quality of the final product (and therefore sales).




In recent years, customers have become increasingly interested in what resources are used in a production process and where they have come from. Firms may highlight the fact that they use recycled materials, that their supplies come from local businesses or that their ingredients are ‘natural’ or ‘organic’.

Firms will also face the choice of whether to buy in some materials or produce them themselves. Tyrrells uses the fact that it grows its own potatoes when it promotes its potato crisp products. Most other crisp manufacturers buy in their potatoes.

Outputs

The output of a business is a product. A product may be a good or a service, or a combination of the two.


	»  A good (or a product) is a tangible physical item, such as a car or a laptop computer. Businesses can produce and stock them. This means that they can produce or purchase the goods that they sell in advance of demand; for example, a store may stockpile new electrical goods before a busy selling period.


	»  A service is intangible. Examples of services are education, creating music, hairdressing and physiotherapy. Most businesses in more developed economies are in the service sector. Services cannot be stored; they have to be produced for customers as they are needed. This can create problems, because if there is a rush of customers, there are no products stockpiled and so queues form or waiting lists have to be introduced.




In many cases, a business provides a combination of goods and services. For example, you may choose a restaurant because of the food you can eat there (the goods) but also because of the waiters, the environment and the way you are treated (the service).

Most outputs are intended for sale. A firm produces goods and services to sell to customers. However, there may also be by-products from the transformation process; for example, a firm’s production may create waste and pollution. Many customers pay attention to these issues and, increasingly, firms are considering the effects of their production on other groups, such as the local community. Some by-products may also form the inputs to other industries.

For most products there is a series of stages in the transformation process which are involved in taking the initial materials and ending up with the final product. The author JK Rowling took her imagination and a computer and turned her ideas into magical manuscripts for her Harry Potter books. The publishing company worked with the author, designers, editors, a marketing team, a printing business and a distribution business and turned the manuscripts into a series of books. Bookstores take a range of books and transform them into a retail experience for the customer. A series of transformations has gone on to get the idea from the author’s mind into a book and into the hands of the reader.


► CASE STUDY

Dabbawalla

[image: image]
▲  Figure 1.2 A busy dabbawalla delivery in Mumbai

Every day in Mumbai, India, around 250 000 people get their lunches delivered by ‘dabbawallas’. A ‘walla’ means a ‘doer of something’ and a ‘dabba’ is a stainless steel lunchbox. The lunchbox is picked up from the customer’s home and taken to a sorting station. The lunchboxes are then divided up according to destination and delivered on bike, on foot or taken on the train. After lunch, the box is collected and taken back to the customer’s home. This is an incredibly efficient but very labour-intensive and low-technology process, with almost no boxes going missing or to the wrong address. The price is so low that it is easier to pay for the delivery than to take your lunchbox with you on your journey to and from work.

Questions


		1  Explain one way in which the dabbawallas transform inputs into outputs.


	[3]


		2  Evaluate how you would measure the success of this transformation process.


	[12]






[image: image]
▲  Figure 1.3 Chain of operations

Businesses need to identify exactly what they want to provide in terms of the range and quality of products they offer. For example, do they want to specialise in a few types of items or provide a wide range of goods and services? Businesses also need to decide on the resources they will need in order to provide the product to the standard they want for their customers. There are a number of questions involved here: How many people are needed? What skills are needed? Will they be trained? What materials will be used? What equipment? And so on. Businesses need to find a way of generating a product that customers value so much that they will pay more for it than it costs the business to produce.

Adding value

Adding value occurs in a transformation process when outputs are produced that are worth more than the inputs brought in to provide them.

For example, artists such as Andy Warhol, Vincent van Gogh, David Hockney and Rembrandt took their imagination, paint and canvas and produced amazing works of art that now sell for millions of dollars: far more than the cost of the items used up in their production. They added value via the transformation process.

Jamie Oliver, a famous chef, takes standard ingredients such as meat, herbs and vegetables, puts them together in a unique way and comes up with a fantastic meal. He takes ingredients that many others may use but transforms them in a way that appeals to customers, sells books and attracts viewers for his TV series. Clearly, he has added value by using his talent, creativity and personality.


GLOSSARY TERM

Adding value occurs in a transformation process when outputs are produced that are worth more than the inputs brought in to provide them.



Adding value can be done in ways that may seem odd to some. Here are some examples:


	»  Some companies buy new jeans and then stretch them, batter them and fray them to make them look distressed while, at the same time, more than doubling their price.


	»  Bottled water that sells for $10 a bottle comes from King Island, near Tasmania. It is called ‘Cloud Juice’ and is claimed to be the purest in the world. It is rainwater that has been collected from a plastic roof and then bottled. It is supposed to be so pure because it comes from rain clouds that travel 7000 miles from South America without passing over any land, and therefore not encountering pollution.


	»  One of the most expensive coffees in the world is Luwak Coffee. This is made from coffee cherries that have been eaten and digested by common palm civets (a type of animal). The civets use their keen sense of smell to select the choicest and ripest beans. The beans are supposed to be much sweeter as a result of the digestion process and, having passed through the animal, they are hand-collected from the jungle floor.




To increase the value it adds, a business might aim to:


	»  reduce the costs of producing the product. This means cutting back on waste, ensuring the best price for the supplies and making sure that mistakes are not made. All activities that do not create value need to be examined to see if they are truly necessary.


	»  increase the perceived benefit of the product in the eyes of the customer. This could be through building the brand or developing a unique selling proposition (USP). A USP is a feature of the product that makes it different from competitors’ products for the customer; for example, a product may be perceived as better quality, better designed, more reliable or more user-friendly than competitors’ products.





STUDY TIP

When answering questions, you may need to think about how different firms create value. What can businesses do to add more value? Should they focus on the benefits they are providing, or try to control costs more effectively?




► CASE STUDY

FedEx

FedEx connects people with goods, services, ideas and technologies. By doing this, FedEx says it creates opportunities that drive innovation, energise businesses and help communities improve their standard of living. FedEx says it does far more than deliver packages. It says it delivers joy in the holidays, provides hope to survivors of natural disasters and solves business problems. Its network extends to over 220 countries and territories. Its 490 000 team members are united behind the FedEx promise to ‘make every FedEx experience outstanding’. FedEx has over 180 000 vehicles and nearly 680 planes. It delivers over 15 million packages on an average day and deals with over 250 requests linked to package tracking each day.

Source: www.fedex.com/en-us/about/company-structure.html

Question


		1  Explain one way in which FedEx can add value in its transformation process.


	[3]







► CASE STUDY

IKEA

IKEA is a furniture producer and retailer. The value chain of a product describes all the stages of operations, from the initial raw materials through to the sale of the actual goods. In IKEA’s case, it owns and manages nearly all the stages of its value chain. IKEA says that the starting point for any value chain is the product itself, and the idea for this starts with ‘listening to people’s needs and dreams, so we understand how we can make a difference’.

Typically, IKEA turns this initial idea based on customers’ needs into a sketch of how the product might look. This sketch is then discussed with its suppliers, who consider how it might be made, transported and stored in-store. IKEA will be looking for ways of producing a product with a high-quality design and finish while keeping costs low. IKEA is always trying to improve the product at each stage of discussion and review. Improvements are welcomed from the various people involved in production; for example, designers and technicians. One such suggestion might be using a more sustainable material.

[image: image]
▲  Figure 1.4 The value chain of a product

Much of IKEA’s furniture is produced and packaged in the form of a flat-pack, which lowers transport costs because it is easy to put large quantities on lorries and on shelves in-store. This helps keep prices low for IKEA’s customers, who then take the products home and build the products themselves. Collaboration between customers, partners and co-workers aids IKEA’s pursuit ‘to add value to people’s everyday lives’ by producing good-quality furniture at low prices.

Source: https://about.ikea.com/en/about-us/the-ikea-value-chain

Questions


		1  Analyse one way in which IKEA adds value in its transformation process.


	[4]


		2  Evaluate the importance of the customer in IKEA’s value chain.


	[12]







GLOSSARY TERMS

A brand is a name, design, logo, symbol or indeed anything that makes a product recognisable and distinguishes it from the competition in the eyes of the customer.

Market forces are the forces of supply and demand which determine the price of a product and the quantity bought and sold in a market.

Opportunity cost measures the sacrifice made by choosing one option in terms of the next best alternative foregone.



Businesses and economic activity

Businesses make up an important part of any economy. They are important because they employ people, they pay employees’ wages and salaries and they provide goods and services. Businesses provide the products we buy and give us the jobs and earnings we need to buy them. When businesses are doing well and expanding they employ more people and generate more income for the economy. Businesses innovate to win more customers: they create new goods and services and this can improve the quality of our lives, by providing better food, better clothes and better electronic goods. Businesses therefore drive economies forward, and this is why governments are eager to help new firms start up and compete, and why they often try to help businesses grow.

Choice and opportunity cost

In any economy there is a fixed amount of resources at any moment and therefore decisions have to be made about how these resources are used. Given the scarcity of resources, choices are inevitable in terms of what should be produced in the economy, how these products should be produced and who should receive them. Some of these decisions will be made by market forces of supply and demand: it will be the result of bargaining between consumers and businesses. If, for example, demand for a particular product increases, this will encourage businesses to use their resources to produce this instead of something else. Imagine you were a farmer and had limited land. You have to decide what to grow on it. This will depend in part on demand: if the demand for a particular crop increases, you may switch to this and away from something less in demand.

Some decisions about what to produce and how to produce may be made by the government. For example, the government may provide some or all of the health services, the transport system, the police or the education system in a country.

Governments tend to take control of goods and services they think are vital to their economy and where they want to ensure access for most people.

However, whenever decisions are made about what to produce – whether it be the free market or the government – it will involve an opportunity cost. Given that resources are limited, if they are used to produce more of one item, then this is at the expense of something else. Opportunity cost measures the sacrifice you make if you choose one course of action in terms of the next best alternative. For example, if a business decides to use its labour force to increase output of soft drinks, then the opportunity cost is what could have been produced if the labour force had been used to produce something different. Whenever a business makes a decision it should consider the opportunity cost. A project that earns a profit of $100 000 may seem attractive, but if the resources could have been used to earn $250 000 it is not so appealing. When judging the success of a business you should also consider the opportunity cost. If Walmart, the huge US retailer, made a profit of $10 million, this would not be that impressive given the people, stores and equipment it has; these resources could be used elsewhere to earn more than that. Walmart’s profit before tax in 2020 was actually over $20 billion, so you can see why its investors wouldn’t be very happy it if only made $10 million!

The dynamic business environment [image: Image]

Businesses do not operate in isolation. Whatever they do is linked to what other businesses do; for example, their suppliers, the firms that distribute and promote their products, the banks that lend them money. They are also affected by many other external factors such as:


	»  Political and legal issues For example, new laws by a government can prevent the way some products are promoted (such as cigarettes) and can affect the way employees must be treated and the way a business produces (perhaps to reduce its environmental impact).


	»  Economic issues For example, the amount of income in an economy can change over a period of time, affecting demand; the value of one currency in terms of another can alter, affecting the cost of importing supplies; and the cost of borrowing can go up, increasing costs.


	»  Social issues For example, an increase in the size of the population or the average age of the population in a country can affect the level of demand and the types of products people buy.


	»  Technological issues For example, changes in the availability and speed of the internet can make it easier to find suppliers and sell across the world.




These external factors (known as PEST – political, economic, social and technological) will continually be changing and this will affect what businesses produce and the resources they use. These factors can all have an impact on a business, as shown in Figure 1.5. External factors can affect:


	»  the demand for products


	»  the costs and availability of inputs


	»  the nature of the transformation process.




If labour costs in one country become more expensive, for example, businesses might switch production to another country or start to use more machinery instead. If a government signs a treaty with another country to make trade easier, its businesses might start to sell more to customers in the new partner country. New laws may make certain products or production techniques impossible. Businesses therefore need to monitor their external business environment because it is dynamic (ever-changing) and, if necessary, managers will need to change some of their decisions about inputs, the transformation process or the outputs they produce accordingly.

[image: image]
▲  Figure 1.5 External influences on a business


STUDY TIP

Remember that the key external factors in the environment of a business will vary between industries. In the health sector, demographics may be very significant; in the computer sector, technological changes may be critical. You need to assess the key issues for any given industry.




► CASE STUDY

Lockdown

In 2020, the Coronavirus (COVID-19) pandemic affected countries all over the world. Governments reacted in different ways, but in many countries shops were forced to close and people were ‘locked down’ at home for several weeks. Many businesses such as restaurants simply could not operate at all. Others such as food shops were forced to change the way they operated to ensure that people kept a suitable distance from each other. A limited number of people would be allowed in shops and, once inside, they could not get too close to each other. Staff were often serving behind screens. In the first few weeks of lockdown, there was often panic-buying, with products such as hand sanitiser, toilet rolls and some food products in high demand. When lockdown was over there were concerns over how well economies would recover. Businesses had closed down and people had lost their jobs.

Questions



		1  Evaluate the possible effects of the COVID-19 pandemic on the transformation process of retail stores.



	[12]







What does a business need to do to succeed?

To succeed, a business needs to be more competitive than its rivals. This means it needs to provide better value for money. Its ability to achieve this depends on:


	»  the benefits it offers. For example, what does its product do relative to those of its competitors? Is it faster? Easier to use? Smaller? Bigger? Longer lasting?


	»  what price is being charged relative to the competition.




Businesses will aim to outperform their rivals by offering the same benefits for less, or more benefits for the same price. The difficult part is deciding what it is that customers actually regard as a benefit, working out how to provide them and somehow doing this more cheaply than competitors, or finding additional benefits without increasing the price. How businesses try to do this is examined in the rest of this book. Even if a business does manage to become competitive, it cannot afford to be complacent because competitors will soon follow its lead; this means it needs to keep improving and seeking ways of becoming more competitive. Many once-famous businesses have now disappeared and those that are still successful can only stay that way by constantly improving.


STUDY TIP

Remember that businesses often compete in different ways. Some may offer premium products and be able to justify high prices. Others may offer more basic products at low prices. An important thing to think about is how sustainable this approach is in the long term – will others be able to imitate the idea easily or can the business protect its success?



Why do businesses fail?

Businesses fail when they stop being competitive. This means that they stop providing good value for money relative to their competitors. This can be due to external reasons (perhaps they have a high level of borrowing and so their costs are hit badly when the cost of borrowing rises) or internal reasons (such as poor training of staff leading to poor customer service). Businesses fail when they end up providing relatively low benefits given the price they charge. This can be because of their choice of inputs, their choice of outputs or the way they manage the transformation process. We hope that reading this book will help you avoid some of these problems if you decide to manage a business. Having said that, while many of the problems of business are avoidable, some – such as an earthquake – may be more difficult to plan for!

In fact, many businesses fail early on in their life. This is because:


	»  the people managing them may not have had much experience of business. Often people who start up a business have an interest in a product but have not necessarily run a business before. They may be good at making things, for example, but not so good at dealing with customers or managing money. It may also be difficult to recruit experienced staff to join the business because they may want the security of a bigger business that has been around for longer and has a track record of success. This means that those making the business decisions may not be very good at it.


	»  new businesses do not have much market power, which can make it difficult to survive. For example, suppliers may be worried whether they will be paid and demand payment in advance, which can cause cash-flow problems. Meanwhile, buyers may have a lot of power. Imagine being a new small supplier trying to sell to a big supermarket. The buyer (the supermarket) may push the price down and be slow to pay, causing further financial problems for the new business. Given its lack of power, it may have to pay more for supplies and advertising than more established businesses, making it difficult to compete on price.





► HANDLING DATA

Imagine 60 per cent of new businesses in a country fail in the first two years. Of those that survive, another 40 per cent fail in the next three years.

Imagine 400 000 businesses start up in one year; how many would you expect to be left after five years?



Local, national, international and multinational businesses

The scope of business activity can vary significantly. Some businesses operate very much within a local market; for example, a local hairdresser or local café. Their customers will come from the local area. The success of these businesses will be affected by the number of potential customers in the local area and their spending power. A shop in a rural area, for example, may struggle to attract enough customers. Local laws introduced by the city or town will affect what the business can do.

Other businesses may have more of a national market. There may be a national bus company offering routes within the country or a national energy business. In this case, the business has a wider customer base that may be based all over the country. These businesses will be affected by national laws and by decisions of the national government. For example, changes in national government spending may affect demand for products.

In other instances, businesses may operate around the world. These businesses are international – they export products to other countries. These businesses will be affected by changes in the value of their currency compared to other currency (this is known as the exchange rate) and by trading agreements between countries. For example, national governments may sign a treaty making it easier to sell products in each other’s countries. By becoming an international business, an organisation may have more places to find the best suppliers and resources; this can allow it to access better quality supplies are a lower price. Going international means a business may also have more markets to sell to; this can lead to faster growth and reduce the risk of being dependent on one market. In recent years there has tended to be more co-operation between countries, making it easier to be an international business. This has also been helped by better communications and better transport systems.

If businesses have bases abroad (for example, they have shops or factories in other countries) they are known as a multinational. Whereas international businesses trade with or buy from other countries, multinationals actually have production bases or offices in these other countries. This means multinationals can benefit from incentives (such as subsidies) provided by other governments to locate there. It also means the business is closer to its market, which may mean it understands it better. In some cases, there are limits to the products coming from abroad into a country, or a tax is placed on them which makes them more expensive; by being based within a country these restrictions can be overcome. Another benefit of being multinational is that it spreads risk by having bases in different countries. If there is a problem with production in one country – for example, due to a natural disaster – production may be switched to the other location.

1.1.2 The role of entrepreneurs and intrapreneurs [image: Image]

Entrepreneurs

An entrepreneur is someone who is willing to take a risk to start a new project or a new business. Enterprise refers to the skills needed to do this, such as creativity. An entrepreneur has an idea and then tries to make it work. Entrepreneurs see the resources that are available and the possibilities of combining them in a particular way to provide a product or service. Entrepreneurs create new businesses and in so doing provide new products and services. Some entrepreneurs, such as Sir Richard Branson of Virgin and Stelios Haji-Ioannou of easyGroup, continually have ideas for new businesses and set up many different ones during their careers. Such people are called ‘serial entrepreneurs’.


GLOSSARY TERMS

Entrepreneurs are individuals who take the risk to create or start a new business or project.

Enterprise is the skill needed to make a new idea work.



What qualities is an entrepreneur likely to need for success? [image: Image]

There is no single set of qualities that has been identified that will definitely make someone a successful entrepreneur. Entrepreneurs can differ enormously in terms of their backgrounds, skills, interests and personalities. However, it is likely that a successful entrepreneur is someone who:


	»  is prepared to work very hard, especially in the initial stages of setting up the business. This means you need determination and the ability to cope with stress and setbacks


	»  has a vision. Many entrepreneurs have stories about the various problems they encountered when they first started up. Problems with money, suppliers, equipment and so on are all fairly common. It is also quite usual for others around you to be more cautious and less certain that your project will work than you are. To be successful, you need faith in your idea and a belief in your own vision, even when there are initial problems


	»  is willing to take a risk. It takes a lot of nerve to give up your existing job and start out on your own and yet this is what many people do. You may have to give up the salary, the company car, the support from head office and the pension just to pursue your dream. You may also have to go through quite a long period of time with relatively low rewards before you make it a success (if you ever do!).




According to the Royal Bank of Scotland (RBS) a successful entrepreneur is usually:


	»  well-rounded Someone who can make the product, promote it, sell it and count the money


	»  able to bounce back A person who can cope with mistakes and have the confidence to try again


	»  innovative Not an ‘inventor’ in the traditional sense, but a person who is able to carve out a new niche in the market, often a niche that is invisible to others


	»  results-oriented To make a business successful requires a drive that only comes from setting goals and targets and getting pleasure from achieving them


	»  a professional risk-taker To succeed means taking measured risks. Often, successful entrepreneurs use a step-by-step approach to risk-taking, at each stage exposing themselves to only a measured amount of personal risk and moving from one stage to the next only as each decision is proved


	»  totally committed Hard work, energy and single-mindedness are essential elements in the entrepreneurial profile.





► CASE STUDY

Hirka

In 2017, an entrepreneur in Indonesia started a business that turned scraps of skin from chicken feet into leather, which is then made into shoes. These ‘chicken’ shoes are marketed as alternatives to ones made from reptile skin, such as snake and crocodile, as ‘reptile’ shoes have been increasingly criticised by customers and animal rights supporters. The ‘chicken’ shoes do not rely on breeding animals for purpose, as they are made from scraps and waste material that comes from dim-sum and fast-food restaurants.

The transformation process that turns these inputs into shoes begins by dyeing the chicken skins and then sewing pieces together. It takes about 10 days and up to 45 chicken feet to make a single pair of shoes. The business employs six people.

Hirka’s most popular style of shoes are sneakers, and the company makes only 70 pairs per month to ensure quality is kept high. These sell for Rp500 000 ($31) and above.

Questions


		1  Explain one reason why someone might set up in business for themselves.


	[3]


		2  Evaluate the factors that might determine the success of this shoe business.


	[12]








Why become an entrepreneur?

There are many attractions to being an entrepreneur:


	»  You will experience a great feeling of satisfaction if your idea is successful. Imagine being able to look at a large business and know that you created it and helped it to grow.


	»  You will be your own boss. Fed up with being told what to do? Dislike orders? Then being an entrepreneur may be the way forward. Setting up on your own means it is your business, to do with as you wish. This can be challenging and demanding but it does mean you are more in control of your own destiny. Some people prefer this to working for others: they like their independence.


	»  You keep the rewards. If you work in a business for someone else then the rewards belong to them. You may work very hard and very successfully and get a bonus, but the major rewards will usually go to the owners. If you are an entrepreneur, you are the owner and so any rewards belong to you. The downside is that if anything goes wrong, the losses are yours as well.


	»  You have more control of what you do and when you do it compared to working for someone else. Many people become self-employed because of a desire for more flexible working and an improved balance between work and their social lives.





► CASE STUDY

Awfully Chocolate

[image: image]
▲  Figure 1.6 Lyn Lee

Living in Singapore – a very cosmopolitan city – Lyn Lee was amazed that she could not find a simple dark chocolate cake! Most chocolate cakes in the market were either too sweet and creamy or not chocolatey enough. So she decided to set up a business to make the perfect everyday chocolate cake – soft, moist, very chocolatey but not too sweet or creamy. With some friends, she tried different recipes and techniques every weekend for a year. As people not from the baking industry, they tried innovative methods to create a recipe they loved – and Awfully Chocolate was born.

The first Awfully Chocolate store opened in 1998 in Katong in Singapore, in an old side street. It offered only one type of chocolate cake for sale. It was also unconventional in that the cake was not displayed, so the store did not look like a typical cake shop. This enhanced the quirky character of how Awfully Chocolate made its mark.

Friends and family thought the business would not last three months and even her supplier warned her about over-ordering boxes. But Awfully Chocolate gained a reputation for delicious handmade chocolate cakes and quirky design, and demand proved high. Cakes sold out every day and its reputation grew beyond Singapore.

But Lyn wanted Awfully Chocolate to grow on its own slowly, so she only opened her second store in 2004, using the profits from her first shop. Awfully Chocolate’s products now include more cakes, tarts, ice cream and truffles. It also owns the brands Everything with Fries, Sinpopo and Ninethirty by Awfully Chocolate, and now has 17 stores across Asia.

Lyn says that ‘every city has got its own bit of character, bit of personality, its own quirks’, so you need to understand these to make it work.

According to Lyn, although people say the success is due to luck, it’s actually due mainly to hard work!

Source: www.bbc.co.uk/news/business-11701575

Questions



		1  Analyse one reason why demand for Awfully Chocolate’s products may have been high.


	[4]


		2  Evaluate whether the success of a new product is likely to be mainly due to luck.


	[12]









► CASE STUDY

Government regulations

Governments regulate businesses to protect different groups. For example, laws may be introduced to prevent employees from being exploited, to protect customers from unsafe products and to protect businesses from other businesses using unfair tactics. However, regulations can make it more difficult to set up and run a business, which can deter entrepreneurs or make it difficult to do business. This can lead to entrepreneurs not starting up a business or doing so in another country. In Uruguay, for example, entrepreneurs have to deposit a significant sum of money in the bank and a new business has to pay many taxes.

Questions



		1  Explain one reason why people want to set up in business.



	[3]




		2  Evaluate the problems that regulations can play in determining the success of a new business.



	[12]







The role of intrapreneurs

An intrapreneur is an entrepreneur within an existing business. As businesses get bigger, they often worry that they lose some of the creativity and risk-taking that they had when they first started. The danger is that to control a larger business, the managers introduce many rules and policies which potentially limit innovation.

Intrapreneurship occurs when the business encourages people within the organisation to think and act like entrepreneurs. The business wants existing staff to challenge the way things are done, to question whether there are better ways of doing what they do and to take business risks; they want intrapreneurs. The aim is to keep established businesses moving forwards, being flexible and keeping ahead of competitors. To help people be intrapreneurs, the business needs to empower them to make decisions and give them the resources they need to try things out. The business needs to encourage an approach where it is perfectly acceptable to try and fail in order to ensure that employees are willing to take risks. Intrapreneurship can be critical to the ongoing success of a business.

Entrepreneurs and intrapreneurs create change and challenge the way things are done. They find and create new markets, generate income and employment and bring about innovation. They are extremely important to the growth of an economy and to improving the quality and range of goods and services on offer.


GLOSSARY TERM

Intrapreneurs are people within an established business who think and act like entrepreneurs.



Barriers to entrepreneurship

Entrepreneurship may be limited in a country because of a number of factors:


	»  The financial system may not be good at supporting start-up businesses. Banks, for example, might think starts-ups are too risky and avoid them, or make it difficult and expensive for them to borrow.


	»  There may be many different regulations involved in setting up a business, which discourage people from doing this or make it complex and slow to do.


	»  The culture in the country may not favour entrepreneurs; failure may not be accepted socially and those who do fail may find it difficult to find financial backers when they want to start a second venture.


	»  The government may prefer state provision and not want to encourage entrepreneurs; there might be some goods or services that have to be provided by the government.





► CASE STUDY

Ease of starting up

The Doing Business Index produced by the World Bank measures the number of procedures, such as the time and cost, involved for a small to medium-sized company to start up and formally operate in each economy’s largest business city.

The table below shows the data for the top five and bottom five countries identified in May 2019. The top five are the countries where it is easiest to do business and the bottom five are the countries where it is most difficult to do business.

▼  Table 1.1 Ease of doing business by country









	Location

	Starting a business rank

	Starting a business score




	New Zealand

	    1

	100   




	Georgia

	    2

	  99.6




	Canada

	    3

	  98.2




	Singapore

	    4

	  98.2




	Hong Kong, China

	    5

	  98.2




	Chad

	186

	  52.5




	Cambodia

	187

	  52.4




	Somalia

	188

	  46.0




	Haiti

	189

	  36.4




	Venezuela

	190

	  25.0






Source: www.doingbusiness.org/en/rankings

Questions


		1  Explain one factor that might influence the ease of doing business in a country.


	[3]


		2  Evaluate the implications of the data above if you were going to set up a business abroad.


	[12]






Business risk and uncertainty

Uncertainty is a feature of business life. Businesses have to make decisions based on what they know and, in many cases, their best estimate of a situation. Decision-making is often focused on preparing for the future and, obviously, we do not know exactly what is going to happen then. Businesses can look at what is happening now, what has happened in the past and they can research what different scenarios might look like in the future, but they will not know with 100 per cent certainty. This means decisions will involve a risk. Risk occurs when there is a danger that the outcomes will be unfavourable. Businesses will want to assess the risk and, where they can, take actions to reduce the risk.

Entrepreneurs are people who are prepared to take risks to start up and develop a business. They are investing time, money and effort into a new project that may or may not work. The danger is that it will not work and all their investment will be lost. Many new businesses fail. Look at the main shopping street in your nearest village or town. How long have the shops been there? Have some opened up recently? Have some closed down in the last year? The landscape of the centre of most towns is changing all the time as some business ideas fail and others rise to take their place. The real risk to entrepreneurs is that they will lose much or even everything they have put into a project because the business idea eventually fails.

Some of the causes of risk are external. For example, there could be a change in the economy, meaning people have less money to spend than entrepreneurs had expected (and so demand for their products is lower than they hoped), or competitors may have changed their behaviour, making it more difficult for similar businesses to survive.

Alternatively, the causes of risk could be internal. It may be that an entrepreneur’s understanding of the market is not as good as they had thought and they make some bad pricing decisions. It may be that their judgement of people is poor and they hire the wrong people, with the result that the quality of service is not as good as hoped.

Entrepreneurs may sometimes undertake a project ‘because it is there to be done’. They may be driven by a desire to do something new. This in itself may be a reward in terms of self-satisfaction or a sense of self-achievement: they can hopefully look back on their career and be proud of what they have achieved. However, entrepreneurs may also be interested in other rewards from setting up, such as the financial gain from owning their own business. These rewards can be high! For example, YouTube was set up in February 2005 by Chad Hurley, Steve Chen and Jawed Karim. The website includes music videos, movie and TV clips, as well as material posted by the general public. In 2006, the founders of YouTube sold their business to Google for $1.65 billion! Not a bad return in less than two years.

To go ahead with any venture, the expected rewards must justify the risk involved. In an ideal world, a project would have a high reward and low risk, but typically new ventures are very risky because there are so many things that can go wrong. In fact, many ideas do not even get launched. Entrepreneurs hit so many setbacks or face so many difficulties that the project does not go ahead.

▼  Table 1.2 Risks and rewards matrix: analysing projects









	
	Risk




	Reward

	Low

	High




	Low

	These are safe projects but do not generate high returns.

	These projects are not of interest because of the high risk relative to the low rewards.




	High

	These projects are ideal: low risk but high rewards. However, it may not be easy to find projects like these!

	These projects are of interest but risky. To go ahead, entrepreneurs must believe the rewards outweigh the risks.









► HANDLING DATA

If you estimate that a project has a 55 per cent probability of succeeding, what is the probability of failure?




► CASE STUDY

Banyan Tree

Historically, a banyan tree gave shelter to weary travellers. Its name is now the brand of a chain of luxury hotels and resorts around the world, founded by multimillionaire Ho Kwon Ping.

Ho Kwon Ping attended Stanford University after he left school, and later protested against the Vietnam War. In his time as a journalist for the Far East Economic Review, he wrote controversial articles that resulted in him spending two months in a Singapore jail. He continued working as a journalist after his release and settled with his wife on an island off the shore of Hong Kong. He joined the family business after his father became ill, deciding that it needed to do more than manufacture products for other companies. Producing for others, he realised, limited your profits and eliminated your brand presence.

This fuelled his decision to move the company into the hotel industry, but he struggled to generate customer interest in their planned new hotel in Phuket, Thailand. Ho Kwon Ping resolved that the Banyan Tree should offer a different type of hotel, designed to stand out from the competition, with a luxury spa and villa format instead of the typical hotel building with rooms. He insisted on decisions others thought would not work because he was sure they would. For example, the staff at the spa did not wear shoes because being barefoot in Asia is a sign of respect, and they wore Asian clothes rather than the white uniforms that staff in Europe tended to wear.

Banyan Tree Hotels & Resorts has now grown into one of the leading providers of resorts and spas, operating in 28 countries with 47 resorts and hotels around the world, 64 spas, 72 retail centres and three championship golf courses.

Questions


		1  Analyse one external factor that might have helped the success of Banyan Tree.


	[4]


		2  Evaluate the features you think make a successful entrepreneur.


	[12]







STUDY TIP

Remember that any decision has a risk attached to it, but the key question is whether this risk is worth it. Managers must try to assess the probability of any outcome and decide whether the business should pursue any course of action given the risk involved.



Why do governments like entrepreneurs?

Governments like entrepreneurs because they set up new businesses in an economy. This means that entrepreneurs:


	»  create jobs and help keep unemployment low in the economy


	»  earn money and pay taxes


	»  create competition for the existing providers in markets and provide new products and services. This is good for customers, who get more choice, and this is likely to lead to better service.




Given the benefits of entrepreneurship, many governments are willing to help entrepreneurs to start up and grow their businesses.

The role of business enterprise in the development of a country

Enterprise involves taking risks to develop new ideas. This is important to businesses and the country as a whole because a business enterprise finds solutions to problems, and new and better ways of doing things. This can help the business reduce costs and offer more benefits at a lower price than competitors.

For the country as a whole, enterprise leads to innovation, which creates new products and economic growth. Enterprise challenges established ways of doing things and provides competition to existing providers. This can lead to more choice, better quality and lower prices for customers.

How can governments help entrepreneurs?

There are many ways in which governments can help entrepreneurs. They can provide:


	»  access to advice and useful information to help them get started. For example, a new entrepreneur may have little experience of financial matters and appreciate some advice in this area


	»  funding such as grants to help with the initial start-up costs


	»  legal protection for new ideas. For example, a patent provides legal protection for an invention. This means that inventors can make profits without their ideas being ‘stolen’ by others.





► HANDLING DATA

Imagine you need to raise $250 000 to start your business. The government will provide 3 per cent, and your savings equal 6 per cent. How much money do you still need to raise?




► CASE STUDY

EY World Entrepreneur of the Year

In 2020, Dr Kiran Mazumdar-Shaw of Biocon Limited, India, won the award for the EY World Entrepreneur of the Year.

Kiran graduated from a brewing school in Australia in 1975 and returned to India to begin her career. However, as a woman in a very male-dominated industry, she struggled to get a job. Instead, she started her own business and founded Biocon in 1978 with a mere $500 from investors. Today, Biocon is a leading biotech company and one of the largest employers in Asia, with a workforce of over 11 000. Kiran has been named on both the Forbes 100 Most Powerful Women list and Time magazine’s 100 Most Influential People in the World list. She is known for her determination and proactive approach.

Led by Kiran, Biocon has gone from manufacturing pharmaceuticals, such as immunosuppressants, to discovering, developing and producing medicines for chronic diseases such as diabetes. Biocon has been consistently ranked as one of the highest investors in research and development in India. Kiran is very focused on helping society. Through her business, she aims to develop affordable medicines that can help save millions of lives.

Questions


		1  Analyse one factor that might have contributed to the success of Kiran’s business.


	[4]


		2  Evaluate the importance of spending on research and development of new products to the success of Kiran’s business.


	[12]






1.1.3 Business plans

A business plan is a written document that sets out key aspects of a business idea. A business plan is often produced by entrepreneurs when setting up a business to try and anticipate any potential problems and opportunities, and to put in place appropriate actions. A business plan is a useful document to have to show potential business partners, investors or banks. This is because it shows the business is thinking ahead, is researching the risks and has suitable plans. A business plan should have information and data to support the ideas and plans of the business and reduce the risks to those lending money to it.

A business plan should be a working document: as conditions change it should be updated to reflect this and the plans changed accordingly. A business plan is not just for when a business starts up; the business should keep it relevant as the business grows.

Key elements of business plans

A business plan will typically have the following elements:


	»  an outline of the owners and their background and experience


	»  an overview of the business idea and its products


	»  an analysis of market conditions and the positioning of the business and its products within the market


	»  an outline of how the business is to be promoted


	»  an estimate of the sales of the business


	»  a financial section which would include a cash-flow forecast, a profit forecast and a statement of what the business owns and owes


	»  details of the human resource requirements of the business.




The benefits and limitations of business plans

To produce a business plan, an entrepreneur will undertake market research and make plans for the different functional areas of the business. To produce a business plan, managers must think carefully about what has to be done. This will help the business to identify the degree of risk involved in any aspect of the business and take appropriate actions to manage this risk. The plan is a way of co-ordinating all the different activities of the business so that everyone knows what has to be done when, and how this fits with what is happening elsewhere within the business. The plan sets ‘milestones’ of what is to be achieved by when. It can set targets so everyone in the business knows how to measure success and understands how what they do contributes to the overall success of the business. At any moment, the progress of the plan can be checked and, if necessary, action can be taken. Even if things start to go wrong, having a plan is valuable because managers can assess where they are compared to where they should be and then decide what to do. Without a plan, they may not recognise that things have gone wrong until far too late.

However, a plan is simply a statement of what the business intends to do. How useful it is will depend on how accurate its forecasts are, whether the right actions are planned in the given circumstances and whether they are implemented effectively. Simply having a plan does not guarantee success – it depends how good it is and how well it is carried out.

The nature of the plan will differ for a start-up business compared to an established business (for example, because the start-up will have limited experience compared to a business that has been going for some time). Similarly, it will differ for a small business compared to a big business in that the latter’s plan is likely to be more complex and involve more money, more products and more markets. However, for all of these businesses, planning can help prevent mistakes by identifying difficulties early, co-ordinating actions across departments and helping to take action quickly to get back on track. Even so, plans must always be reviewed because external and internal conditions will change, and therefore the plan may need to be flexible to keep relevant and competitive.


STUDY TIP

Remember that producing a business plan is only part of the challenge of managers. To make it work, it has to be implemented effectively.




► CASE STUDY

TikTok

TikTok, the 15-second video app, is a technology start-up that has grown incredibly fast. Within two years, TikTok was rivalling Netflix, YouTube, Snapchat and Facebook with more than 1 billion downloads in 150 markets worldwide and operating in 75 languages. TikTok had a value of nearly $80 billion within two years of starting up. Through the app, users create and share homemade videos on their phones. This content has proved incredibly attractive to young audiences all over the world.

Virtually no translation is needed, as TikTok’s content is primarily visual. This allows it to reach larger consumer audiences more easily than other successful Chinese apps, such as Tencent’s messaging app WeChat. WeChat is used extensively within China but is mainly used by Chinese communities outside of China. Within China, TikTok is known as Douyin.

Founder Zhang Yiming, who is in his thirties, was inspired by the early success of China’s technology pioneers of the late 1990s, such as Robin Li of Baidu, Jack Ma of Alibaba, and Pony Ma of Tencent.

TikTok makes money through adverts and from the sale of virtual goods, such as emojis and stickers, to fans. It is easy to use and is designed to exactly match what users want to see, rather than recommending content based on people’s viewing habits and ‘likes’.

Questions


		1  Analyse one factor that might determine the success of a new app.


	[4]


		2  Evaluate the value of having a business plan to a business such as TikTok.


	[12]







► TEST YOUR LEARNING

Short answer questions


		1    Define the term ‘factors of production’.


	[2]

		2    a  Explain one possible purpose of business apart from profit.


	[3]

		b  Explain one reason a business might want to make a profit.


	[3]

		3    a  Define the term ‘scarcity and choice’.


	[2]

		b  Define the term ‘opportunity cost’.


	[2]

		4    a  Define the term ‘business plan’.


	[2]

		b  Explain one reason why producing a business plan is useful for a business.


	[3]

		5    Explain one way in which growth in the economy might affect the costs of a business.


	[3]

		6    a  Explain one reason why a business might fail.


	[2]

		b  Explain one effect of business failure on an economy.


	[3]

		7    a  Define the term ‘intrapreneurship’.


	[2]

		b  Explain one reason intrapreneurship is important to business.


	[3]

		8    a  Define the term ‘adding value’.


	[2]

		b  Explain one way a business might try to add more value.


	[3]

		9    a  Define the term ‘multinational business’.


	[2]

		b  Explain one reason why a business might become a national rather than a local business.


	[3]

		10  a  Explain one likely feature of a successful entrepreneur.


	[3]

		b  Explain one reason why entrepreneurs are important to an economy.


	[3]





Data response question

Me & the Bees Lemonade was set up by Mikaila Ulmer when she was aged four!

Mikaila’s interest in bees started when she got stung twice within a week. She started to research bees to find out more about them and became fascinated. Around that time, her family had encouraged her to enter some children’s business competitions, and her grandmother had sent her a cookbook which contained a special recipe for flaxseed lemonade. Mikaila decided to adapt the recipe and use honey from the honeybee rather than sugar. That was the start of her business. It was originally going to be known as Be Sweet Lemonade but Mikaila had to change the name as it was already being used by another business. She decided to call her business Me & the Bees Lemonade because a percentage of sales are donated to help save the bees. The company has now been in ‘buzzness’ for more than 10 years! Its products are sold in many different retailers, such as Whole Foods Market across Texas and Kroger stores in Houston. The product range now includes lip balm and different types of lemonade.

Mikaila gives many talks about the importance of saving the bee population. She has also written her first book, Bee Fearless, Dream Like a Kid. The business has some high-profile investors, including $800 000 from a group of National Football League players.

From the very beginning, Mikaila invested some of the profits from the sale of her lemonade to organisations fighting hard to save bees. Me & the Bees encourages everyone to ‘Buy a Bottle ... Save the Bees’.

Most recently, Mikaila launched her own non-profit, Healthy Hive Foundation. Through research, education and preservation, the Healthy Hive Foundation is dedicated to increasing bee awareness and the number of safe environments for bees to survive and thrive.

Questions


		1    Explain one reason why Mikaila set up in business.


	[3]

		2    Explain one factor that influences demand for Mikaila’s products.


	[3]

		3    Analyse one skill that Mikaila would have needed to be such a successful entrepreneur.


	[4]

		4    Evaluate the challenges that Mikaila’s business might face in the future.


	[12]










1 Business and its environment

AS LEVEL
1.2  Business structure


Chapter overview

In this chapter we examine:


	★  the different economic sectors in an economy, that is, the difference between primary, secondary, tertiary and quaternary sectors and the private and public sectors, including the concepts of unlimited liability and limited liability


	★  the advantages and disadvantages of different forms of legal structure, such as sole traders, partnerships, companies, co-operatives, franchises, joint ventures and social enterprises.






1.2.1 Economic sectors

There are many types of businesses and it is useful to be able to categorise them to analyse their performance and the different issues they face. Typical ways of categorising business include by sector and by legal status.

Primary, secondary, tertiary and quaternary sector businesses

The many businesses that exist in an economy operate in one of three sectors:


	»  Primary sector This is the first stage of production and involves acquiring or extracting raw materials. For example, oil has to be extracted from the under the ground, coal has to be mined, fish have to be caught and crops have to be grown. Oil, mining, fishing and agriculture are all in the primary sector of the economy. Raw materials can be renewable resources, such as fish and wind power; this means they can be replenished. Or raw materials may be non-renewable, such as oil and coal; this means the total stock available is reduced as they are consumed.


	»  Secondary sector This is the part of the economy that manufactures and assembles products using raw materials. For example, cars are manufactured using many different parts and materials, and so car manufacturing is part of the secondary sector. Similarly, the construction industry uses many parts to produce houses and office space.


	»  Tertiary sector This is made up of businesses that provide services. These services are intangible – that is, the service they provide cannot be physically touched (unlike manufactured goods, for example). Examples of businesses in the tertiary sector include retailers, transportation businesses and providers of financial services, such as insurance. This is often the biggest sector in developed economies in terms of both employment and the value of the output.

	–  Quaternary sector This is a subset of the tertiary sector which represents organisations that are based on knowledge and the skills of employees; for example, information service businesses, such as management consultancies, and research and development businesses.








The more developed an economy is, the more resources are diverted into the tertiary and quaternary sectors. Economies begin by being very agriculturally based (primary sector). Investment in capital equipment leads to more factories and equipment and the development of the secondary sector. As investment continues, resources tend to move away from the mass-production processes towards higher value-adding sectors based on services and knowledge. For example, developed economies may focus on sectors such as design, programming, creative work, and research and development more than mass production.

The public and private sectors

We can also distinguish between businesses that are owned by private individuals, which are in the private sector, and those that are owned by governments, which are in the public sector. Local supermarkets, clothes shops and hairdressers are likely to be in the private sector (although not always); the provision of electricity, water and health services is often in the public sector (although, again, this will vary from country to country). Some products may be provided by both the public and private sectors; for example, there may be government-run schools and private schools.

If a government takes control of a private sector business, this is called nationalisation. If a government sells one of its organisations to the private sector, this is called privatisation.

Typically the government is likely to run organisations:


	»  that have a strategic importance to the country, such as defence, in order to protect the country


	»  that provide essential services, such as energy and water, that the government wants to make sure everyone has access to regardless of income


	»  whose benefits may not be fully appreciated by individuals, such as education and health. These are called merit goods.




Public sector organisations can have social objectives, not just profit objectives. This means they may provide non-profit-making services, such as transport to remote areas. A private sector business would probably not be interested if there were not enough passengers, but the government may provide this service for the welfare of its citizens.


GLOSSARY TERMS

Nationalisation occurs when a government takes ownership of a business from the private sector into the public sector (see Chapter 6.1.1).

Privatisation occurs when a government transfers ownership of a business from the public sector to the private sector (see Chapter 6.1.1).

Merit goods are goods or services, such as education and health, whose benefits individuals may not fully appreciate. For example, when thinking about how much to spend on healthcare, people will think of the benefits to themselves rather than the benefits that being healthy also bring to those around them.



Reasons for the changing relative importance of private and public sectors [image: Image]

The extent to which a government intervenes and the public sector is involved in an economy will vary from country to country and depends a great deal on political views about the role of the state. In countries such as North Korea, there has been a belief that the government should mostly decide how resources are allocated and so there is a large public sector and small private sector.

Cuba is one of the world’s most centrally planned economies, meaning that the government still runs most of the organisations that exist on the island. According to the CIA World Factbook, the Cuban government employed nearly 73 per cent of all Cuban workers in 2017. Although there have been some changes in recent years to encourage more private sector businesses, the number remains very small and the government still controls the majority of business activities. By comparison, countries such as the USA allow market forces to allocate resources to a greater extent, so the public sector is smaller and the private sector is bigger.

However, the role of government may change over time; for example, in China the government has been intervening less in the economy and the private sector has been growing in recent years, whereas in Venezuela government intervention has increased in the last 20 years.

The reasons why there might be less government intervention, and therefore a bigger private sector, include a desire that people own their own businesses. This is because it gives a great focus on running them well. If individuals own all or part of an organisation, they will want it to make a profit because they will benefit from this financially. This encourages people to identify and meet customers’ needs – to provide them with the goods and services and the quality they need and want. It also encourages people to be efficient and not waste resources because they want to generate more profits. By comparison, if an organisation is owned by the government, those working within it may not be concerned with whether their products are in demand or not, and they may not be focused on increasing revenue or reducing costs because they do not benefit directly.

The reasons why there might be more government intervention, and therefore a bigger public sector, is because people do not trust the private sector. For example:


	»  They may want more provision of healthcare and education for everyone. In the private sector, this will only be provided for those who can pay.


	»  They may want to provide a full range of services, including some that are not profitable; for example, rail or bus links to remote areas or a postal delivery service to distant locations within the country.


	»  They may want to use some businesses to help maintain employment levels in a region or economy, even if it is not as efficient as it could be.


	»  They may worry that the private sector is misleading customers, or selling products which are cheap to make but not safe, in order to make more profits.




▼  Table 1.3 Benefits of the private and public sectors








	
Benefits of private sector

	
Benefits of public sector




	
Focus on profits means businesses want to provide what is demanded and ensure quality is good

	
Focus on what is beneficial for society rather than what is profitable




	
Focus on profits means businesses want to be efficient and not waste resources

	
Will not try to exploit or mislead customers









► CASE STUDY

Cuba

[image: image]
▲  Figure 1.7 A street in Havana, Cuba

Since 1965, Cuba has been governed by the Communist Party. It has been one of the most centrally planned, state-run economies in the world since then. However, although the government in Cuba retains a high level of political control, it is gradually opening up markets to allow competition. For example, Cubans can now set up private businesses to sell electronic devices and mobile phones, run hotels, and buy and sell used cars. The government has reduced the number of state sector jobs as part of its reform process and has opened up some retail services to entrepreneurs. Over half a million Cuban workers are now self-employed. Other changes include the private ownership and sale of property, and private farming and non-agricultural co-operatives.

Despite the increasing opportunities for UK companies in Cuba, the market still offers challenges, which include:


	●  very slow decision-making, with most important business decisions being referred to high-level government


	●  all sales in Cuba are public sales, controlled by heavy regulation


	●  commonality of payment delays


	●  the standard practice for the Cuban state to expect to buy on credit terms of 1–2 years


	●  potentially increased market competition due to easing of US sanctions, which will make it easier for Cubans to trade in the USA.




Sources: CIA World Factbook; UK government, Department for International Trade

Questions


		1  Analyse one potential benefit of a centrally planned economy.


	[4]


		2  Evaluate the possible impact for businesses in Cuba of having more privately owned businesses.


	[12]






1.2.2 Business ownership [image: Image]

When setting up in business, the founders must consider the most appropriate legal form for their enterprise. There are several different types of business organisation, each of which has its own legal structure. These include sole traders, partnerships, private limited companies and public limited companies, co-operatives, franchises, joint ventures and social enterprises.

Sole traders

[image: image]
▲  Figure 1.8 Sole traders run their own businesses

When individuals run a business on their own, they are known as ‘sole traders’. Plumbers, decorators, window cleaners and hairdressers are often sole traders. The people running these businesses work for themselves. In some cases, sole traders hire other people to help them out, but they are the owners and remain responsible for the overall business. Sole traders are actively involved in the running of it on a daily basis.

What does it take to be a successful sole trader?

As a sole trader you need to be someone who is willing to work on your own, who has the confidence to make your own decisions and who can turn your hand to almost any aspect of your business. As a sole trader, you may have to serve customers, decide what equipment to buy, deal with suppliers and keep accurate and up-to-date business records. This requires a wide range of skills and an enormous degree of flexibility.

Sole traders have to be used to working hard: running your own business is no easy task. You must also be good at managing stress. All the decisions of the business are yours alone, so if you get it wrong the responsibility is yours. On the other hand, if it is successful, the sense of achievement and the rewards are yours too!

Becoming a sole trader requires a high level of self-discipline, because you are your own boss: there is no one to tell you what to do. This can be very exciting, because you decide what is going to happen. However, it also means that you have to motivate yourself to get things done. For example, you have to organise your day properly and use your time effectively.

The advantages of being a sole trader

One of the main advantages of being a sole trader is that it is so easy to start up in business. Unlike starting other types of organisation, you do not need to register with anyone or fill in any special forms: you can just start trading (provided you declare your profits to the government tax office at the end of each financial year!). If you suddenly decide you want to be a gardener, a web designer, an artist, an interior decorator or a cleaner, you could start up in business tomorrow. It may be wise, however, to do some planning and get some training first!

Many people also enjoy not having to take orders from other people. They like the freedom to make their own decisions, to decide when and where to work, what to do and how to do it. You can also make decisions quickly as you don’t have to check with anyone to get permission to do something. It can be incredibly motivating to be your own boss. Another important advantage of being a sole trader is that you keep all the rewards of the business. You don’t have to share the profits with anyone else.

Many entrepreneurs begin as sole traders for these reasons.

The challenges of being a sole trader

While being a sole trader can be very fulfilling, it also brings with it many challenges. Making all the decisions can be exciting, but you carry all the responsibility if anything goes wrong. If you work for someone else and there is a real problem, you have someone to work with to solve it. Being a sole trader can be quite lonely: some people find it difficult to cope with the pressure. The hours may be quite demanding too. This is particularly likely to be an issue in the early years, when you are trying hard to build up enough business. Also, you may not be able to take much time off for holidays because you may not be able to afford to close the business and risk losing customers.

Another difficulty is raising finance to set up the business and expand it. You generally have to rely on your own money or money from friends and family (plus the money from the business itself, once it is up and running). Of course, it is possible to borrow from a bank or other financial institution, but they often charge smaller businesses quite high interest rates because they are worried about the risk of failure and want to cover their losses.

Unlimited liability and its importance

Being a sole trader is also quite risky if anything goes wrong. This is because sole traders have unlimited liability. The sole trader keeps any rewards the business makes, but is also personally responsible for any losses. If their business has problems, a sole trader can lose their personal possessions.

In many ways, working for other people in a large organisation is much easier because you are likely to:


	»  have other people to share ideas with


	»  receive a more regular income


	»  be able to call on experts to help you solve problems.




On the other hand, there is not quite the same sense of achievement and satisfaction of having created something for yourself.

▼  Table 1.4 Advantages and disadvantages of being a sole trader








	Advantages

	Disadvantages




	

	•  Making your own decisions can be motivating.


	•  You can make decisions quickly and respond rapidly to changes in the market.


	•  You have direct contact with the market.


	•  Setting up is easy.




	

	•  Sources of finance are limited.


	•  You rely heavily on your own ability to make decisions.


	•  You may work long hours and have limited holidays, leading to stress.


	•  You are subject to unlimited liability.










GLOSSARY TERM

Unlimited liability occurs when an individual or groups of individuals are personally responsible for all the actions of their business. With sole traders, there is no distinction in law between the individuals and the business, and so they could lose their personal assets if the business has financial problems.



Partnerships

If you join with other people and set up a business together, this is known as a partnership. This is common in professions such as accountancy, medicine and law. The benefits of forming a partnership over being a sole trader include:


	»  You have other people to share ideas with.


	»  There are more people to invest in the business and help finance it.


	»  You can benefit from each other’s specialist skills; for example, if you have a legal practice, you could have one partner specialising in tax law, another in marital law, another in company law, and so on. This enables you to offer a wide service to customers.


	»  You can cover for each other if someone is ill or on holiday.




However, a partnership can present challenges:


	»  You need to consult with others and there may be disagreements between the partners over the policies and direction of the business.


	»  You are dependent on the actions of others. If, for example, one of the partners makes a mistake or brings the partnership into disrepute, it will have an impact on all the partners. Each partner is liable for the actions of the other partners’ actions, which can be risky.


	»  In most partnerships, the partners have unlimited liability, which means that there is no distinction between the individuals and the business. If the business is sued, for example, the individuals may lose their personal possessions. This is a risk that some people may not be prepared to take.




To reduce some of the possible problems of a partnership, the individuals involved are advised to write a ‘deed of partnership’. This document sets out the ‘rules’ of the partnership; for example, it sets out:


	»  how the partnership would be dissolved if someone wanted to leave. It would set out how the partnership would be valued and therefore what the person leaving would receive


	»  how to resolve disputes if the number voting for and against is equal


	»  how profits will be divided up; if this is not specified, the profits are divided up equally.




▼  Table 1.5 Advantages and disadvantages of setting up as a partnership








	Advantages

	Disadvantages




	

	•  Share resources, ideas and workload


	•  More sources of finance than a sole trader


	•  Cover if someone is ill or on holiday




	

	•  Share profits


	•  May disagree over decisions


	•  Unlimited liability










► HANDLING DATA

You have four other partners in your business. You have agreed to share profits. If your profits are $240 000, how much does each partner receive?



Companies

To avoid some of the problems of being a sole trader or a partnership, you may decide to establish a company instead. To set up a company, the owners have to complete various documents. In the UK these documents are kept at Companies House. This process is known as incorporation.

A company is owned by shareholders. Each share in the business represents a part of the company. The more shares someone owns, the more of the company belongs to them.

A company has its own legal identity, separate from that of its owners. The company can own property, equipment and other goods in its own right and is responsible for its own debts. If the company fails, the shareholders can lose the money that they invested in the business when they bought shares, but they cannot lose more than this. This is because shareholders have limited liability.


GLOSSARY TERMS

A company is a business organisation which has its own legal identity and which has limited liability.

Shareholders are persons or organisations that own a part of a company.

Limited liability means that investors can lose the money they have invested into the business but their personal possessions are safe. There is a limit to their risk.

A franchise occurs when a franchisor sells the rights to use or sell their products to a franchisee.



Limited liability and its importance

Limited liability means that a company is responsible for the money it owes but that the personal possessions of its owners are safe. This is different from a sole trader, who has unlimited liability and could lose everything if the business has financial problems.

Having limited liability is essential for companies to be able to raise money by selling shares. Without it, investors would be far less likely to buy shares because of the risk to their personal possessions. If you invested in a business with unlimited liability, it would mean giving money to others to use and risking everything you owned. With limited liability, you know what the maximum amount is that you could lose; this means that the risk is limited.

Having company status means that:


	»  the business must pay to have its accounts checked annually by independent accountants (called auditors)


	»  the company accounts must be made public, so that outsiders can see the revenue and profits of the business, as well as what it owns. This means that there is less privacy of affairs than if you are a sole trader.




Private limited companies

Private limited companies have ‘ltd’ after their names. They are owned by shareholders and the owners can place restrictions on who the shares are sold to in the future. For example, many (but not all) private limited companies are owned by families who limit the sale of shares to other members of the family: this makes sure that outsiders do not become involved. Owners of shares in private limited companies cannot advertise their shares for sale; they have to sell them privately.

Public limited companies

Public limited companies have ‘plc’ after their names. Once again, they are owned by shareholders but, unlike private companies, restrictions cannot be placed on the sale of these shares. Shareholders in public companies can sell their shares to whoever wants to buy them. This can cause problems if another firm starts to buy up shares in the business in an attempt to gain control of it. Some of the shareholders may want to resist this takeover, but they cannot stop fellow shareholders from selling their shares.

Another difference between plcs and ltd companies is that shares in plcs can be advertised in the media. This is why you can see the share prices of public companies listed in the newspapers, but not those of private companies. Most companies become public because they want to advertise their shares to the general public and raise relatively large sums of money. Most public companies (but not all) are bigger than most private companies.

If the owners of a private company do not need to raise large sums via the sale of shares and want to maintain control over their company then they probably would not want to make it a public company.


► HANDLING DATA

There are 250 000 shares in a company. You have 400 shares. What percentage of the company do you own?




► CASE STUDY

UK dividends

In 2020, there was a massive drop in the amount of dividends paid by companies in the UK – and indeed around the world – amid the Coronavirus (COVID-19) pandemic. UK dividends were more than 60 per cent lower in 2020 than in 2019. To give a context, dividend payments globally fell by only 20 per cent during the financial crisis in 2008.

Banks cancelled their dividend payments indefinitely to hold on to their cash. Retailers, hotel groups, airlines, travel groups and many manufacturers did the same. The oil giants BP and Shell – which according to Citywire accounted for nearly 30 per cent of UK dividends in 2020 between them – faced severe pressure to reduce dividends because the oil price collapsed with less demand for energy from businesses because they had shut down. Shell announced it would stop dividends for the first time since 1945.

The ability of many companies to pay dividends may be affected for years to come. Even before the pandemic began, businesses such as high street stores were already under pressure from e-commerce. Oil companies were trying to survive given the long-term decline in hydrocarbon consumption. Car makers and airlines were generally struggling in highly competitive industries for decades, making little, if any, profit. Even the industries which typically offered relatively high dividends, such as utilities and telecommunications, now face increasing regulation and weak long-term growth.

However, even amidst such difficult times there were some business sectors that offered opportunities, such as insurance businesses and delivery companies.

Questions


		1  Explain one factor that might influence the amount of dividends paid by a business.


	[3]


		2  An investor wants to know what shares to buy. Advise her on an industry you think is likely to do well in your country in the next few years.


	[12]







► CASE STUDY

Tesla and Toyota

In 2020, the share price of Tesla, the electric car maker, went so high that the company became the world’s most valuable car maker, overtaking Japan’s Toyota. Tesla’s share price went to over $1100, which gave the company a market capitalisation of $209.47 billion (£165 billion). This meant that Tesla was worth approximately $4 billion more than Toyota, even though the Japanese producer sold around 30 times more cars in 2019 and its revenues were more than ten times higher. The price of shares in Tesla increased as investors began to feel more confident about the future of electric vehicles. Many analysts believe that Tesla is significantly ahead of its rivals in terms of its product range, capacity and technology. The value of Tesla in 2020 was approximately three times the combined value of General Motors and Ford.

▼  Table 1.6 A comparison of Tesla and Toyota









	
	Sales volume 2019

	Sales revenue 2019 ($bn)




	Toyota

	10.46 million

	281.20




	Tesla

	367 000

	24.6






Questions


		1  Analyse one factor that may determine the demand for electric cars.


	[4]


		2  Evaluate the factors that affect the price of Tesla shares.


	[12]






Franchises

If you do not have an idea for your own business or do not want to risk setting up completely on your own, you might want to buy a franchise. A franchise occurs when one business (the franchisor) sells the right to use and sell its products and/or services to another business (the franchisee). Imagine you were interested in setting up a fast-food business. You could sit down and develop your own idea from scratch. However, it could prove to be difficult to come up with something that would capture demand and then decide on a brand image, a way of producing the food, a menu and decor for your stores. An alternative would be to buy the rights to sell, for example, McDonald’s products in a given area. In this case, you would be buying a McDonald’s franchise.

How do franchises work?

There are many different forms of franchise, but the basic elements of a franchise agreement are:


	»  The franchisor sells the right to the product in return for an initial fee and a percentage of the franchisee’s turnover.


	»  The franchisee receives the right to the name and the systems used by the franchisor. This may include access to materials and training methods.




In the case of the McDonald’s example, the company will want to keep close control over its brand name, products and reputation. Therefore, if you buy a McDonald’s franchise, you have to follow very close rules in terms of what you sell, how you sell it, the pricing, the way the food is cooked, where it is bought, how you use the logo, and so on.

Well-known franchises include:


	»  Ben and Jerry’s ice cream


	»  Domino’s Pizza


	»  McDonald’s fast-food restaurants.




[image: image]
▲  Figure 1.9 An example of a well-known franchise

Buying a franchise

If you buy a franchise, you are buying a product that has already been on sale and therefore has a track record. This means you can see whether or not it works. You can also learn from other franchisees who are already established and benefit from their experience.

The advantages of buying a franchise

The advantages of buying a franchise include:


	»  Because you are joining other franchisees, as a group you may have more bargaining power than you would have on your own. This may mean you get better deals with suppliers or when buying advertising space. Franchisees will often pool money to promote the brand on a regional or national scale. Any advertisement for the brand helps all the franchisees.


	»  You have the support of the franchisor and this can help you with decisions such as pricing, choosing suppliers and planning ahead. This should reduce the risk of something going wrong because there is more experience, joint power and support than if you were setting up alone.


	»  Buying a franchise may be less risky than setting up completely on your own. This is because there is past data for you to analyse before deciding whether or not to go ahead with the idea. At the same time, it will be your own business and so there is still the incentive to make it successful, as you will benefit directly.




The problems of buying a franchise

The most obvious problem with buying a franchise is that it costs you money! This reduces the profits you make. However, you hope that by buying a franchise you will do better than you would have done on your own. Whether you are better off with a franchise therefore depends on its success and the terms and conditions of the contract.

Although one of the main benefits of buying a franchise is that you are linked to other franchisees, this can also be a problem. If, for example, the quality of service in other franchises falls, it may damage the overall brand and hit your sales as well. You become dependent on others and vulnerable if there are problems elsewhere.

How much should you pay for a franchise?

Usually, there are several different types of payments involved in buying a franchise. For example, there may be an initial purchase fee plus a percentage of turnover each year. On top of this there may be money you have to invest each year to cover marketing and management expenses. The amount you pay for a franchise will depend on:


	»  the likely turnover of the business


	»  the typical profits


	»  whether you have the exclusive rights to a particular geographical area and, if so, how big and attractive this area is


	»  the amount of training and support provided.





► HANDLING DATA

A franchisor asks for a $12 000 fixed fee each year plus 2 per cent of profits after this fee and other costs are paid.

Your revenue this year is $650 000. Your costs (not including any costs associated with the franchise) are $420 000. What are the profits this year?



Selling a franchise

One advantage of being a franchisor is that you benefit from the income generated from the franchisees. They will pay a fee to buy the franchise and a percentage of turnover. This generates earnings for the franchisor.

Franchising is also a way of growing fast. If you were trying to grow a business on your own, you would have to fund it all yourself; for example, you would have to find the funds to buy more premises and refurbish more shops. If you sell franchises then the costs of opening a particular outlet falls to the franchisee. This may make fast growth much more feasible because individual franchisees are all funding their own enterprises. Domino’s Pizza, for example, was founded in 1960 by Tom Monaghan. His ambition was to grow the business to three stores – that’s why there are three dots on the company logo. However, through franchising, the business has grown to become the world leader in pizza delivery.

Another benefit of being a franchisor is that it may lead to more motivated managers because they are running their ‘own’ stores or businesses, rather than just being employees of a bigger business. This may help the business as a whole to be more successful.


STUDY TIP

When studying franchises, you need to compare this way of starting up your own business with the alternatives. What are its advantages and disadvantages compared to other ways of starting up? What would determine whether an individual did this, rather than ‘going it alone’?




► CASE STUDY

Toni&Guy

[image: image]
▲  Figure 1.10 Toni&Guy hairdressers, UK

Toni&Guy started in 1963, when Toni Mascolo opened a salon with his brother in Clapham, London. Today, the company has over 475 salons in 48 different countries, many of which are franchises.

Toni grew up in Italy. When he was a boy, he would walk past his father’s hair salon every day on his way home from school. ‘I had a stool where I would sit and would wash hair, which made my father very proud. By the age of 12, 13, I was doing perms. It was a hobby. It’s always been a hobby.’

Toni (whose real name was Giuseppe) had wanted to become a lawyer, but that changed when the family migrated to London when he was 14. Although he had excelled at school in Italy, he couldn’t speak English, so his only option was to work for his father. 

Together, Toni and Guy (whose real name was Gaetano) continued to open more salons, and established the TIGI brand in 1979. Under this brand name they launched gel, rollers, scissors and many more products and sold franchises to grow the business. The TONI&GUY video library supports teaching in their salons, emphasising the dedication of Toni and Guy to the development and further education of their employees.

Toni&Guy’s business interests, apart from the salons themselves, include:


	●  the production and distribution of products used and sold in the salons


	●  the Toni&Guy branded products, which have been developed with Alliance Boots


	●  another hairdressing chain called essensuals


	●  hairdressing training academies


	●  a business that supplies the salons with fixtures and fittings


	●  an IT business


	●  an in-house media agency.




The company has developed other brands which now include TONI&GUY, label.m and essensuals.

Source: www.independent.co.uk/news/people/profiles/toni-mascolo-wash-and-grow-6230921.html

Questions


		1  Analyse one factor you think is important to make a hairdressing business a success.


	[4]


		2  A hairdresser has asked you whether they should adopt the same model as Toni&Guy. Advise them on whether to do this.


	[12]









► CASE STUDY

7-Eleven

7-Eleven is the world’s largest convenience retailer. Its business model is that of franchising its name and way of operating; it is one of the biggest franchises in the world. The company has grown fast and says its success is based around the saying of its founder Joe C Thompson Junior, which was: ‘Give the customers what they want, when and where they want it’.

7-Eleven says that it is ‘customer-obsessed. We always poll customers to ensure we are bringing them solutions they can’t even imagine.’

If you want to be a franchisee for 7-Eleven, the investment required will include:


	●  the initial franchise fee


	●  the expenses to train staff according to the 7-Eleven way


	●  cost of inventory to open the store


	●  spending on business supplies


	●  purchases of business licences and permits


	●  insurance costs.




Source: https://corp.7-eleven.com/corp/about#corp_about_intro; https://franchise.7-eleven.com/franchise/the-financials

Questions


		1  Analyse one reason why 7-Eleven might franchise its business.


	[4]


		2  A friend has asked you whether they should buy a franchise in 7-Eleven. Advise them on whether to do this.


	[12]






Co-operatives

Another form of business is known as a co-operative. Co-operative businesses are owned and run by and for their members, whether they are customers, employees or residents. The members of a co-operative have one vote each and so it is a democracy. Members, such as farmers or freelancers, tenants or taxi drivers, can often do better by working together. Sharing the profit is a way to keep it fair and make it worthwhile.

Rather than rewarding outside investors, a co-operative shares its profits among the members. When someone leaves the co-operative they give up their shares. According to the International Co-operative Alliance, nearly 300 million people around the world are employed by co-operatives, while over 1 billion are members.

There are different forms of co-operative, such as:


	»  Employee co-operatives These occur when the business is owned equally by all the employees who work there. Each employee has a vote in the business decisions and shares in the profits. The advantage of this is that employees may be more motivated to make the business a success because they are part-owners. One of the problems, however, is that decision-making may be difficult if everyone has an equal vote but disagrees. Also, you cannot sell shares to those outside the business to raise finance, which might limit access to funds.


	»  Community co-operatives These are owned by members of a community to provide a local service, such as a post office.


	»  Retail co-operatives These occur when independent retailers join together. A group of independent stores may come together and operate under one brand name. This means they can get better deals from suppliers by buying in bulk and can share marketing costs.





► CASE STUDY

Co-operative facts and figures

‘At least 12 per cent of people on Earth [belong to one] of the 3 million co-operatives on Earth. Co-operatives provide jobs or work opportunities to 10 per cent of the employed population, and the 300 largest co-operatives or mutuals generate $2034.98 billion in turnover ...’

Source: https://ica.coop/en/co-operatives/facts-and-figures

Questions


		1  Explain one benefit of being part of a co-operative.


	[3]


		2  Evaluate the reasons why the co-operative approach is so popular around the world.


	[12]






Joint ventures

A joint venture occurs when businesses collaborate on a project but do not formally join together all their activities. For example, in the car industry a number of manufacturers might share the research costs of developing an electric car but they would still compete with their other models. In the pharmaceutical industry, two businesses may share their research skills for a new medicine. When entering a new market overseas, a company may set up a venture with a local business to help make the contacts and develop the networks it needs to distribute its products.

The benefits of a joint venture are that:


	»  businesses can share skills, resources, expertise and experience; this can benefit both parties


	»  businesses can collaborate on projects that are mutually beneficial without having to merge all their operations. This makes the process easier, less difficult to manage and less expensive than a full joining together (called a merger).




However, there may still be difficulties, such as:


	»  agreeing on the division of the profits; there may be disagreements over the relative contribution of each business


	»  different views on how decisions should be made and what the priorities are


	»  different views on whether and how to end the venture.




Social enterprises

Not all enterprises are set up to make a profit. Local sports clubs, government organisations and charities, for example, do not have profit as the main objective. They are set up for other purposes.

Social enterprises are businesses that have social aims and which trade in order to benefit the community or society in general. Examples of social aims are job creation and training, providing community services and ‘fair trade’ with developing countries. Well-known social enterprises in the UK include Cafédirect, The Big Issue, The Co-operative Group and the Eden Project, but there are many others (more than 55 000) operating in a wide range of industries, from farmers’ markets and recycling companies to transport providers and childcare. The number of social enterprises is increasing as people become more concerned about issues such as the environment and inequality.


► CASE STUDY

Wikipedia

Wikipedia was created in 2001. It is a multilingual, web-based, free-content encyclopedia project and is now one of the largest online encyclopedias. It is written by volunteers all over the world. Its articles can be edited by anyone with internet access. Articles are continually updated and improved by online contributors. The website was created by the not-for-profit Wikimedia Foundation, who says: 

‘The Wikimedia Foundation provides the essential infrastructure for free knowledge. We host Wikipedia, the free online encyclopedia, created, edited, and verified by volunteers around the world, as well as many other vital community projects. All of which is made possible thanks to donations from individuals.’

Source: https://wikimediafoundation.org

Questions


		1  Explain one way in which Wikipedia transforms inputs into outputs.


	[3]


		2  Evaluate the ways in which the success of Wikipedia might be measured.


	[12]







► CASE STUDY

The Big Issue

The Big Issue Group is a social enterprise in the UK aimed at reducing poverty by creating opportunities for people. The group has grown over the years and now includes:


	●  a magazine which offers employment opportunities to people living in poverty


	●  a fund that invests millions of pounds to support enterprises that bring about social change


	●  a charity shop that sells social enterprise products.




In 1991, The Big Issue magazine launched with the aim of providing homeless people with an opportunity to earn money by selling copies to the public. The magazine’s sellers are from a wide range of backgrounds, but all of them struggle with poverty. Sellers buy The Big Issue magazine for £1.50 and then sell it on to their customers for £3. This means the seller is earning money and is not begging for it. Not only that, but the act of having to organise themselves and manage their money as well as interacting with the public to sell the magazine all help individuals to build up their self-confidence and self-reliance.

The magazine has won numerous awards and led to the creation of over 120 similar magazines in 35 different countries.

Key facts about The Big Issue include:


	●  over 200 million copies of the magazine have been sold


	●  92 000 people have sold The Big Issue.




Source: www.bigissue.com/about

Questions


		1  Analyse one way in which The Big Issue helps society.


	[3]


		2  Discuss the ways in which The Big Issue would measure its success.


	[12]






Changing legal structure

It is relatively common for someone to set up in business as a sole trader and then to change the business into a private limited company (ltd) later on, when they want to raise funds from selling shares or want the benefits of limited liability.

To operate as a ltd company, a business must:


	»  have its accounts checked by an independent accountant (called an auditor) each year


	»  publish details of its accounts such as revenue and profits each year


	»  publish administrative details, such the address of the company and names of its directors.




This means the business affairs of a private company are more open than those of a sole trader. If you want to keep your earnings private, you would want to remain as a sole trader.

It may be that the owners of a private company want to make it public, as did Facebook in 2012. This gives the company access to more potential investors. To do this, the business must make more information available to the public and there is greater regulation of the way it operates and the information it provides. Becoming a public company opens a business to even greater scrutiny and even bigger legal and accountancy bills. However, it does enable its shares to be sold more easily on the stock exchange and this makes the shares more attractive to more investors, because they know they should be able to sell them, if needs be, to someone else (this means the shares of a plc are relatively easy to sell).


► TEST YOUR LEARNING

Short answer questions


		1    Define the terms ‘primary sector’, ‘secondary sector’, ‘tertiary sector’ and ‘quaternary sector’.


	[8]

		2    Define the term ‘public sector’.


	[2]

		3    Explain one advantage of a partnership compared with a sole trader.


	[3]

		4    a  Define the term ‘limited liability’.


	[2]

		b  Explain one way that limited liability can benefit a company.


	[3]

		5    Explain one advantage of creating a company rather than operating as a sole trader.


	[3]

		6    a  Define the term ‘franchise’.


	[2]

		b  Explain one reason for buying a franchise.


	[3]

		7    Explain one benefit of being part of a co-operative compared with a company.


	[3]

		8    Explain one advantage of being a sole trader compared with a partnership.


	[3]

		9    Explain one way a company can raise finance.


	[3]



Data response question

In 2020, Warner Music Group decided to sell shares to the general public. Warner Music included some of the world’s biggest record labels including Warner, Atlantic, Elektra and Parlophone. The company had many major recording artists signed to it, including Ed Sheeran and Katy Perry, representing over 80 000 songwriters and composers, from Beethoven to Madonna. The company also owns the music publisher Warner Chappell which, with over 1.4 million copyrights, is one of the world’s largest. Publishing is more secure and profitable than recorded music, although the majority of Warner Music’s income is generated by the latter.

Warner Music had previously been bought by billionaire Sir Len Blavatnik for $3.3 billion (£2.5 billion) in 2011, when the industry was not doing well. The value of music companies rose after that, aided by the fast emergence and growth of paid streaming services such as Spotify. In 2019, its profit was $256 million and its revenue was $4.5 billion. By 2020, Warner Music was worth around $6 billion. Warner had initially intended to sell its shares in February 2020, but when the Coronavirus (COVID-19) pandemic took hold, it delayed the sale. It then intended to sell the shares on 3 June 2020, but delayed this for a few days because it did not want to distract attention away from the Black Lives Matter movement that was in the news.

Questions


		1    Define the terms:


	

		a  ‘company’


	[2]

		b  ‘private sector’.


	[2]

		2    Calculate Warner Music’s profit as a percentage of its revenue in 2019.


	[2]

		3    Analyse one reason why investors would buy shares in Warner Music.


	[4]

		4    Evaluate the extent to which the price of a share in Warner Music depends on when it is sold.


	[12]










1 Business and its environment

AS LEVEL
1.3  Size of business


Chapter overview

In this chapter we examine:


	★  how the size of a business can be measured


	★  the significance of small and family businesses for the economy


	★  business growth.






1.3.1 Measurements of business size

The size of a business can be measured in many ways such as:


	»  the turnover (revenue) of the business


	»  the number of employees


	»  the value of the assets of the business shown on its statement of financial position


	»  the market value of the business (for example, the value of all of its shares)


	»  other indicators such as the number of stores or even the number of vehicles (for example, for a bus company).




The best measure will depend on the sector you are considering. For example, public sector organisations might not generate revenue (for example, if the health service is provided for free) so it may be more appropriate to measure the number of employees.

It is also important when considering the size of a business to think about its ownership. What seems like a ‘small’ business may actually be part of a much bigger ‘parent’ organisation and therefore have access to its funds and expertise. When governments are considering policies, such as subsidies and tax allowances, they will examine the ownership of a business and whether it is part of a bigger parent organisation.


STUDY TIP

Note that profit measures the success of the activities of a business. It is not in itself a measure of the size of a business.




► HANDLING DATA

Your company has 30 000 shares. The share price increases from $2.50 to $2.80.


	a  Calculate the old and new market values.


	b  Calculate the percentage change in the market value of the company.






1.3.2 Significance of small businesses

Advantages and disadvantages of being a small business

The advantages of small businesses are that:


	»  they are relatively easy to set up


	»  they are flexible because decisions can be made quickly (without having to consult lots of other people)


	»  they are often run by very motivated individuals because they probably set up and own the business, and so they want it to succeed because they personally gain the rewards


	»  they are often very creative because it is easy for those involved to communicate with each other and share ideas.





► CASE STUDY

Businesses in the EU

Shown below is the way in which the size of businesses is categorised within the European Union (a grouping of 27 European countries). This is important because it can affect the government support that is available and which regulations apply to them.

When determining a business’ size, the number of employees is always taken into account and either the annual turnover or the annual statement of financial position total.

Micro, small and medium-sized businesses account for 99 per cent of businesses in the European Union.

Question


		1  Analyse two benefits these businesses bring to the EU economy.


	[8]




▼  Table 1.7 Measuring the size of businesses within the European Union











	Enterprise category

	Number of employees

	Annual turnover (€m)

	OR

	Annual statement of financial position total (€m)




	Medium-sized

	< 250

	≤ 50

	OR

	≤ 43




	Small

	  < 50

	≤ 10

	OR

	≤ 10




	Micro

	  < 10

	  ≤ 2

	OR

	  ≤ 2








However, small businesses do have disadvantages:


	»  They lack power in the market (for example, with suppliers and customers) and so can find it difficult to survive.


	»  They may lack much experience compared to more established firms.


	»  They may find it difficult to raise finance because of the high risk involved as so many small businesses fail.




This is why governments sometimes try to help small businesses by providing advice, lower taxes and less regulation to help them survive.


► CASE STUDY

Small business finance

Small and medium-sized enterprises (SMEs) face challenges getting finance, said the Vietnam Chamber of Commerce and Industry (VCCI). It said that finance was expensive because the banks themselves are paying high interest rates of more than 13 per cent to get savers to provide them with funds. The banks also prefer to offer loans to large companies and state-run enterprises as they are a safer investment.

The Vietnamese government has ordered the banks to lend more to SMEs.

Questions


		1  Analyse two ways that high interest rates might make it difficult for SMEs to survive.


	[8]


		2  Evaluate why the Vietnamese government might beeager to lend more to SMEs.


	[12]






Strengths and weaknesses of family businesses

A number of businesses in an economy will be run by families. This is especially true in countries such as India, where the culture tends to encourage families to work together.

Family businesses have some strengths:


	»  The family members may share values, leading to fewer disagreements.


	»  Those involved may work hard so that the family as a whole prospers; their ties to the business will be emotional as well as financial, which may make them more committed to the survival and success of the business. This may mean they will work harder and for longer than outsiders.


	»  Individuals may be very supportive of each other because they are family members.


	»  Family members may be willing to plan for the long term because they will be looking for the benefits they can bring for future generations.


	»  A number of family members may be involved in providing finance and expertise.


	»  There may be decreased costs as family members may be willing to work for less than outside employees, at least in the short term.




[image: image]
▲  Figure 1.11 Family businesses are common in some countries, such as India.

However, there may also be weaknesses:


	»  Sometimes in a family business, decisions may be made for emotional reasons rather than rational ones. It may be that the correct thing is to do ‘A’ but because we don’t want to upset a family member we do ‘B’ instead.


	»  The family members may lack the right experience but there may be reluctance to bring in outsiders. Sometimes the wrong people may be doing jobs but family ties keep them in that role.


	»  It may be difficult to manage your relationship with others in the business easily because you will be influenced by emotional issues as well as business factors.


	»  The biggest difficulty for any family-run business is handing over power to the next generation when the current head of the family retires.





► CASE STUDY

A family business

Nelson Assemany and his four brothers opened a shop together in Rio de Janeiro in 1967. Now employing their sons, today they have two shops: one selling fabrics, the other selling imported consumer goods.

While outsiders often think Brazilian business is dominated by big companies such as the mining business Vale and oil group Petrobras, in reality 85 per cent of the country’s companies are much smaller, family-run operations. These businesses can adapt easily in a crisis compared to a company managed by a board of directors, where you have to consult other people and get approval for everything.

Family businesses are also more likely to be focused on long-term growth, because the aim is to pass them on to the next generation, while large companies are often too concerned with short-term results and shareholder profits.

Questions


		1  Define what is meant by the term ‘company’.


	[2]


		2  Evaluate the advantages and disadvantages of family businesses.


	[12]






The importance of small businesses and their role in the economy

In most economies, the majority of businesses are quite small, often one-person businesses. For example, plumbers, hairdressers, restaurateurs, lawyers and photographers are often sole traders. Although these small businesses are the most significant in terms of number, the larger businesses tend to dominate in terms of the total number of people they employ and the value of the output they produce. There may only be one Google or one Ford, for example, but they each employ a lot of people and have a very high turnover! Nevertheless, the small business sector is very important to any economy. This is because small businesses:


	»  create jobs, reducing unemployment


	»  provide competition for established businesses to ensure they remain competitive


	»  provide new sources of ideas. Small businesses are often very creative and many innovations start in smaller organisations


	»  can go on to grow in the future.




Small businesses and the economy

Small businesses are important to economies because they help create jobs and are often sources of innovation. Many new products or new ideas come from small businesses, so they are a source of entrepreneurial thinking. Small businesses create competition and provide momentum to an economy to promote economic growth. However, the founders and owners often need support. Governments may provide this support through:


	»  better business and enterprise training at school and university


	»  access to support and advice


	»  access to finance


	»  making it easier to start up and run a business; for example, by removing regulations that add to costs and make it difficult to operate.




The role of small businesses as part of the industrial structure in some industries

Small businesses are often very innovative. In industries such as pharmaceuticals and computers, many of the breakthroughs are made by small businesses; bigger businesses then often take over or work with the smaller organisations to develop the ideas further. Bigger, more established businesses often provide the finance and capacity to produce and sell the product on a large scale.

Small businesses can also provide specialist services that bigger organisations might not be interested in providing for themselves; for example, while the larger firm concentrates on its core business, the small firm might specialise in, say, digital marketing, specialist legal advice or provide expertise on a new market overseas. Small businesses can concentrate on small segments of the market (called niches) and sell their services to bigger organisations who buy in this expertise.


GLOSSARY TERM

A niche is a small segment of a market.




► CASE STUDY

Businesses in the UK private sector

The data below shows the composition of the UK economy in 2019 in terms of the size of businesses.

▼  Table 1.8 Estimated number and size of businesses in the UK, 2019










	
	Business

	Employment (thousands)

	Turnover (£ millions)




	All businesses

	5 867 770

	27 498

	4 149 973




	SMEs (0–249 employees)

	5 860 085

	16 630

	2 168 005




	Small businesses (0–49 employees)

	5 824 500

	13 157

	1 528 684




	With no employees

	4 457 820

	  4 835

	   304 508




	All businesses with employees

	1 409 950

	22 663

	3 845 465




	of which:




	1–9 employees

	1 155 385

	  4 206

	   595 013




	10–49 employees

	   211 295

	  4 116

	   629 163




	50–249 employees

	     35 585

	  3 473

	   639 321




	250+ employees

	       7 685

	10 868

	1 981 968






Source: UK government, Department for Business, Energy & Industrial Strategy

Question


		1  Evaluate the contribution of small businesses to the UK economy in 2019.


	[12]







► HANDLING DATA

The market as a whole is worth $960 000. Your niche is worth $60 000. What percentage of the market is this?



1.3.3 Business growth

Business growth is a common objective of any business. By growing:


	»  a business can get more power over suppliers and customers, which might help it to make more profits


	»  a business can reach more customers and there is the possibility of more profit through more sales


	»  the owners can eventually own something that is worth more


	»  the owners can have a sense of achievement because they can look back and be proud of having grown the business


	»  a business can raise its profile.




Why and how a business might grow internally (organic growth)

The size of a business is not fixed – it can change over time. One way to grow is to expand your existing operations. This is called internal or organic growth.

To do this a business may:


	»  try to grow sales of its existing products in its existing markets


	»  develop new products for its customers


	»  find new markets where it can sell its existing products.




External growth

External growth occurs when a business expands by buying up another business or joining with another business. This is known as integration. The process of integration is sometimes called a merger and sometimes a takeover. In a merger, two or more businesses mutually agree to join together to form one new one. Alternatively, one business may unilaterally decide to acquire another; this is known as a takeover.

In the case of a takeover, one business buys control of another one by gaining the majority of its shares. It can do this by offering shares in its business (which is called a paper offer) or by paying to buy the shares (which is a cash offer) or a combination of the two. The directors of the company being targeted may welcome the bid and advise their shareholders to sell; this is a friendly takeover, which could be called a merger. However, the directors of the target company may resist the bid and advise their shareholders not to sell; this then becomes a hostile takeover.

There are different forms of integration:


	»  Horizontal This occurs when one business joins with another at the same stage of the same production process; for example, a car manufacturer acquires another car manufacturer.


	»  Vertical This occurs when a business acquires another business at a different stage of the same production process. Backward vertical integration occurs when the business joins with a supplier; forward vertical integration occurs when a business joins with a business closer to the customer, such as a distributor or retailer.


	»  Conglomerate diversification This occurs when a business joins with another business operating in a different sector; for example, a car manufacturer joins with a confectionery business.




The motives for these different types of integration may vary; likely reasons for them are shown in Table 1.9.

▼  Table 1.9 Motives for different forms of integration








	
Type of integration

	
Likely motives




	
Horizontal

	
Greater market power; economies of scale




	
Forward vertical

	
Gaining access to the market, for example, by joining with retailer




	
Backward vertical

	
Gaining control over supplies – this may improve co-ordination, improve quality and reduce costs




	
Conglomerate

	
Spreading risks by operating in different markets; less vulnerable to a change in conditions in one market






Integration and stakeholders

The coming together of businesses will have an impact on stakeholders. The precise effect will depend on the nature of and success of the deal. However, some of the potential implications are:


	»  Investors The deal is likely to cost money initially but, if it works, bring higher returns in the long term. If investors generally approve of the deal, the share price of the bidder will rise and, if profits do increase, dividends may as well. However, in reality many mergers and takeovers do not do as well as expected, in which case the shareholders of the bidding company may be disappointed.


	»  Managers The effect on managers will depend on the deal, but in some cases it will mean there is a duplication of roles. Company A may have a marketing manager and so might company B. With integration there may be an opportunity to save money by only having one marketing manager.


	»  Suppliers They may benefit if the combined business does well and grows. However, the new, bigger business may have more power to push down prices from suppliers.




Why a merger/takeover may or may not achieve objectives

Many businesses like the idea of external growth. This is because it is a way of growing rapidly. By joining with an existing business, it is possible to quickly enter a new market or to achieve a much bigger presence in a market.

However, often these deals are not as successful as expected. Problems of mergers and takeovers include:


	»  the costs of doing the deal itself. Integration may involve legal costs, finance costs and reorganisation costs


	»  the clashes that may occur when the businesses start to try and work together. There can often be significant differences in the way that people work, what they prioritise and how they make decisions, and this can lead to friction, higher costs and mistakes being made


	»  inefficiency because the business is too big. This can cause problems co-ordinating it, communicating to staff and building a common sense of purpose.




Joint ventures and strategic alliances

Another form of external growth occurs when a business forms a joint venture or establishes a strategic alliance with another business. This means they agree to co-operate in specific areas but do not fully join together in all aspects of their operations. In the case of a joint venture, the businesses create a new legal entity to collaborate together. The joint venture agreement will specify all the details of the contract, including the rights of the partner businesses, the objective of the venture, how day-to-day operations will be carried out and how profits will be distributed. In the case of a strategic alliance, they remain completely independent businesses but collaborate on a given project.

The advantage of joint ventures and strategic alliances is that businesses share their expertise and assets in areas where they feel this will bring benefits. However, they can avoid some of the problems that come with trying to integrate whole businesses together. Strategic alliances will often be used when co-operating on a project allows the businesses involved to benefit from each other’s resources and expertise and to make more profits.

Joint ventures are often used when businesses enter new markets. The ‘outside’ business can join with a local business and use its expertise and contacts. In this situation, a joint venture can reduce risks by making use of the local business’ inside knowledge, contacts and awareness of the country’s culture and business environment. In some countries, foreign businesses can only operate in conjunction with local ones and so joint ventures are a common way of entering the market.


► TEST YOUR LEARNING

Short answer questions


	
	1    a  State two ways of measuring the size of a business.


	[2]

		b  Explain one possible advantage of being a big business compared with being a small business.


	[3]

		2    Explain one problem of being a small business.


	[3]

		3    Explain one reason why a government might want to support small businesses.


	[3]

		4    Define the term ‘internal growth’.


	[2]

		5    State two ways in which a business might try to grow.


	[2]

		6    Explain one advantage of being a family business.


	[3]

		7    a  Explain one reason why a business might want to grow internally.


	[3]

		b  Explain one problem of internal growth.


	[3]

		8    a  Explain one reason why a business might want to grow externally.


	[3]

		b  Explain one benefit of horizontal integration.


	[3]

		9    Explain one reason why a merger or takeover may not achieve its objective.


	[3]

		10  Explain one benefit of a using a joint venture to enter an overseas market.


	[3]



Data response question

Family businesses in Asia

From Samsung in South Korea, Reliance Industries in India, to Hon Hai, the Taiwanese maker of the iPad, family businesses dominate Asia’s (and increasingly the world’s) business environment. They make up half of Asia’s public limited companies and a third of the market capitalisation value of all companies on the stock exchange, and they employ millions of people. However, many of these businesses are failing to plan for the transition to a public limited company with external shareholders. This can lead to uncertainty, at best, and potentially ruinous family disputes. For example:


	●  Lee Kun-hee, the 70-year-old chairman of electronics giant Samsung, was sued by both his brother and sister over company shares left by their late father.


	●  India’s richest man, Mukesh Ambani, was involved in a five-year dispute with his brother Anil over their father’s vast Reliance empire.


	●  In Hong Kong, a row emerged over the future of billionaire Stanley Ho’s Macau casino business, which led to Mr Ho arguing against some of his own children.


	●  Winston Wong, eldest son of the late Taiwanese tycoon Wang Yung-ching, sued to recover $4 billion worth of disputed assets that he claimed were taken by members of his father’s third family. Wang founded Formosa Plastics, one of Taiwan’s biggest companies.




Given that many of Asia’s most successful businesspeople are now in their eighties and nineties, the next decade will probably see a number of contentious leadership successions.

Asia’s biggest family businesses


	●  Samsung Electronics (South Korea)


	●  Reliance Industries (India)


	●  Hon Hai Precision Industries/Foxconn (Taiwan)


	●  Sun Hung Kai Properties (Hong Kong)


	●  Tata Consulting (India)


	●  Cheung Kong (Hong Kong)


	●  Hutchison Whampoa (Hong Kong)


	●  Wilmar International (Singapore)


	●  Bharti Airtel (India)


	●  Formosa Petrochemical (Taiwan)




A recent study tracked the market performance of 250 family companies that underwent a succession. It found that, on average, these companies’ market values declined by almost 60 per cent during the period starting five years before the succession and up to three years afterwards. The performance of a family firm is often down to the skills, charisma and connections of the founder, something that subsequent generations may find hard to replicate.

Questions


		1    Define the terms:


	

		a  ‘public limited company’


	[2]

		b  ‘market capitalisation’.


	[2]

		2    Explain two reasons why family businesses are so important to the economy.


	[6]

		3    Evaluate whether family businesses are ‘ultimately doomed to fail; it is just a question of time’.


	[12]










1 Business and its environment

AS LEVEL
1.4  Business objectives


Chapter overview

In this chapter we examine:


	★  business objectives in the private and public sectors


	★  objectives and business decisions.






1.4.1 Business objectives in the private sector and public sector

An objective is a target. A good objective will state what is to be achieved (for example, an increase in profit), how much the business wants it to be (for example, $25 000) and when it wants this to be done by (for example, in three years). This means a good objective should be:


	»  specific in terms of what the target is


	»  quantifiable (measurable)


	»  time-specific in terms of when it should be completed.




A business will have an overall objective, such as a target of doubling its profits within five years. This will then give the business’ managers the opportunity and information to set departmental targets. For example:


	»  The marketing department may have to increase sales by 40 per cent over an agreed period.


	»  The operations management department may need to reduce costs by 20 per cent over the next three years.


	»  The human resources department may have a target to increase labour productivity by 8 per cent over the same time period.




Within each department every individual should also have their own objective. For example, to reduce costs by 20 per cent, the person responsible for ordering supplies for the business may be set a target of finding a supplier that is 5 per cent cheaper. The manager in charge of sales for the south-east of the country may be asked to increase sales in their area by 30 per cent to help overall sales rise by 40 per cent.

Those objectives which relate to the entire business, such as growth, are also termed corporate objectives.

The setting and pursuit of objectives of a business helps it to co-ordinate its activities, whether it operates within the private sector or the public sector. It provides goals for employees at all levels within the organisation and helps managers to co-ordinate the activities of all employees. The Starbucks case study on page 34 emphasises the importance of objectives within large and growing organisations.

[image: image]
▲  Figure 1.12 Business objectives


GLOSSARY TERMS

An objective is a target that is measurable and has a given timescale.

Labour productivity measures the output per time period of an employee.

A corporate objective is a target set for the business as a whole.



Business objectives in the private sector  [image: Image]

We saw in Chapter 1.2 that private sector businesses are owned by individuals. Businesses in the private sector can have a number of objectives, including the following.

Profits and profit maximisation

Profits are maximised when the difference between sales revenue and total costs is at its greatest. Some firms set objectives which involve achieving a minimum level of profit, allowing the business and its managers to focus on other objectives. This approach, known as satisficing, may be pursued by smaller family-owned organisations. Satisficing allows the owners of these businesses to achieve other targets, such as entering new markets or increasing the size of the business.

Other businesses may seek to earn the greatest possible profits to satisfy their shareholders’ desire for high dividends. This might be a shorter-term objective. Others may pursue the longer-term objective of providing acceptable levels of dividends, but they may also look for growth in the value of the company and therefore in its share price. This can provide shareholders with long-term financial benefits.

Growth

Many businesses have an objective of growth because their managers believe that the organisation will not survive otherwise. If a firm grows, it should be able to exploit its market position and earn higher profits. This benefits business owners (in the long term) by providing greater dividends, as well as offering better salaries and more job security to the employees and managers of the business. The case study on Starbucks shows that the company has set itself the aim of growth. This will have been expressed in quantified objectives, possibly relating to sales figures or market share in other countries.


► CASE STUDY

Starbucks’ objectives

Starbucks is an American multinational company. In 2019, it operated 30 600 stores in 80 countries selling coffee, other drinks and food.

Starbucks sets out its objectives clearly on its website and one of these is growth. Starbucks has put in place a range of plans to achieve its growth objective. The company has opened new restaurants, improved its use of technology within its stores and developed new products for its customers.

These decisions appear to have been successful, as Starbucks has improved its financial performance. Sales at cafés open for at least a year have increased by 6 per cent globally. In 2019, its sales reached a record figure of $6.8 billion.

Questions


		1  Explain one reason why making Starbucks’ employees responsible for its marketing might help the company to achieve its objective of growth.


	[3]


		2  Evaluate the benefits that Starbucks might receive from its clearly stated business objectives.


	[12]






Survival

This objective is for the business to continue to trade over a defined period of time, rather than to submit to some form of commercial pressure and be forced to cease trading. This is an important objective, even for the largest of businesses at certain times. However, it is a more common one for small and newly established businesses. Survival is likely to become a key objective during:


	»  periods of recession or intense competition


	»  times of crisis, such as during the 2020 Coronavirus (COVID-19) pandemic.




Cash flow

For most businesses, cash flow is a vital element of success as it is essential to be able to pay debts on time. This is especially true of businesses that have long cash cycles. A cash cycle is the time that elapses between the outflow of cash to pay for the resources needed to produce a product and the receipt of cash following the sale of the product. Businesses in industries such as pharmaceuticals and construction may have long cash cycles.

Walt Disney, the global entertainment company, has an objective to strengthen its cash-flow position. The failure to set an objective relating to cash flow could have dire consequences for a business if it is unable to pay its debts as they fall due. In the worst case, a shortage of cash could result in a business having to cease trading.


GLOSSARY TERMS

The market share of a business measures its sales as a percentage of the total market sales.

Cash flow is the movement of cash into and out of a business over a time period.

Ethics are moral principles that can shape the way a business behaves.

Social responsibility is a philosophy under which businesses consider the interests of all groups in society as a central part of their decision-making.



Diversification

Diversification is an objective where a firm produces an increased range of unrelated goods and services. Adopting this objective allows a business to spread its risk by selling a range of products (rather than one) or through trading in different markets. Thus, if one product becomes obsolete or a market becomes significantly more competitive, then the alternative products or markets will provide a secure source of revenue for the business while it seeks new projects. Diversification allows a business to avoid relying on one or two products and has been the principle behind the creation of conglomerate businesses – those that sell a range of products in different markets. PepsiCo Inc., the multinational soft drink and snack producer, has pursued the objective of diversification to extend its product range beyond soft drinks. This is intended to help it to compete with its powerful rival, The Coca-Cola Company.

Business objectives in the public sector

Providing a service to the community

Businesses in the public sector are owned by the government. Usually a major objective of businesses in this sector is to provide a service to all of the country’s population. For example, if a transport system is owned by the government, it may operate bus services to remote areas where few people live. Private sector businesses may not be willing to do this as it may not be profitable due to the low number of passengers. In India, the government has set public sector businesses the target of constructing 11 000 kilometres of roads each year to improve transport services.

Similarly, it may be necessary for public sector businesses to provide some products that otherwise may not be available. Private sector businesses may not be willing to make the huge investments necessary to develop systems needed to supply utilities such as gas, water and electricity. In many countries these services are supplied by the public sector. For example, in Pakistan there are publicly owned businesses supplying electricity in many localities including Lahore, Faisalabad and Multan.

Financial objectives

Businesses in the public sector do not seek to maximise profits, unlike many of those in the private sector. In many countries, public sector organisations are expected to at least cover their operating costs, to avoid needing financial support from the government. Public sector businesses in some countries have an objective to generate a financial surplus which is reinvested to improve the service offered by the business. In 2020, businesses in the public sector in Indonesia were reviewed by the government, and some were merged with others or closed due to very weak financial performance.

Development of relatively poor regions

Many countries operate public sector businesses in regions with low incomes. This can help to raise standards of living in less affluent parts of the nation. In New Zealand, the government is making changes to ensure that public sector organisations meet the needs of the country’s indigenous Maori population.

[image: image]
▲  Figure 1.13 Objectives for different business sectors

The objectives of social enterprises

Social enterprises are businesses which operate to benefit the community or society in general. As a result, they normally set themselves social and ethical objectives.

Social and ethical objectives have received much attention recently. In part, this is the result of widespread access to the internet, making it easier for the public to discover information about the behaviour of businesses. Some investors will only invest in companies that trade with ethical or social objectives. Importantly, a significant proportion of customers seek to purchase products from businesses with social and ethical objectives. Pursuing such objectives, and publicising the fact, can offer a business a distinctive and attractive image.

Social objectives

Social objectives include targets that relate to matters such as providing employment for people or improving facilities for local people (for example, building a play park for local children). Social enterprises frequently reinvest their profits to help to meet their social objectives. A study by the University of Pennsylvania showed that many social enterprises have ambitious goals of having more clients and expanding their operations but that few set quantifiable targets.

Ethical objectives

Ethical objectives are those that are based on moral principles. Examples of ethical objectives include protecting the environment through the use of sustainable production techniques and ensuring that suppliers receive fair and prompt payment.

The importance of business objectives

Business objectives set out what the business wants to achieve. This provides a focus for all decisions. Employees know what they are supposed to achieve and can then make suitable decisions. Without objectives, employees do not know the priorities and do not know how success will be measured. This can lead to a loss of focus and a wasteful use of resources. Objectives can:


	»  motivate employees by providing targets


	»  provide a measure of control, as progress can be reviewed against these targets.




Corporate social responsibility as a business objective

A business may have many objectives relating to different areas. For example, it may want to boost profits but, at the same time, may be aware of its impact on society as a whole and the environment in particular. Any business will have certain responsibilities to other groups by law. For example, there are laws in many countries determining the minimum an employee can be paid, the information businesses have to provide about their products, and the procedures to be taken to make the working environment safe. All businesses should have an objective of acting legally. However, some may accept obligations to society over and above the legal minimum; this type of behaviour is known as corporate social responsibility (CSR). For example, a business may believe:


	»  it should ensure that work is interesting and that employees have a good career path within the organisation


	»  it has a responsibility to keep people in work as much as possible and therefore be reluctant to force anyone to leave the business


	»  it is important to pay suppliers quickly rather than taking as long as possible and holding on to money


	»  it should invest in its local community to improve the area and quality of life of the community where it is based.





► CASE STUDY

The Good Hotel

The Good Hotel is part of the Good Group, set up by Marten Dresen. The Good Group is a social enterprise, offering customers luxury accommodation in wonderful locations. In 2020, the business operated hotels in London and Antigua de Guatemala. By 2021, it plans to open hotels in five new locations.

The Good Hotel operates in an environmentally conscious way. It sources its food locally and treats suppliers fairly. It offers vegetarian and vegan meals and does not use plastic straws in any of its hotels. It does not put TVs in its hotel rooms, opting to instead provide spaces that facilitate connection and conversation. The Good Hotel believes that ‘conversation is the key to community’.

All the business’ profits are invested into educational projects in Guatemala to provide skills and training to those who really need it. According to its website, a one-night stay can finance one week’s education for a child in Guatemala.

In its first year of trading, Good Group donated approximately $80 000 to its causes in Guatemala, and is on target to donate more than $500 000 per year. This has financed the building of three schools, providing quality education for over 500 students in impoverished Guatemalan communities.

Source: www.good.community

Questions


		1  Explain one way in which operating as a social enterprise has shaped The Good Hotel’s objectives.


	[3]


		2  Evaluate whether The Good Hotel can be expected to compete successfully with other hotels operated by businesses in the private sector.


	[12]






A business that acts responsibly believes it is a corporate citizen with obligations to society. This type of business will set targets to do more for society than it is obliged to by law.

CSR and the triple bottom line [image: Image]

While many organisations see profit as important, they may also be concerned about how this profit is made and the impact of the business on others. This means that businesses often have social and environmental objectives relating to how they treat suppliers, how they treat staff and the impact of their activities on the environment and other groups, such as the local community. A business may be willing to accept lower profits if it significantly reduces pollution, if it ensures only recycled resources are used and if it helps the local community, for example.

This increasing interest in social and environmental issues may be because there is more information available about such things and so managers are making better-informed decisions. It may also be a response to the fact that consumers, employees and investors are increasingly interested in such issues. Not only that, if competitors are demonstrating their environmental and social awareness, then other businesses may have to follow in order to retain their competitiveness. John Elkington, a business author and advisor, suggested a business’ performance should be measured by examining three Ps: its profits, its treatment of people and its impact on the planet. This is known as the triple bottom line (profit, planet, people) and it encourages sustainable production, allowing it to continue in the long term without damaging the environment.

[image: image]
▲  Figure 1.14 Elkington’s triple bottom line


► CASE STUDY

Social objectives at Intel

Intel is one of the world’s largest manufacturers of semiconductors, a component used in many electrical products including telephones and computers. In 2019, it employed more than 110 200 people across the world. The company’s mission statement is ‘to bring smart, connected devices to every person on Earth.’ It believes that technology can help to improve living standards.

[image: image]
▲  Figure 1.15 The Intel organisation believes in corporate social responsibility

Intel’s 2018 corporate social report states: ‘In celebration of Intel’s 50th anniversary, we set a goal to engage 50 000 of our employees to volunteer more than 1 million hours in 2018. We exceeded that goal, with more than 68 000 employees (or 64 per cent of our employees) volunteering approximately 1.5 million hours of service throughout the year. To support our goal, each business group achieved a participation rate of over 50 per cent. Over the past 10 years, our employees have generously donated their skills, technology expertise and more than 10 million hours of service to tackle environmental challenges, improve education and help meet community needs around the world.’

Intel’s volunteer groups have worked in many countries including Malaysia, Japan, Namibia and Puerto Rico.

Source: Corporate Social Responsibility at Intel, 2018–19 Report

Questions


		1  Define the terms:


	

		a  ‘mission’


	[2]


		b  ‘objectives’.


	[2]


		2  Evaluate the extent to which Intel benefits from having a widely publicised mission statement.


	[12]






Mission statement, aims, objectives, strategy and tactics [image: Image]

The mission of a business is the fundamental reason why it exists. A mission statement sets out the purpose of the business. For example, an airline may exist to be the ‘best airline in the world’; a computer manufacturer may aim ‘to help people work more effectively’, and a cosmetics business may intend ‘to bring beauty to everyone’. The mission will be determined by the owners of the business.

A business’ aims are its long-term goals and are often referred to as its corporate aims, meaning that they relate to the whole business. Businesses do not normally state aims as numerical targets but rather in qualitative terms. For example, a housebuilder might set itself an aim of building environmentally friendly homes. Both corporate aims and mission statements are set by senior managers within the business. They are designed to provide guidance for setting objectives and to assist junior managers in decision-making.

The mission and aims are rather general statements and, unlike objectives, whether or not they have been achieved cannot easily be measured. What exactly does a business measure to decide if it is the best airline? It could be the number of planes it operates, or the number of passengers, or perhaps the level of customer satisfaction. This is why corporate objectives exist, to turn the mission and aims into measurable, specific and time-related targets.

Once these targets have been set, the business has to decide how to achieve them most effectively. The long-term plan to achieve an objective is known as a strategy. For example, if a business wanted to increase profits by 30 per cent in three years, the strategy might be to target overseas markets. However, this strategy has to be put into action; in this example, a decision has to be taken on which countries will be targeted. However, other decisions have to be made too: In what order will the new markets be entered? What products will be offered in each? The shorter-term action plans that combine to make up the strategy are known as tactics.

[image: image]
▲  Figure 1.16 From mission to tactics


GLOSSARY TERMS

A mission statement sets out the overall purpose of a business.

An aim is a long-term goal that determines the objectives that an organisation sets itself.

Strategy is the long-term plan to achieve the objective of a business.

Tactics are the short-term actions needed to implement the strategy.



1.4.2 Objectives and business decisions

The role of objectives in the stages of business decision-making [image: Image]

Managing a business involves many different decisions; for example, deciding on the objectives, deciding the best way of achieving these (which is set out in the company’s strategy), and deciding how to bring the strategy about on time and at an acceptable cost through use of appropriate tactics. Making the right decisions is therefore an important part of good management. Decision-making involves:


	»  Setting the objectives This is essential because the success of a plan can only be judged against the objectives that were set. Making a profit of $100 000 may be disappointing if the objective was $300 000, but not if the target was $80 000! It is important to set realistic and achievable targets.


	»  Gathering information Before you decide what to do, you need information on where you are at the moment, what else is happening and what your options are in order to analyse the situation.


	»  Selecting a suitable strategy Having analysed the information, you can decide on the best strategy; for example, targeting domestic or overseas markets.


	»  Implementing the strategy This is where the tactics come in to make sure the plan works well.


	»  Reviewing This is essential to see how you have got on and what, if anything, needs to be changed. After the review you can consider whether the objectives are still appropriate or not; you may need to set higher or different targets, for example.




[image: image]
▲  Figure 1.17 The process of decision-making

How objectives might change over time

Over time, the objectives of a business may change. This can be for many reasons, both internal (inside the business) and external (outside the business):


	»  Internal A business may have new owners or managers who want to achieve different things. Perhaps they want the business to grow faster, for example, or are more concerned about the environmental record of the business than the previous owners.


	»  External Perhaps the economy has gone into decline and so the organisation needs to reduce its growth target. Perhaps competitors have entered the market, which means the profit target was too ambitious and needs to be amended downwards.




Decision-making is a continuous process in which decisions are being taken and reviewed and new objectives are set.

Translating objectives into targets and budgets

The overall objectives of a business need to be cascaded down into departmental and then individual targets for people. Using objectives throughout the organisation helps to ensure everyone is working towards the same aim. With each objective there should be a strategy of how it is to be achieved and specific tactical targets showing the details of the activities that need to be undertaken. A plan will show:


	»  who is in charge of what


	»  what they have to do


	»  when it must be done


	»  how much they have to spend; that is, what budget has been agreed.




A budget is a financial target that might set out expected revenues and also anticipated expenditure. This helps with financial planning. The size of the budget will depend on what the objective is and what has to be done to achieve it.


GLOSSARY TERMS

A target is a goal pursued by a business, such as achieving a particular market share or rate of growth of sales.

Budgets are financial plans setting out a business’ future revenues and expenditure.

Ethical behaviour is behaviour that is thought to be morally correct and not necessarily the most profitable.



The communication of objectives and their likely impact on the workforce

When setting objectives, this should be done in discussion with the people who will be responsible for achieving them. This should help make sure the objectives are realistic and that the people involved are committed to achieving them. If a target is forced on an employee, they may not try very hard to achieve it because they may not think it is feasible or even possible to hit.

Having an objective can be very motivating because it provides a sense of direction, so that employees know what they are doing and why, and how this fits in with the overall strategy of the business. It can also motivate because it sets workers a target, so they have something to aim for and something that can be reviewed.

However, objectives may be demotivating if the person who is set them does not believe in them and has no sense of ownership. If an employee feels they have been set a target that cannot be reached, or they do not have the budget to make it possible, they will probably feel demotivated. This means that how an objective is set and what resources are allocated to it are very important.


STUDY TIP

Remember that some of the businesses you will encounter in question papers may be large ones, and this can pose a challenge for the business to communicate corporate objectives clearly. This problem can be more serious if the business operates in different countries with different languages and time zones.



SMART objectives

To be effective, objectives should be SMART. SMART objectives must be:


	»  Specific They must define exactly what the firm is measuring, such as sales or profits.


	»  Measurable They must include a quantifiable target; for example, a 10 per cent increase in sales revenues.


	»  Agreed If targets are simply imposed on people, they are likely to resent them. If, however, the targets are discussed and mutually agreed, people are more likely to be committed to them.


	»  Realistic If the objectives are unrealistic (for example, they are too ambitious), people may not even bother to try and achieve them. To motivate people, the targets must be seen as attainable.


	»  Time-specific Employees need to know how long they have to achieve the target; for example, is it two or three years?




An example of a good objective might be ‘to increase profits by 25 per cent over the next four years’. By comparison, a bad objective would be ‘to do much better’ – it is not clear what ‘doing better’ actually means, how it will be measured or how long you have to achieve it.

How ethics may influence business objectives and activities

Business ethics refers to what is considered to be right or wrong in terms of business behaviour. For example, is it ethical behaviour to sell cigarettes if you know they can damage people’s health? Is it ethical to produce a good or service if the process of producing it damages the environment? Is it ethical to show advertisements for children’s toys between children’s television programmes to get the children to pester their parents to buy them?

Managers face ethical issues all the time, in all areas of business. Sometimes the objectives of the business can encourage unethical behaviour. If employees are set extremely high sales targets, they might decide to sell products to people who don’t really need them or to avoid telling people some of the problems that might occur with the product if they don’t ask. The drive to boost sales can lead a business’ employees to behave badly. In recent years there have been many sales scandals; for example, insurance companies have sold people policies that were unlikely to ever pay out and banks have not told people they could be earning higher returns if they changed to a different type of bank account. This behaviour is usually driven by a desire to hit high targets, in order either to keep a job or to earn bonuses.


► CASE STUDY

Ethics at Texas Instruments

Texas Instruments (TI) is based in Dallas, Texas, and makes a diverse range of electrical products including military equipment and calculators. In 2020, it employed 30 000 people in 30 countries.

TI’s board of directors adopted ethical principles very early. The company established an ethics office in 1987 and appointed the company’s first ethics director. Its ethics director and staff have three primary functions:


	●  to ensure that business policies and practices are continuously aligned with ethical principles


	●  to clearly communicate ethical expectations


	●  to provide multiple channels for feedback, through which stakeholders may ask questions, voice concerns and seek resolution of ethical issues.




The company’s website makes its ethical position clear. ‘Our challenge ... is to provide the tools employees may need to make tough but appropriate decisions quickly. We work to ensure they have a clear understanding of the global rules and regulations that govern our operations, as well as our own values, principles and ethical expectations.’

Source: Adapted from www.ti.com

Questions


		1  Explain two reasons why Texas Instruments sets out its ethical objectives on its website.


	[6]


		2  Evaluate the case for and against Texas Instruments operating with ethical behaviour as a key objective at all levels in the business.


	[12]






Of course, unethical behaviour does not have to be the case, but businesses must be clear on the behaviour they expect from employees in terms of how they reach their targets. This is why some businesses have a ‘code of ethics’ or a ‘code of conduct’ to make it clear to employees what is and what is not regarded as acceptable behaviour.


► TEST YOUR LEARNING

Short answer questions


		1    a  Define the term ‘business objective’.


	[2]

		b  Explain one feature of a good objective.


	[3]

		2    a  Define the term ‘mission statement’.


	[2]

		b  Explain one benefit to a multinational business of having a mission statement.


	[3]

		3    a  Define the term ‘corporate responsibility’.


	[2]

		b  Explain one reason why corporate responsibility is important to an oil company such as BP.


	[3]

		4    Explain two differences between strategy and tactics.


	[6]

		5    Explain one type of strategy a business that is entering new markets overseas might adopt.


	[3]

		6    a  Explain one stage of decision-making.


	[3]

		b  Explain one reason why it is important to review decisions.


	[3]

		7    a  Define the term ‘ethics’.


	[2]

		b  Explain one reason why businesses try to take ethical decisions.


	[3]

		8    Explain one reason why a marketing manager might consider ethics when making a decision.


	[3]

		9    a  Define the term ‘budget’.


	[2]

		b  Explain one advantage to a business of setting a budget.


	[3]

		10  Explain two reasons why a growing business’ objectives might change over time.


	[6]



Data response question

A different bank

New Zealand has four major banks which dominate its banking market, holding a market share of around 80 per cent. Two years ago, Provident Bank opened its first branches in Auckland and Wellington amid great publicity. The new bank’s corporate objectives include achieving high rates of growth and establishing 20 branches through the country within its first three years of trading.

The bank has a mission statement which sets out its commitment to a high standard of customer service. This figures prominently on its website and is used in much of its publicity, including its recruitment materials.

Provident Bank has set out to differentiate itself from its rivals by adopting strongly ethical corporate objectives which influence its strategy and tactics. It does not invest in businesses whose actions damage the environment or those that supply armaments. It is a carbon-neutral business. Its charges are higher than the large, established banks, but its marketing is distinctive and research suggests that it is appealing to wealthy New Zealanders.

Questions


		1    Define the terms:


	

		a  ‘corporate objectives’


	[2]

		b  ‘tactics’.


	[2]

		2    Analyse one reason why Provident Bank considers its mission statement to be important.


	[4]

		3    Evaluate the case for and against Provident Bank adopting ethical corporate objectives.


	[12]
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