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Introduction

Welcome to your WJEC/Eduqas GCSE Business course.

What you will study

Your GCSE is divided into six parts, which we have presented as separate chapters.

Chapter 1: Business activity

This part of the course is designed to introduce you to the subject. It considers the nature of business activity, how and why businesses supply goods and services, the role of business enterprise and entrepreneurship, and the dynamic nature of business. While studying this chapter, you will encounter the different legal forms a business can take, the goals they set themselves, how they decide where to locate and how they plan their activities. This chapter also considers why businesses can achieve growth and why they may wish to do so. Both this chapter and Chapter 2 relate to the four functional areas of business (business operations, human resources, marketing and finance) that are covered within Chapters 3–6.

Chapter 2: Influences on business

All businesses are influenced by external factors and this chapter considers some of the most important of these. This chapter considers external influences such as technology, the economic climate, the environment, globalisation and the law.

Chapter 3: Business operations

Studying this chapter will show you how businesses use resources to produce goods and services as efficiently as possible. You will discover what business operations involve within different types of businesses. This chapter looks at the different ways that businesses produce goods and services, how they manage their suppliers and how they sell their products, including providing excellent customer service.

Chapter 4: Finance

This chapter will help you to understand how businesses raise the finance they need to establish and expand their businesses. It will also show how businesses calculate their profits (or losses) and use financial data to judge their performance and manage their cash.

Chapter 5: Marketing

This chapter shows you how businesses identify, understand and target their customers with advertising and other methods of promoting their products. This chapter will help you to understand how businesses discover the needs of their customers using market research and how they use the marketing mix to achieve high levels of sales.

Chapter 6: Human resources

Topics within this chapter of the specification include how businesses recruit and select new employees and how they motivate and train those employees once they start work. It also considers the structures that businesses can adopt to achieve the most efficient use of their employees.

The benefits of using this book

This book will help you to study your GCSE in Business in a number of ways. It includes all of the topics that you need to study and these are set out clearly in the six chapters. Each of the chapters within the book is divided into a number of sections to give you a series of short topics to study.

The book has a number of other features designed to help you to succeed in your GCSE.


•  All the key terms have been defined for you. This will help you to use business terminology and to identify and explain business activity as required by the specification.

•  There are regular ‘Business insight’ boxes, which link the theory that you study to examples of actual businesses. It is important that you can see how different businesses are affected by issues and topics throughout the GCSE course.

•  There are a number of ‘Maths moment’ features, which will help you to use numbers effectively as a part of the GCSE course. Using quantitative data effectively is an important skill within GCSE Business.

•  The book is illustrated with a large number of pictures and diagrams to help you to understand the subject. Some of these have questions which are intended to make you think more deeply about the issue.

•  Scattered throughout the book is a series of ‘Study tips’, which give you advice on a wide range of topics that relate to these examinations you will take.

•  At the end of each section, there are short answer and data response questions. These allow you to test your knowledge and understanding as well as to practise answering examination-style questions. This will help you to develop an effective examination technique.

•  At the end of each chapter, there are further examination-style questions and some sample answers showing you the ways to tackle (and sometimes how not to tackle) these types of questions.



What examinations will you have to take?

Your WJEC GCSE Business course is assessed through two examinations.


1  Unit 1: Business world. This examination is worth a maximum of 100 marks and comprises 62.5 per cent of your GCSE result. It lasts for two hours and covers all of the specification content. The examination paper comprises a mix of short answer and structured questions based on stimulus material.

2  Unit 2: Business perceptions. This examination is worth a maximum of 60 marks and comprises 37.5 per cent of your GCSE result. It lasts for one hour and 30 minutes and also covers all of the specification. The examination paper is based on a number of data response questions.



If you are following the Eduqas GCSE Business specification, your examinations are very slightly different.


1  Component 1: Business dynamics. This examination is worth a maximum of 100 marks and comprises 62.5 per cent of your GCSE result. It lasts for two hours and covers all of the specification content. The examination paper comprises a mix of short answer and structured questions.

2  Component 2: Business considerations. This examination is worth a maximum of 60 marks and comprises 37.5 per cent of your GCSE result. It lasts for one hour and 30 minutes and also covers all of the specification. The examination paper is based on a number of data response questions.



Good luck with your GCSE Business course.

Malcolm Surridge and Andrew Gillespie

June 2017


1 Business activity
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A business involves many different activities and in this chapter we will provide an overview of what they are. We will then study them in more detail in later chapters. We will also consider why people set up in business and what the typical characteristics of an enterprise might be. We also examine the nature of a business plan; this is usually produced when a business is set up and then reviewed regularly. There are, of course, many different forms of business and we will look at what these are and the typical objectives that they have. We then consider the reasons why a business might want to grow and what the benefits and disadvantages might be. Lastly, we look at the factors that might influence the location of business.
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Topic 1.1

The nature of business activity and goods and services
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There are many different forms of business and many different reasons why businesses exist. In this section we will look at what a business is, different kinds of business environments and the different scales of businesses.

By the end of this section, you should know:


•  the nature of business activity

•  the business environment

•  the competitive environment

•  the different scale of business at local, national and global levels

•  the interdependent nature of business activity

•  the dynamic environment.
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The nature of business activity

A business is an organisation that produces a good or supplies a service. A good is a physical product, such as a car. A service is an intangible item – something that you cannot touch – such as financial advice. A business involves people – sometimes one and sometimes thousands – and aims to provide something that is demanded by others. Businesses provide a range of products for customers. A customer is someone who buys a product. Products are used by consumers. For example, if you buy a mobile phone for yourself, you are the customer and the consumer. If your parents buy it for you, they are the customer and you are the consumer.

Business activity involves transforming resources into outputs that customers are willing and able to pay for. A business will want to generate output that is worth more than the value of the resources used up.


[image: ]

Key term

Resources are the materials that businesses use to provide their goods or services.
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Resources

Resources are the materials that businesses use to provide their goods or services. These resources could be:


•  Land: this can refer to the physical land and other natural resources a business may use.

•  Labour: these are the skills and numbers of employees employed by a business.

•  Capital: this is the equipment used to provide the goods or services, such as technology or machinery.

•  Enterprise: these are the skills of the people involved in the business to identify business opportunities and bring together resources to meet these. Entrepreneurship refers to the ability to be an entrepreneur, to take risks to develop a business idea.



What a business is able to produce will depend on the quantity and quality of its resources and the way in which these resources are combined and managed.

Outputs

The outputs of a business are the goods and services that it sells to customers.
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Key term

Outputs of a business are the goods and services that it sells to customers.
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There are different forms of outputs that a business may produce.

These include:


•  Consumer goods: these are products bought to be used and consumed, such as your sandwiches, drinks and clothes.

•  Producer goods: these are products that are bought to be used in the production process to make something else. For example, a business might buy ingredients to produce a ready meal.

•  Durable goods: these are goods that last for a period of time. When you buy a new fridge or microwave you would expect it to last for several years.

•  Non-durable goods: these are goods that are used up. For example, you eat up an ice cream.

•  Personal services: these are services, such as window cleaning, provided for the general public.

•  Commercial services: these are services provided for a business, such as catering services to run the canteen.
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Maths moment

Table 1.1 shows the number of business enterprises operating in the UK in 2015.
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1  What percentage of business enterprises in the UK in 2015 were in:




    (a)  agriculture, forestry and fishing

    (b)  construction?
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Meeting customer needs and wants

A business is successful if it can meet the needs and wants of customers effectively. A need is a basic human requirement – we need to eat and drink, for example. A want is the desire for a particular product. We need to drink, but we want Coca-Cola. We need to get from A to B, but we want to do so in a Ferrari.
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The functions of a business

A business transforms resources into outputs. To be successful it must understand its customers effectively and make sure it provides products that are in demand. It needs to think about the nature of the product, how to promote the benefits of the product to potential customers, what price to set and how and where customers will want to buy it. These activities are all part of the marketing function.
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The business must produce the good or service, and to provide the product will involve people. In some cases there may only be one person in the business, but some organisations have hundreds or thousands of people working for them. Managing people (for example, recruiting and training staff and deciding how to reward them) is known as the human resource function.

A business will also have to manage money. It may need to raise finance, it will need to monitor what is spent in different parts of the business and calculate if the business has sufficient funds. These activities are part of the finance function.

Whether the business is small or large and whatever products it provides, it will have marketing, finance, human resource and operations functions.
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The interdependent nature of business activity

The functions of a business are interdependent. This means they are linked to each other and changes in one affect the others. For example, if marketing generates more sales this may require more production from operations. This may require longer hours from staff or even more employees (human resources). If the revenue from the extra sales covers the costs this leads to more profits (finance).
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Study tip

Remember the interdependent nature of business activities when answering questions. A business might like to sell more but lack the ability to produce enough. It may want to attract more highly qualified staff but not have the funds to do so.
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The business environment

A business will be affected by changes in the business environment. The business environment refers to all the factors outside of a business that can affect it.

Some examples are:


•  Technological changes. Think of the challenge to hotels provided by Airbnb, or established taxi businesses posed by Uber.

•  Economic changes. This involves a range of economic factors, such as the cost of borrowing money from banks (the interest rate), the rate at which prices are increasing (which is called inflation) and the income in the economy (which is called Gross Domestic Product or GDP).

•  Changes in the law. These may affect costs (such as making businesses pay a minimum wage to its employees) or demand (such as stopping tobacco companies advertising their products).

•  Environmental expectations. Customers and consumers are increasingly interested in the impact of a business on the environment. What resources is it using? How is it producing the product? How does it transport its product? The impact of the actions of a business can influence whether a customer uses a business or not.



The business environment includes the competitive environment.
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Key terms

Interdependent nature of business means how the functions of a business are linked and how they affect each other.

The business environment is all of the outside factors that affect a business.

The competitive environment is how a business competes with others to attract and keep customers.
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A business will compete against other businesses. The competitive environment describes how much competition exists and how businesses compete against each other. In the supermarket industry, for example, there are few supermarket companies (mainly Tesco, Sainsbury’s, Asda, Morrisons, Aldi and Lidl) but they compete very aggressively against each other with price wars and regular discounts. By comparison there are relatively few producers of soft drinks (such as Coca-Cola and Pepsi) but they tend not to fight each other on price as they want to keep prices as high as they can. The competitive environment of these two industries is different in terms of the degree of competition.

The competitive environment will affect how hard a business has to work to attract and keep customers. The more competitive it is, the more it will need to focus on providing a good quality service at a competitive price to beat its competitors.

Local, national and global business environments

The business environment can also be examined in terms of the local, national and global environment.


•  Local business environment
This relates to local factors such as the local population, competitors nearby and local laws and regulations. For example, changes to parking charges in a city centre might affect the number of visitors and demand for local shops.

•  The national business environment
This refers to the UK as a whole. Changes in this might include the state of the national economy and UK laws. For example, sales of cigarettes have declined because tobacco companies can no longer advertise their products.

•  The global business environment
This refers to the world as a whole. Businesses are increasingly operating globally and affected by changes in many other countries. For example, an earthquake in Japan might affect suppliers of car parts, which would affect the ability of UK car manufacturers to produce.




[image: ]

Study tip

Be careful not to confuse the ‘business environment’, which includes political and legal change, economic change, social and technological change, with ‘environmental issues’, which refer to factors such as pollution and global warming.
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The dynamic environment

The business environment is constantly changing – it is dynamic. Look at any newspaper or any news website and you will see how much change there is – changes in incomes, changes in the number of people working, new laws, new competitors and much more. A business has to keep adapting. You may once have made money from selling typewriters but you would struggle to do so these days. Businesses cannot stay still. They need to change.
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Key term

A dynamic environment is one that is changing, e.g. with new technology and changes in the economy.
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Business sectors

There are many different types of businesses and they can be classified in different ways. For example, businesses can be classified in terms of their stage in the production process:


1  The primary sector is made up of organisations that are at the first stage of production and use raw materials. Farms, oil exploration companies and fishing fleets are primary businesses.

2  The secondary sector is made up of organisations that are at the second stage of the production process. They are involved in using primary resources and turning these into products. Examples of secondary businesses are manufacturers and printers.

3  The tertiary sector is made up of organisations that provide services, such as estate agents and delivery businesses.
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Maths moment

About 2% of workers in the UK are employed in the primary sector. About 22% are employed in the secondary sector.


1  What percentage of employees are employed in the tertiary sector?

2  What are the biggest businesses in your area? Are they primary, secondary or tertiary?
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Businesses can also be classified in terms of:


•  The private sector: this refers to businesses that are owned by private individuals. Typically profit is an objective of these businesses.

•  The public sector: this refers to organisations owned by the government, such as the National Health Service and state schools. These organisations often have social objectives – they aim to help society.



Identifying and responding to business opportunities

A business will try to identify possible changes in the business environment. What will competitors do in the future? How will a new law affect costs or customers? Good businesses identify opportunities. For example, Amazon has moved from selling books to selling a wide range of other products using its excellent ordering and distribution systems. Airbnb saw the opportunity to use online technology to help people rent out their rooms to travellers. The business environment keeps changing, creating new opportunities.
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Business insight: Coca-Cola Zero Sugar

In 2016 Coca-Cola spent around £10m advertising its Coca-Cola Zero Sugar. The message of its advertising was ‘Tastes more like Coke, looks more like Coke’. Over four million samples of the new product were given away to help launch it.

Zero Sugar has been developed to make the taste even closer to classic Coke than Coke Zero, which it replaced. It is part of a campaign to encourage more classic Coke drinkers to switch to a low- or no-calorie version.

Coca-Cola, along with its soft drink rivals, has now been given an economic incentive to move its consumers over, after the UK government introduced the so-called ‘sugar tax’.

The tax, which is expected to come into force in 2018, charges soft drinks manufacturers a levy per litre of sugary drink packaged for sale, at two rates. The higher rate includes drinks with more than 8g of sugar per 100ml, such as classic Coke. The lower rate covers those with 5–8g, including mid-calories version Coke Life. Those under 5g are exempt.

A growing number of people want to reduce their sugar intake but have been reluctant to try a no-sugar option because they don’t think they taste as good as the original.


1  Analyse the factors in the external environment that have led to the launch of Zero Sugar.

(6 marks)
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Business insight: Trends in society

Recent trends in society that might create market opportunities include:


•  greater interest in the environment

•  greater interest in healthy eating

•  greater interest in personalised services, such as tailor-made holidays or advice on what books you might like

•  more families where both partners go out to work

•  an ageing population.




1  Analyse how any one of these trends might affect a business.

(6 marks)
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Summary

In this topic you have considered the nature of business activity and how business transforms inputs into outputs. You have considered the different elements within a business and the way in which these are linked to each other. You have also studied the business environment and the dynamic nature of this environment.
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Quick questions


  1  Identify two resources used by a business.

(2 marks)

  2  Explain the difference between a good and a service.

(2 marks)

  3  Explain the difference between the private and public sector.

(2 marks)

  4  Give an example of the interdependent nature of business activity.

(2 marks)

  5  Explain the difference between consumer and producer goods.

(2 marks)

  6  Explain the difference between durable and non-durable goods.

(2 marks)

  7  Explain the difference between the national and global environment.

(2 marks)

  8  Explain the difference between a producer and a consumer.

(2 marks)

  9  Explain the difference between personal and commercial services.

(2 marks)

10  Outline why the business environment is described as ‘dynamic’.

(2 marks)
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Case study

The market for digital streaming of music is growing fast at the moment but did not even exist ten years ago. Technology has created a new business opportunity and allows customers to access huge amounts of music for a flat fee per month. Spotify is the leader in the market with more than 100 million users and 40 million subscribed to its Premium service. However, others have entered the market, including Apple Music, Amazon Prime Music and Deezer. In the USA, streaming accounted for 51% of music consumptions in 2016.

However, the key to success in streaming involves having good content; this requires good deals to be signed with the music publishing companies such as Universal, Sony and Warner who own the rights to the music. Spotify pays around 55% of its revenue to record labels in royalties, with additional money going to music publishers. Spotify still has not made a profit and would like to reduce the amount it pays to the musicians. However, the musicians argue they get paid too little already.

Spotify had to raise $1 billion from investors in 2016 to keep going.

Questions


1  Does Spotify provide a good or a service? Explain your answer.

(2 marks)

2  Outline a possible way Spotify has become a market leader.

(4 marks)

3  Analyse the activities of the different functions of the Spotify business.

(6 marks)

4  To what extent do you think the business environment of the music industry can be described as dynamic?

(10 marks)
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Topic 1.2

Business enterprise
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In this section we look at the reasons why people may start a business, what the risks and rewards of starting a business are, what an entrepreneur is and his or her motivations for starting a business.

By the end of this section, you should know:


•  what is meant by an entrepreneur and business enterprise

•  the characteristics of an entrepreneur

•  the motives of an entrepreneur

•  the risks and rewards of business enterprise.
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Reasons for starting a business

People who start up their own business are called entrepreneurs. Entrepreneurs are willing to take risks to set up on their own. They see an opportunity and have the determination, motivation and focus to start their own businesses rather than working for someone else. The ability to be an entrepreneur – to take risks to develop a business idea – is known as entrepreneurship.

An entrepreneur is someone who:


•  uses his or her initiative to identify a business opportunity

•  innovates to create a new business providing goods and services to customers

•  organises resources to create something customers value and are willing to pay for.



A business can also be called an enterprise. An entrepreneur, therefore, sets up a business enterprise.
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Key terms

An entrepreneur is someone who is willing to take the risks involved in starting a business. Entrepreneurs believe that the rewards of starting a business are worth the risks and costs involved.

An enterprise is another name for a business.
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Why do people become entrepreneurs?

There are many reasons why people might want to be entrepreneurs. Some reasons include:


•  They want to be their own boss and make their own decisions (rather than being employed by and reporting to someone else).

•  They want to keep all the profits of a business for themselves (rather than working for owners who keep the profits).

•  They need a job and starting their own business is one way of making sure that they are employed and, hopefully, that they earn money.

•  They have an interest or hobby and this grows into a business.

•  They want to prove something to themselves (and possibly others) by showing they can start a business for themselves. This may give them a sense of satisfaction.

•  They want to provide a service for others. Some businesses are set up to help other people – for example, to provide a post office in the local community or help run sports activities for young people. These are social enterprises and are intended to benefit a particular cause rather than generate profit for its owners.

•  They are dissatisfied with their present job and want to do something different.

•  They want more flexible working hours. They want to be able to work when they want rather than have to work the hours determined by an employer.
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Key term

A social enterprise is a business or service that helps a particular cause.
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Business insight: Tyn-Y-Capel Inn and Restaurant

The Tyn-Y-Capel Inn and Restaurant in Minera, Wrexham, is a community-owned business. Shares are owned by over 100 local people who have invested to provide the pub and somewhere to eat out for the community. The company operates a democratic structure with each shareholder having a vote on how the company is run. Originally the business was run by volunteers but it has been so successful that it now employs 8 core staff and 20 casual staff, all of whom live within a two-mile radius of the pub. The pub was awarded a TripAdvisor Certificate of Excellence in 2015.


1  Explain why the staff employed all live within two miles of the pub.

(4 marks)
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Setting up in business creates many exciting opportunities for people – they can make their own decisions and create something new. If the business is successful there is likely to be a sense of personal achievement. Establishing a business gives people an opportunity to show their skills and possibly make more money than they could by working for someone else.
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Study tip

In order to decide whether or not a business is successful, it is always important to know why someone started up the business in the first place. If the original aim of the organisation was to help others, then even if it does not make a profit it may still be a success.
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Business insight: FatFace

Here is a description from the FatFace website of the company’s approach and how it was founded:

It all began in 1988 with two guys enjoying life on the slopes in the French Alps and desperately trying to avoid working for a living. With money running out they hatched plan: print some sweatshirts and t-shirts, sell them at night and ski during the day. With that simple formula the FatFace brand was born, with the name even being inspired by their favourite black mountain run in Val d’Isère, La Face.

Fast forward over 25 years and the same entrepreneurial spirit still remains at the heart of the business, underpinning our growth into a successful multi-channel retailer with over 200 stores, an award-winning store design and a fast growing e-commerce website.

While we will always stay true to our heritage, we also continue to pursue new growth opportunities. From new stores to international expansion, we’re constantly exploring ways to give more people better access to the FatFace brand, all the while retaining our passion for delivering a fantastic product and service experience that is loved by all our customers.
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Source: www.fatface.com


1  The founders of FatFace set up a business because it was a hobby that they loved and wanted to pursue. Analyse two other reasons why people might set up a business.

(6 marks)
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What are the characteristics of entrepreneurs?

There are thousands, if not millions, of entrepreneurs in any country and so not surprisingly the characteristics of these people differ in many ways. However, most entrepreneurs have the following characteristics:


•  Innovative. An entrepreneur is good at identifying an opportunity. They can see a problem with the way things are done and can imagine a better way of doing things.

•  Show initiative. Entrepreneurs will see an opportunity and take it rather than waiting to be told what to do. They will use their initiative to get things done.

•  Risk takers. An entrepreneur takes a risk that their idea is going to work.

•  Hard working and determined. If you are setting up a business you need to be prepared to work hard to get your business known. In many cases it will just be you at the start and so it can be quite exhausting.

•  Good at making decisions and organised. Entrepreneurs are running the business themselves initially and need to be able to decide what to do in many different areas. They need to be able to organise their time effectively and organise resources so that the right things are in the right place at the right time without waste.
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Business insight: Richard Branson

Richard Branson, the founder of Virgin, set up his first business – a magazine called Student – in the 1960s when he was still at school. He used to run it from the school phone box. Since then he has gone on to create hundreds of businesses under the Virgin name, involving music, nightclubs, trains, planes, taxis, bridal wear, cola, insurance and pensions. Branson has always been innovative and has always been able to identify a business opportunity. He enjoys taking risks but likes to make sure that the potential rewards justify the risks taken.
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1  Analyse the characteristics that might explain Branson’s success.

(6 marks)
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The risks and rewards of business enterprise

People set up a business enterprise because they want to create rewards for themselves and others.

The rewards include the following:


•  Providing goods and services to others to meet their needs. People may set up a local shop, for example, to make it easy for others in their village to buy provisions. This can lead to positive feedback and customer satisfaction.

•  Financial rewards. By setting up and running a business people can earn money for themselves.

•  Personal satisfaction. People can have a sense of achievement by setting up a business and making it successful. They can gain a sense of satisfaction from having created something new and having made it work.



A risk refers to the likelihood that something will go wrong.

The risks involved in setting up a business enterprise include:


•  lower than expected sales – perhaps because of the actions of competitors

•  unexpected costs – perhaps because the rent or the cost of raw materials unexpectedly increases

•  unexpected events such as a crisis in the economy or unexpectedly bad weather affecting sales.



Any decision in business (in fact any decision in life!) involves a risk. It may go wrong and not work out the way we would want. If a business develops a new product it may fail; if it invests in a new promotional campaign it may not be effective; if it employs a new employee she may not be as effective as expected. Risks are, therefore, part of running any business enterprise. However, decisions can lead to rewards. The new product may be incredibly successful, such as the iPhone; the promotional campaign may boost sales significantly and the new employee may be very productive.

What managers need to try and do is to calculate the risk involved in any decision and calculate the likely rewards. They can then assess whether to go ahead with the decision. Successful business people often say that they are risk takers but that they take ‘calculated risks’ so that they have thought in advance about what could go wrong and how likely it is and have thought how they can reduce the risk. More market research, better staff or greater preparation for a project may help reduce the risks and make it a more viable option.
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Business insight: UK businesses

There were 5.5 million private sector businesses in the UK at the start of 2016. This was an increase of 97,000 since 2015, and 2 million more than in 2000.


1  Analyse the factors that might influence the number of business enterprises in the UK between 2000 and 2016.

(6 marks)
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Study tip

There are many different reasons why people start up in business and so each one needs analysing in context. When assessing the success of a business enterprise you need to be clear what the motives of the entrepreneur were.
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The advice and help available to business start-ups

Governments are usually eager to help entrepreneurs to start up in business. This is because they:


•  create jobs and help reduce unemployment

•  provide goods and services for customers

•  compete against existing providers, which helps ensure they provide a good quality service

•  innovate and provide new products for society.
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Note

This content on advice and help available to business start-ups is only applicable if you are studying the WJEC specification.
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Governments will:


•  try to provide a stable political environment and economy so entrepreneurs feel it is easier to plan

•  give funds to start-ups to help them get established

•  provide advice to entrepreneurs on setting up and running their business – for example, Business Wales (www.businesswales.gov.wales) provides advice and guidance for businesses wanting to start up or grow in Wales

•  reduce the number of regulations that entrepreneurs need to meet to set up

•  reduce taxes to make it cheaper for small businesses to operate

•  encourage banks to lend to start-ups and small businesses.
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Business insight: The Prince’s Trust

The Prince’s Trust aims to help young people aged 13 to 30 get into jobs, education and training. It also runs an Enterprise Programme for 18 to 30 year olds to help people turn their ideas into a business. It provides training, mentoring, funding and resources to help people get started. It has helped over 80,000 people set up their own business.

For example, Ben Clifford joined the Enterprise Programme when he was unemployed. He had run a weekly surf club before but the Prince’s Trust convinced him he could run this as a business. Helped by the trust, he set up Surfability UK CIC, which helps people with disabilities and learning difficulties to surf. The training he received was very useful. He particularly valued learning about business plans. He also got a Will it Work grant from the Trust, which is a sum of money to try out the business idea.


1  Analyse how a business plan might have benefited Ben Clifford when setting up his business.

(6 marks)

Source: www.princes-trust.org.uk
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Summary

Entrepreneurs set up business enterprises. They are willing to take the risks involved because they think the rewards are worth it. Setting up a business involves risks but can bring rewards; entrepreneurs must decide if the rewards are high enough given the risks involved.
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Quick questions


  1  Identify two possible sources of new ideas for a business.

(2 marks)

  2  What is an ‘entrepreneur’?

(2 marks)

  3  What is meant by ‘business enterprise’?

(2 marks)

  4  Outline one motive for starting your own business.

(2 marks)

  5  Identify two possible characteristics of an entrepreneur.

(2 marks)

  6  Identify two possible rewards from setting up in business.

(2 marks)

  7  Identify two possible risks facing a business.

(2 marks)

  8  What is meant by a ‘social enterprise’?

(2 marks)

  9  What is meant by ‘profit’?

(2 marks)

10  Identify two reasons why enterprise is good for consumers.

(2 marks)
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Case study
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Born in 1971, Elon Musk is known as a serial entrepreneur – he just keeps setting up businesses! He began at school selling a computer program he had produced. He went on to set up technology businesses, such as Zip2 and X.com. In 1999 he established PayPal and built this into a very successful business – when it was sold he earned around $180 million at the age of 32. In 2002 Musk set up SpaceX aimed at developing space travel to colonise Mars. In 2003 Musk established Tesla Motors, a producer of electric cars. Both of these projects were initially thought to be uncommercial but are now attracting a lot of interest. Tesla cars are becoming more familiar on the roads and win many awards for their technology. Meanwhile the US space agency is using Space X to carry space cargo. Musk keeps looking for new ideas. He is chairman of the solar energy developers Solar City and has published design studies of a solar power ‘hyperloop’ transport system that will provide extremely fast travel. Musk has been named business person of the year by Fortune magazine and is said to be personally worth over $7 billion.

Questions


1  Outline two possible characteristics of a successful entrepreneur such as Musk.

(4 marks)

2  Outline two challenges that an entrepreneur such as Musk may face when starting a new business.

(4 marks)

3  Analyse the possible reasons why Musk wants to be an entrepreneur.

(6 marks)

4  Governments have many different priorities. Evaluate whether governments should make helping entrepreneurs to get started a priority.

(10 marks)
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Topic 1.3

Business planning
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Whenever you are thinking of doing something, it can help to write out a plan first. This can help you to remember what exactly you are supposed to do, plus when and in what order you are supposed to do it. A business plan sets out where a firm is heading and how it intends to get there. This can be helpful to many groups both inside and outside the business. This topic examines the benefits and also the problems associated with a business plan.

By the end of this section, you should know:


•  the importance of business planning

•  the role of the business plan in business start-ups

•  the main sections of a business plan.
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What is a business plan?

A business plan states what a business is trying to achieve over the next few years and how it intends to accomplish these aims. The sections that are usually found within a business plan include:


•  a description of the business, including background information on the founders and investors and their previous experience and what the business intends to do

•  a marketing section, which should include a detailed analysis of the customers that will be targeted

•  the business’s objectives

•  a human resources section outlining the key staff and what staff are required

•  a financial section, including an analysis of the financial position of the business, including forecasts of profits and cash flow

•  details of the price it will set for its products and expected sales

•  an explanation of how the business will compete against its rivals – how it will be competitive, and what makes it better than the competition.
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Key term

A business plan sets out what the business does at present, plus what it intends to achieve in the future and how this will be accomplished. The plan will include marketing and financial plans.
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Why create a business plan?

A business plan might be used to:


•  help set up a business successfully. Running a new business involves many decisions and often the person making them is inexperienced. Business planning is important to anticipate any problems. If problems are identified in advance, the business should be better able to deal with them.

•  raise finance. A business plan is useful to show to possible investors. If someone was thinking of investing money into a business, for example, he or she would want to see what the managers intended to do with it and when they were likely to see a return on their investment. They would want to understand why the managers think the business will succeed. For example, they might want to know by how much sales are expected to increase, what the profit target is and how the business will attract customers. A bank, therefore, will usually require a business plan before deciding whether to give a loan.

•  set the vision and objectives. A plan will set out what a business wants to be (its vision) and exactly what it wants to achieve by when (its objectives). This can help provide a clear target for everyone in the business. Having a target can be motivating and helps people to make decisions because they know what they are trying to achieve. The effectiveness of actions can be assessed against the objectives that have been set.

•  provide a management tool to help coordinate actions and help decision making. A plan should set out how an objective is going to be achieved – what resources are needed, what is the time frame, what are the targets for the different parts of the business. A plan therefore helps to coordinate the activities within the various parts of the business to achieve the objective. It makes decision making easier because it is clear what the business is trying to achieve. Everything can be assessed in relation to how it helps achieve the plan.
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Key term

Business planning is the process of producing a business plan.
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Problems with business planning

However, there are some problems an entrepreneur might face when writing a business plan. These can include:


•  Uncertainty. It is not always easy to look ahead and predict what is going to happen in a market or to estimate future sales figures. Plans might not be totally accurate. Market conditions can change very quickly (for example, a new competitor might start up), which means that plans can easily become out of date. Managers may decide to target a part of the market that does not end up growing or their plan may be unsuccessful. Having a business plan may reduce the risk of getting things wrong but does not remove the risk altogether.

•  Lack of experience. People starting up their own business may not have the necessary skills to plan ahead effectively. An entrepreneur may be a good hairdresser or good at running a shop but that does not automatically mean they will be able to look ahead and predict future changes in the market. Bigger businesses can use experts and have access to more resources, such as expensive market research, to help them; new businesses may not have these advantages.

•  Change. A business plan must not be produced once and then used forever. Business plans need to be regularly reviewed and updated – managers always need to know where the business is going and how it is going to get there. This is because conditions are always changing, with new laws, new competitors and changes in customer tastes.
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Key terms

A risk is the possibility of something going wrong.

An uncertainty is something that we cannot be sure will happen.
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A business plan can therefore help managers to look ahead. However, there are considerable risks when starting up. Having a business plan does not guarantee success. The business may not succeed, and entrepreneurs may lose their original investment.

Reducing the risk of planning

To try to reduce the risk of business plans going wrong, businesses can:


•  research the market thoroughly

•  talk to experts and consultants (if they can afford it)

•  plan for a variety of possible outcomes

•  regularly review and update the plan so that it remains relevant and any problems are spotted quickly.



No one can remove all risks of doing business, but it is possible to reduce them or at least prepare for them, and better planning helps to do this.
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Study tip

Producing a business plan can help a business to organise its activities but it does not guarantee success. To judge how useful a particular plan is, you need to look at who produced it, how it was produced and what research they did. If things have gone wrong, was it the result of bad luck, or should the managers have predicted that these problems might have occurred?
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Profit

A business plan will usually set out how much profit a business is expected to make. Profit can be calculated using the equation:

Revenue − total costs

Profit is calculated for a given period; for example, we often measure the profit of a business over a year.

The revenue of a business is the value of its sales. For example, if 200 units of a product are sold at £5 the revenue would be:

200 × £5 = £1000.
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Key terms

Profit is the amount by which a business’s revenue from all its sales exceeds its costs.

Revenue is the income that a firm receives from selling its goods or services.
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The total costs of a business are made up of fixed costs and variable costs:


•  Fixed costs are costs that do not change with output. For example, the rent of a building will be set for a given period. During that time the rent will not change regardless of how much is being produced. This does not mean that fixed costs never change; the rent might be increased at some point, for example, but the key point is that the fixed costs do not change with the amount produced.

•  Variable costs are costs that do change with output. For example, in a café the more sandwiches that are produced the more bread will be used. The cost of bread is therefore a variable cost.



If revenue is greater than total costs a profit is made. The value of the sales more than covers the costs for that period.

If revenue is less than costs over a given period a loss is made. The value of the sales is less than the costs of producing and selling the product.
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Maths moment

The selling price of a product is £20. The variable costs per unit are £12. The fixed costs are £150,000.

If the business sells 200,000 units:


1  What is its total revenue?

2  What are the variable costs?

3  What are the total costs?

4  What is the profit of the business?
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Business insight: Shell

Between 2015 and 2016 the Royal Dutch Shell company cut over 12,000 jobs around the world. These cuts were mainly due to Shell’s takeover of oil and gas exploration firm BG Group and major falls in oil prices. The company has said that it needed to reduce its costs, improve its production efficiency and have a business that meets the needs of the future. Its profits fell from $19bn in 2014 to $3.8bn in 2015.

The company has been hit hard by the fall in the price of oil, which has fallen from more than $110 a barrel since mid-2014 to below $40 per barrel.


1  Analyse factors that affect the profits of Shell.

(6 marks)
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Summary

A business plan sets out what a business wants to do and how it intends to do this. Having to produce a plan makes businesses think about what might happen and what they need to do. A good business plan can also help a business to raise finance. A plan should be regularly reviewed and updated as conditions change.
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Quick questions


  1  What is a ‘business plan’?

(2 marks)

  2  Identify two elements of a business plan.

(2 marks)

  3  Why might a business have problems producing a business plan?

(2 marks)

  4  Outline one reason why things may not work out in the way the plan forecast.

(2 marks)

  5  How can a business reduce the risk of a business plan failing?

(2 marks)

  6  Identify two stakeholders that might be interested in the business plan.

(2 marks)

  7  Outline one reason why a business plan needs reviewing regularly.

(2 marks)

  8  Outline one reason why a business plan might help a business raise finance.

(2 marks)

  9  A business plan might include sales forecasts. Outline one reason why having a sales forecast is important.

(2 marks)

10  Outline one reason why the business plan should state the target customer group.

(2 marks)
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Case study

Susie’s jewellery

Susie Emslie left school aged 18 and, rather than going to university, she decided she wanted to set up her own business making jewellery. Susie was very environmentally aware and her jewellery would be made out of recycled products and materials. Unfortunately, Susie did not have sufficient savings herself to finance the business. Her family could not help so she decided she would have to bring in an investor or borrow. Having taken Business Studies at GCSE and A-level she knew it was important to produce a business plan.

Questions


1  Outline two items that should be included in Susie’s business plan.

(4 marks)

2  Analyse how having a business plan might help Susie’s business to be more successful.

(6 marks)

3  What difficulties might Susie have when writing her business plan?

(6 marks)

4  What do you think are the most important factors that a bank would look for in Susie’s plan before lending to her? Justify your answer.

(10 marks)
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Topic 1.4

Business aims and objectives
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Whenever you set out to do something, it helps if you have a clear idea of what you are trying to achieve. What grade do you want in your Business Studies GCSE, for example? If you are clear about what you want to achieve, you will find it easier to sort out your priorities and make decisions such as how much time and effort to devote to a project.

By the end of this section, you should know:


•  the types of business aims and objectives

•  the role of objectives in achieving aims

•  the use of SMART objectives

•  how and why aims and objectives may differ between businesses

•  how and why the aims and objectives set may change as businesses evolve

•  the range of stakeholders involved in a business

•  the impact of business aims and objectives on stakeholders.
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The purpose of business aims and objectives

A business aim is a general goal that the owners or managers set for a business. For example, entrepreneurs may aim to provide a good service and earn enough money to live on while also having some time for their interests and their families. Managers in bigger businesses may be trying to make enough profit for their shareholders whilst also looking after their employees and helping their communities.
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Key term

A business aim is a general goal for a business.
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The aim of the business provides a focus for everything employees do and will enable them to look back and see whether they have done what they wanted to.

By setting out their aims, managers will be clear about what they want the business to achieve. This is important for the following reasons:


•  It helps with decision making and with establishing priorities. For example, if the objective is to grow the business overseas, then there should be a focus on looking for new orders abroad. If the objective is to stay local, there should be a focus on potential customers nearby.

•  It helps investors to understand the direction in which the business is heading. This might mean they are more willing to agree to certain decisions. For example, if there is an objective of doubling sales, investors might be more willing to agree to an investment in a new factory. Having clear objectives might help, therefore, when trying to raise money to set up a business.

•  It can motivate everyone connected with the business because they know what they are trying to do and how they can measure their success.
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Key term

A business objective is a specific target that is set for a business to achieve its aim.
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Business insight: Google
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The founders of Google wrote ‘10 things’ when the company was just a few years old. They think these aims are still relevant to the business today:


  1  Focus on the user and all else will follow.

  2  It’s best to do one thing really, really well. We do search.

  3  Fast is better than slow.

  4  Democracy on the web works.

  5  You don’t need to be at your desk to need an answer.

  6  You can make money without doing evil.

  7  There’s always more information out there.

  8  The need for information crosses all borders.

  9  You can be serious without a suit.

10  Great just isn’t good enough.



You can find out more about Google’s aims at www.google.com/about/company/philosophy/


1  Choose two of Google’s aims listed above. Analyse why Google may have set these two aims.

(6 marks)
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Aims and objectives

An aim is a general statement of what the owners or managers want to achieve. For example, the aim might be ‘to make more profit’, ‘to grow’, ‘to move into new markets’.

Aims can be turned into more specific targets called ‘objectives’.

To be effective, an objective should clearly state:


•  what the target is – for example, to increase profits by 20%

•  when it has to be achieved – for example, to achieve the target within two years

•  who is to achieve it – that is, who is in charge of making sure the target is hit

•  how to achieve it – that is, what is and what is not acceptable behaviour.



SMART objectives

Effective objectives are often set as SMART targets. This means they are:


•  Specific – they specify exactly what is being measured, such as sales.

•  Measurable – they set out how much something must change, for example, 20%.

•  Agreed – they are agreed by all those involved so they are seen as achievable and people understand why they were set.

•  Realistic – those involved believe the objectives can be achieved and that they have the resources they need to do so.

•  Time specific – it is clear when the targets have to be achieved – for example, in three years.



By setting SMART objectives it is possible to measure exactly whether the business has achieved what it set out to do in the given time period.
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The appropriate SMART objective for a business will depend on the context. For example:


•  When demand is low an objective to increase profit may have a relatively low target, whereas if demand is growing fast the profit target may be higher.

•  If the objective relates to, say, a price cut the results may be expected fairly quickly, whereas if the objectives relate to an investment into new product development the profit target may be over several years.



What are typical objectives for businesses?

The objectives of businesses will vary between organisations and over time. However, objectives typically focus on the following areas.

Survival

This is particularly important when a business is being set up. Starting a business is risky and presents many challenges. In the short run, at least, simply surviving is an achievement. To get the business’s name known, it may be necessary to charge lower prices and make lower profits than the entrepreneur would like to make in the long run.

Profit maximising

Although there may be times when businesses do not make a profit, in most cases this will be one of its long-term objectives. If a profit cannot be made the owners of businesses would usually take resources out of this business and use them elsewhere. Of course, it may take time to generate profit – companies such as Ocado and Twitter have taken several years to build the brand and become profitable – but if a profit simply cannot be made in the long term the business is likely to close.


[image: ]

Business insight: Tesla
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The US electric carmaker Tesla is widely admired as one of the most highly innovative companies in the world but has yet to make a profit. It has had 13 consecutive quarters (three-month periods) of losses.

Tesla has been criticised recently for accidents that have occurred in its autopilot cars. Computer hackers have also managed to disrupt the cars from a distance of 11 miles away. However, demand is up and it is producing over 100,000 cars a year now.


1  Analyse why Tesla would carry on producing cars if it is making a loss.

(6 marks)
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Customer satisfaction

Businesses may set targets that focus on achieving a particular level of customer satisfaction by providing a better service or a wider range of products than their competitors. This should hopefully lead to more profits in the long run. If customers are satisfied they are more likely to come back and buy more products.

Market share

Businesses may set themselves a target in terms of the share of the market they hope to achieve. The market share measures the sales of one product or business as a percentage of the total market sales. A business may set out to achieve, say, 20% or 30% of a market’s sales within five years.
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Maths moment

The equation for market share is:
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If your sales are £20,000 and the total market sales are £400,000, your market share is:
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What would your market share be if your sales increased to £50,000 and the market stayed the same size?
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Business insight: Next
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According to its website the main objective of the Next group is to earn long-term returns for its shareholders.

It aims to achieve this through activities such as:


•  improving and developing Next product ranges; the success of this is measured by the sales

•  increasing its sales space provided it is profitable

•  increasing the number of profitable Next Directory customers and their spending

•  making sure the business is efficient through efficient product sourcing, stock management and cost control

•  focusing on customer service and satisfaction levels.




1  Analyse the possible reasons why Next sets the objective of earning long-term returns for its shareholders.

(6 marks)
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Being ethical

The ethics of a decision refer to what is thought of as right or wrong. Some businesses will want to behave in an ethical manner – for example, paying their staff reasonable wages and treating their suppliers and customers with respect. Unethical businesses may be criticised by the media and lose customers.

By being ethical, a business may benefit:


•  by getting favourable media coverage

•  by using the ethical message in its marketing

•  by attracting customers, investors and employees.



Social objectives

A business may set targets to help the local community. For example, a community shop may be set up to help local residents have easy access to products. A business may aim to:


•  employ local residents to help create jobs in the area

•  use some of its funds to invest in facilities that help society, such as parks, sports facilities, play areas for children, and buildings where community events can take place

•  provide goods and services for the community, for example, support services for those who are disadvantaged in some way, such as food banks.



Environmental and sustainability objective

Businesses might want to make sure that their activities do not damage the environment. They may set targets to limit the energy they use, to limit their carbon footprint, to achieve certain recycling targets, to reduce wastage or reuse more of their supplies. They may also be interested in making sure the materials are from sustainable sources (this means the sources are renewed or will not run out). For example, a furniture company might only use wood from a supplier that replants whenever it cuts down a tree. Resources such as oil are non-sustainable (they cannot be used forever) and are running out. This is why some businesses are trying to find alternative resources.
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Study tip

If you are given objectives for a particular business think whether they are suitable or not. Can they be achieved in the given time frame? Are they realistic? It may be that the targets are too high or the business may need slightly longer to achieve them.

[image: ]




[image: ]

Business insight: Marks and Spencer

According to Marks and Spencer its customers are increasingly aware of the impact of business actions on the world and so companies need to work hard to build and maintain customers’ trust. Increased pressure on natural resources and a failure to look after these resources can increase costs and make accessing raw materials more difficult.

Marks and Spencer believes a successful business needs to be environmentally and socially sustainable. It launched Plan A in 2007. This is a business plan designed to prepare the business for the future requirements of its customers.

Having achieved many of its targets in the original Plan A – including carbon neutral operations, sending zero waste to landfill and reducing packaging by 25% – Marks and Spencer launched Plan A 2020 in 2014 (see Figure 1.10), and more recently Plan A 2025, which has 100 new social and environmental commitments.


1  Analyse why Marks and Spencer might want to become a sustainable business.

(6 marks)
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Non-profit-making organisations

For most private sector organisations, profit is an important objective. However, not all organisations aim to make profits. For example, public sector organisations, such as schools and hospitals, aim to provide a free service for the public. Within the private sector, non-profit-making organisations include social clubs and charities. There are over 180,000 registered charities in the UK, including Macmillan Cancer Support and the Isle of Wight Donkey Sanctuary. Charities in England and Wales are monitored by the Charity Commission and their objectives are to benefit the particular cause that they were set up to help.
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Key terms

Private sector organisations are owned by individuals.

Public sector organisations are owned by the government.
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Using objectives to measure performance

You can only know whether someone is being successful if you know what they are trying to achieve. Think about a football match in which a team at the top of the Premiership scores a draw with a team at the bottom. At first you may think they have done badly. However, when you discover they only needed to draw to win the league this season you can understand what they were doing. Only when you know what the desired result is can you make a proper judgement about whether or not things are going well. The same is true in business. A business making profits of £25,000 a year may be a tremendous success to the 18-year-old who started it up as a hobby and was only hoping to make a maximum of £10,000 a year. However, it may be a major disappointment to a team of experienced investors who had set themselves a target of £200,000 profit a year.
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Study tip

Always look for the objectives of the people starting up a business – only then can you judge properly whether or not they have succeeded. You may not be happy with earnings of £20,000 a year, but someone else might be.
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Business objectives provide a point of focus, helping businesses to make decisions about what to do and to review how things are going. This enables them to take appropriate decisions if things get off track. Imagine you decide to take a year out and go travelling. You will probably set targets about what you hope to have seen and done by particular moments during the year. In reality, you might spend longer than you imagined in various places – but by having objectives you can see how to catch up the time to make sure you do everything you want in the year. In the same way, in business, if sales are 10% lower than expected, it is possible to analyse the likely reasons for this and then take steps to boost sales again.
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Business insight: Sport England

Sport England is an organisation set up to build an active nation with more people taking part in sport, whether this is going to the gym, walking or taking part in team sports. Sport England’s mission is to enable everyone in England, regardless of their age, background or ability, to take part in sport or a physical activity.

It wants to:


•  increase the number of people in England taking part in sport and activity and decrease the number of people who are physically inactive

•  increase the proportion of young people (11–18) who have a positive attitude to sport and being active

•  ensure public facilities are used fully and effectively to get maximum use from communities

•  increase the number of adults using the great outdoors for exercise and wellbeing.
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1  Analyse how setting objectives might be useful for Sport England.

(6 marks)
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How objectives change as businesses grow

When an entrepreneur is first starting a business the objectives are usually to survive the first few months or years. Establishing a business can be difficult and so surviving is often quite an achievement. It may be enough to win some orders, prove the business idea works and begin to build a reputation. Given the costs of starting up and of promoting the business to gain customers as well as the difficulty gaining customers early on it is likely that a new business will make losses at first. Over time it will be expected to make profits to cover the opportunity cost of the resources involved.

As a business becomes more established its objectives may change. It may want to grow. Managers and owners often want the business to get bigger to gain more sales and profits. This growth may involve developing more products so the range of goods and services it offers may become wider. It may also involve expanding overseas to target new customers.

Changing aims and objectives

The aims and objectives of a business will change over time because the environment in which businesses operate is dynamic. Changes in objectives may be due to:


•  Internal factors. When a business starts up, for example, the focus may be on survival; once established the objective may link to growth. Over time the aims of those running the business may also change; for example, once a certain amount of profit is being made the owners and managers may introduce more social and environmental objectives

•  External factors. The objectives of the business may also be affected by external factors. For example, a change in the law may mean a business has to be more environmentally friendly. A change in the state of the economy may affect the target level of sales; if incomes are low, for example, a business may set a relatively low sales objective.



Stakeholders

The objectives of a business should be set by the owners. It is their business and everyone working within it should aim to meet their needs. If the owners want more profits, this is what everyone should aim for. However, the final decisions the owners take in terms of objectives are likely to be influenced by the different stakeholders connected to the business.
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Key term

Stakeholders are individuals and organisations that affect and are affected by the activities of a business.
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A stakeholder is an individual or organisation that affects and is affected by the activities of an organisation. Stakeholders include the owners, employees, customers, suppliers, the local community, the government and distributors.

All of these groups will have their own objectives and these may influence the targets set by businesses. For example:


•  Owners may want to maximise their returns.

•  Employees may want to earn more as a reward for their efforts. They may also want the business to grow so they have promotion opportunities.

•  Suppliers will want to be paid on time. The business may therefore set a target to pay all bills within a given period of time.

•  The community may want the business to behave responsibly. The business may therefore set a target in areas such as recycling, noise, waste reduction and even trying to employ local people.

•  The customers can also have an important role to play. For example, small businesses may be reliant on relatively few customers and therefore these buyers become quite powerful. A small firm selling to a large supermarket may have to accept the terms offered by the supermarket if it wants to win the order. This means the buyers can affect what constitutes a realistic objective for a business in terms of, say, the likely level of sales and profits.



How can stakeholders influence a business?

Stakeholders can influence a business in many ways, such as:


•  Negotiation. Employees may negotiate for better pay and suppliers may demand better terms and conditions.

•  Direct action. Customers can stop buying the products of a business if they are unhappy with the way it behaves. Employees can go on strike and refuse to work if they do not get what they want.

•  Refusal to cooperate. Local councils can refuse to cooperate with a business if they do not like its behaviour. For example, they could refuse planning permission for it to redevelop or expand its operations. Employees could resist any changes that the owners suggest and could show they were unhappy by not working hard.

•  Voting. The owners of a business can make their views clear and can vote on what the organisation should do next. For example, if three people set up a business it may be that two of the owners outvote the other one when deciding what should be done.
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When dealing with stakeholders a business may think about the following:


•  How it communicates with stakeholders. Does it need to keep them informed? If so how should it do this? Through newsletters? Organise meetings (such as the Annual General Meeting which companies must have for their shareholders)?

•  Whether it should involve different stakeholders in discussions. For example, it may want to hold meetings where stakeholders can raise their points of view. Managers may want employee representatives in meetings to make sure their views are heard.
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Study tip

To decide how particular stakeholders can affect the objectives of a business, you need to consider what power that group has and what actions they could take to affect the business if it does not pay attention to them.
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Business insight: Post Office strike

In 2016 thousands of Post Office workers went on a 24-hour strike (they did not go to work) in a dispute over management decisions to close branches, reduce the number of jobs and change their pensions entitlements. This led to the closure of around 118 of 305 offices in city and town centres due to a lack of staff. Across the country as a whole almost 99% of the 11,600 Post Office branches remained ‘open for business as usual’.


1  Analyse the possible impact of this strike on customers and shareholders.

(6 marks)
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How business decisions affect stakeholders

Any business decision may affect stakeholders in different ways. Some may benefit. Some may be worse off. For example, a decision by Heathrow to build another airport may:


•  create jobs in the area

•  help trade and UK businesses

•  help tourists travel more easily

•  create tax revenue for the government due to the extra spending and jobs.



But:


•  It may lead to more noise and environmental problems affecting the local community.

•  It may mean some people are forced to move from the area so the runway can be built.

•  It may lead to congestion with more people driving to get to the airport, making it difficult for people to travel in the area.



Stakeholder conflict

Examples of situations where there may be stakeholder conflict include:


•  A business may delay paying for supplies so it has the money for longer and can invest it; this may create cash-flow problems for suppliers.

•  A business may pay employees relatively low wages to keep costs down; this may help profits but mean employees have relatively little money.

•  A business may not pay much attention to any negative effects on the environment and society unless made to take account of them by laws.
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Summary

A business aim is a general goal. A business objective is a specific target. Objectives help to guide the business and show others what the owners and managers want to achieve. By having an objective it is possible to measure the success of a business. Did it achieve its targets or not? Objectives are influenced by the different stakeholders of the business, such as employees, suppliers, the community and the buyers.
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Quick questions


  1  Describe the difference between an aim and an objective.

(2 marks)

  2  What is meant by a ‘SMART objective’?

(2 marks)

  3  What is meant by a ‘stakeholder’?

(2 marks)

  4  Give two reasons why the objectives of a business might change.

(2 marks)

  5  Show with an example how different stakeholder groups might have different objectives.

(2 marks)

  6  Outline one possible objective of suppliers.

(2 marks)

  7  Outline one possible objective of shareholders.

(2 marks)

  8  Give one example of how two different stakeholder groups might have the same objectives.

(2 marks)

  9  What is meant by ‘market share’?

(2 marks)

10  What is meant by ‘business ethics’?

(2 marks)
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Case study

Unilever
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Paul Polman is Chief Executive of Unilever, one of the world’s biggest companies. Unilever produces a wide range of products from washing powders to food. The company employs over 170,000 people and has a market value of almost £90bn.

Polman has encouraged all his team at Unilever to take a long-term view when making decisions. He has stopped updating investors every three months because he thinks this is a distraction and leads to too much of a short-term focus. He has made everyone in the business focus on environmental issues. For example, the company is committed to reducing the calories in its ice cream and is aiming to reduce coal from its energy usage within five years.

However, although Polman may want to focus on long-term global issues he also has to consider the demands of the company’s shareholders who want dividends. Polman admits this is something of a balancing act with the various stakeholder groups but believes that investors are increasingly understanding the benefits of a long-term approach. He believes that acting now to save the planet will save money later and will increasingly prove popular with investors. Polman says that around 70% of the shareholders of Unilever have been with the business since he has and that he is deliberately encouraging long-term investors.

Polman is determined to prove that whatever the economic or political situation in the world Unilever can deliver revenue growth and profitability.
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Figure 1.6 Characteristics of an entrepreneur
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Figure 1.4 Examples of changes in the business environment





OEBPS/OEBPS/images/7-2.gif
Operations

Figure 1.2 Different business functions





OEBPS/OEBPS/images/8-1.gif
Competitive

environment

Number of

businesses in the How they compete

industry and how against each other
big they are

AN J
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Agriculture, forestry and fishing 147
Production 142
Construction 284
Wholesale and retail; repair of motor 369
vehicles

Transport and storage 83
Accommodation and food services 146
Information and communication 193
Finance and insurance &
Property 88
Professional, scientific and technical 436
Business administration and support 19
services

Public administration and defence 7
Education 40
Health 106
Arts, entertainment, recreation and other 166
services

Total 2,450

Table 1.1 Businesses operating in the UK, 2015
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Figure 1.5 How a business is linked to the external environment
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Figure 1.8 Aims are broad, objectives are specific





OEBPS/OEBPS/images/20-1.jpg





OEBPS/OEBPS/images/22-1.gif
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