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Teacher’s Introduction

This resource has been written to support the teaching and learning of AGA Advanced Level GCE in Business to be
first examined in June 2017. It covers in depth the content reguired, pius key topic points and a variety of
learning opportunities to engage and develop student capabilities. Where relevant, key terms have been included
together with iHustrations to support learning.

This resource supports the teaching of Section 3.9: Strategic Methods: How to Pursue Strategiss, which is part of
the AGA Advanced Level GCE in Business {7132). It provides a detailed and accessible overview of the areas of
study stated within the specification.

This resource is intended 1o be used as a companion for teaching and, while extremely valuable, is not an
exhaustive list, so reading around the topicis recommended. Suggestions for additional resources are included
and additional source material referenced. While this companion focuses on content, a variety of learning styles
are catered for to help keep your students engaged and on task. At the end of each section are sample guestions
and answers to test your students’ grasp of the content.

You can use the notes in this resource either as student preparation, as revision guidance or to supplement your
ciass teaching. The questicns in this resource include some guantitative analysis as these are skills now assessed
in the exam.

Relevant case studies are included to both broaden and deepen student knowledge and bring a real-world flavour
to their learning.

Each topic is explained in full and accompanied by a series of guestions and extended-learning opportunities,
which are designed to consolidate student understanding and hone their application, analytical and

evaluation skills. Mathematical practice opportunities are included where appropriate. Answers are provided for
each question.

The practice activities can be used to support the delivery of a lessan, be set as homewaork and/or be used by the
student during independent learning.

August 2023

A web page containing all the research task links listed in this resource is conveniently provided on
ZigZag Education’s website ot zzed.ul/12323

You may find this helpful for accessing the websites rather thon typing in each URL.

2 adition — August 2023

® .3 —section rernoved: The Experience Curve' ® p.22 — updated population data for 2023
® p.10 - section heading changed o 'How to manage issues ® p.23 ~ Nissan case study updated
caused by growth and retrenchment’ ® .26 - value of the pound paragraph updated

» p.10 - "Managing growth: Greiner’s model’ removed from

key points .31 — question 2 removed and answer
® pp.11-12 — section removed: 'Greiner's modei of growth'’ p.32-33 ~ section removed: 'The impact on
@ p.12 — Research task question 1 removed internationalisation for the functional areas of the business’

p.30 — section removed: ‘Bartlett and Ghoshal matrix’

® & @

® p.17 - heading updated to '3.8.3. Assessing Globalisation and ® p.32-33 - automation added to list and paragraph added
Internationalisation’ ® p.32 — data in graph updated for 2023

® pp.17-19 ~ sections added 'Business Reasons for Greater ® .35 — section removed: ‘Enterprise resource planning (ERP)
Giobalisation and its Importance to Businesses' and The ® ©.35 ~ rernoved question 3 and answer
Importance of Emerging Economies for Business' o pp.39-41 - section removed: "The impact of digital

® p.19 ~ Four new questions added under 3.9.33 and answars technology on the functional areas of the husiness’
added, subseguent questions have been renumbered to fit. ® p.40 —Q1, South Africa added to answers

@ p.20 —section on trade agreements updated to reflect
EU/UK status
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3.9: Strategic Methods: How to Pursue S{jé"'

3.9.1. Assessing a Change in Scale

Why businesses grow

s Synergy :
+  The experience.

35 a given that a business inooks to grow. There are many benefi
having the financial clout to outspend competitors in research and development:
competitive advantage, 5

So maost companies look to grow, but not every company has the same objective:
small business might set objectives to grow to a certain size in terms of revenue
desire of the owner to achieve a certain income or profit each year. Alarger bus
to market share — aiming to become the market leader, for example.

So why might a business set growth as an objective?

«  Profit: Shareholders and other business owners look for profit, so businesse;
out profit. If the business is profitable as it is, shareholders are likely to feel
its operations in order to make more profit. Why mabc, 0% profit on £1003
that's £10k), if you could make the same marg 00 {(£20k} or mory

w capable a business is of §
ficy — making good use of resources -

Efficiency and profitability: Profit

£
N

sing raw materials in bulk, a business can decrease its total cg

Mare on economies of scale later.

s  Market power over customers and suppliers: Remember Porter’s five force
constantly at odds with one another to gain power over their markets’ sup
Having power over suppliers can mean leverage which leads to lower costs,?
reason — profitability. Z

s  Brand recognition: Again, firms often increase their market share and brang.
medium-term tactic that supports the greater goal {strategy) of increased p
supermarket chains, such as ASDA and Sainsbury’s, work tirelessly to increay
hecoming the one name people think of when they need o do their weekly?

ell as push all m

ters on bus shel

research on their customers {and potential customers

looking ogress in their careers and earn more money. Boosting the siz¢
one way of doing this for themselves personally. ‘
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Economies of scale
A business can become more efficient by being larger, so thisis one

impetus for growth. It ray be that the business wants to become large
enough to compete with gthers In the market who are benefiting from ;
these economies of scale and are, therefore, more competitive. Or a 828 4§
firm may be being squeered by its customers to charge lower prices, and,
therefore, it is having to find ways to produce at lower ¢
remain profitable.

There are three main types of th “of scale: technical,

purchasing and mana

Ses and becomes more efficient, the average cost of

production falls.

Example: Economies of Scale

Let's use an example: 2000 Teas Ltd is a beverage company that specialises§
The company's biggest seller is its classic breakfast tea, which it buys from &
cost of purchasing the tea is £0.50 per 1 kg, 2000 Teas Lid sells its breakfag
per 100 kg

The calculation to find the selling price for 1 kg of breakfast tea is:

Seiling Price of 100 k\\

Selling Price of 1 kg = 50

200
100
elling Price of 1 kg = £2.00

lkg=

The differe een the selling price {£2.00} and the cost of raw materials {£
Teas Ltd receives for every 1 kg of breakfast tea it sells. There are a few ways it ¢

¢ Purchasing: If 2000 Teas Lid was to increase the amount of breakfast tea it :
buying in greater bulk), the company might be able to negotiate a lower pri

e Managerial Often the management team of a firm has scope to manage m
significantly more time. For example, hiring an extra staff member to deal ¢
in its warehouse will not necessarily mean the manager of the warehouse h
more work. :

e  Technical Imagine 2000 Teas Lid hires 3 machine to package the tea into te
as they don’t sell enough tea to be using it 24/7. If they buy more tea, they
production without buying a new machine. Running ¢ may increase, bui
remains the same, and is spread across more 4 d. E

ing 2000 Teas Ltd negotiates E

Let's calculate the difference
down to £0.40 per 1 ke,

én the selling price (£2.00) and the cost of raw mat:eri'{s:s
ntinues to sell at the same rate, the company will make mu
gotiation they gain frowm buying in greater bulk. :

Since 2000 Teas Lid now pays less for its tea, it could bring down the sellin
potentially generating more sales and increasing profitability as a result,
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Purchasing
The more a business buys in bulk, the cheaper raw materials can become on ave
taking advantage of the economies of scale that your suppliers benefit from — va
pass on their savings with lower prices for their customers who order large guan

However, there is another element too — if your business, as a supplier’s custom
power, it can pressure the supplier to accept lower pri vy threatening to
short term at least, smaller suppiiers will have to [owear prices or lose
customer. Supermarkets have been ing pproach and are a prim
economies of scale — aithough supp!aer refations, which can tur
responsibility and publiz.a

leverage. Leverage is the ability to make a small effort that gives a proportional
supervisor checks the first product an employes produces in order to ensure it i
Corrections and improvements that the supervisor suggests on the first product
to each subssguent product, requiring no additional input from the supervisor.

So if a manager trains one employee, often they could just as easily train two, thy
employees without much maore effort. If it takes four hours to train the first emp
take five hours 1o train two — meaning the average training time is 2.5 hours pers%;s
unit costs.

The same effect can be achieved by taking a management structure or system, s :
applying it to a larger team. As long as the system is scalable 4.e. it can be expa
well}, overhead costs of this system will be spread ac er number of unit

Financial
Another ewnomy you will 5

A farge business may also benefit from being abie 1o make use of its
infrastructure to generate more revenue — by expanding the scope of its
marketing or operations, it can make more money.

Looking at 2000 Teas Ltd again, if they market tea to shops, why not also do
the same with coffee? They are already sending sales representatives to
small and large shops who sell both, so there is a potential efficiency in doing
both things at once. There are a few different types of economies of scope:

¢ Infrastructure — where a business has developed a system, structure or faci
different products or services. For example, a bank that sells insurance can
lts salespeople will need additional training, but once } have had that th
literally} being ‘in the room’ with the customsg fg the bank's sery
1o them for commission.

¢  Network economies - ems are often developed so that a né

tle additional cost.

‘that sell multiple products to the same customer can be :
0 a firm that uses direct marketing to sell office supplies can my
already does to sell more different products. :
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Synergy: better together?
UCften cited as a benefit of a merger {see below), synergy is where a team or bu
parts. 2 plus 2 does not equal 4, but 5. A team can work better togsther thant
individual membaers, by coordinating work, getting rid of duplication and playin
businesses can do that too.

For example, imagine Gloss Ltd is particularly good at
able to produce them cheaply. it merges with Li
savvy on the marketing front. The res
cosmetics markat!

has particularly &
s Lid will surely be a force

Evaiuaticyg
Synergy is ¢ ayed down as a justification for mergers these days. You can
Gloss might § poiled Gloss Ltd’s image, and perhaps Lippy Ltd’s products d
standard that Gloss Ltd’s customers expect!

- %.9.7a Questions

1. Explain two reasons why a business will choose a growth objective.
2. Tiny Desks Ltd designs and manufactures flatpack office furniture. 95 ;
by the company are sold to IKEA. The company believes that it is not by
so would like to develop more market power for itself. How could Tinyé

o2
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Assessing methods and types of growth

+  Organic growth:
+  Franchising
«  bExternal growth:
¢ Mergers and takeovers

4

Vertical, horizontal and e integration

e between organic and external growth :
‘External’ growth refers to situations where a business expands its operations by
either through a merger or by taking over the other firm. On the other hand, gre
business increases its output or sales without integrating with ancther firm. No
internal sources of finance, such as retained profit, or ‘external’ sources of finan
new shops using a loan from the bank. Organic growth is a mere managed meth
the rapid growth that a takeover or merger would involve, Z

Franchising :
Franchising is a type of organic growth for the franchisor. The franchising proces
straightforward: the owner of an established business, the franchisor, grants a fras
or service in exchange for manetary consideration. Franchising allows a budding ey
business with a degree of independence and a minimum of risk. Motor vehicle de;
YWY and product brand franchises {such as KFC and M ) are very commc§

vie as they allow the small

Yrunity. The franchisor, the establishg
erand supply chain, gains many of the beneﬁts%
“hitability) without all of the risk associated with opening
gperations. :

Franchises have become a popular for,
participate in a ready-mad
use its brand name, by
brand reco L

and manag

R

R

Advantages
1. They receive a lump sum income fromthe | 1. Thereisa
© § £ franchise sale in addition to a regular aperation
£ E B2 agreed percentage of franchisee’s profit, 2. The reput
Sé % % g 2. The name of the established business gets business ¢
& e more widely promoted with the sale of franchises
every franchise. 10 the star
o b & |} lttrades under an established 1. They must
£ 2% L business name. : characteri
é % z,f,. é 2. Has access to a network of 2. Partofth
=av support from the paid to the

, anding, particularly abroad, is a joint venture with another fi Z
taking advantage of iocal expertise to go into a new market. More on this in Secy
international. Z

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition)

COPYRIGHT
PROTECTED




Mergers and takeovers
Mergers are where two or mora companies come together voluntarily,
forming a single entity, often with a new name. The new company
usually supports {as closely as is reasonable) the previous strategies of
the merging companies. Any shares that each company previcusly had
in theilr own businesses would be exchanged for shares in the

merger company.

A famous merger occurred between mo
and T-Mobile, which came to
The merger, which hapg
their collecy :
Kevin Bacof

roviders Orange
tie merger company EE. 3

stantiy increased the high-street presen
re than £6bn and giving us multiple advertising car

A takeover describes the buying out of one company by another, which usually
shares. Once a person or company owns more than 50 per cent of all shares in
taken it over because they have overall control. A takeover may be agreed by t
may be a hostile takeover where the purchasing firm gains control of over 50 pet
wishes of the management of the smaller firm.

One of the most successful takeovers of all time was that between Disney and
and Pixar had worked together on blockbuster smashes such as Toy Story and
charge of production and design and with Disney leading marketing and distrib
for both sides. However, the partnership contract was coming to an end and so,;
Disney bought Pixar outright for around 57bn {USD}. Since the acquisition, Disn
maks more international hits, including Up, Tov Story 3 and Wall-£.

Reasons for mergers and takeovers
Businesses take part in mergers and
or strategic.

riiany reasons, most of which

Tactical recg r or takeover might include:
e toincré usiness’s marlket share

¢ 10 gain skilled staff

¢ 1oincrease technology

® 1o gain ownership of intellectual property

e o expand to other locations

Strategic reasons for a merger or takeover might include:
e toincrease profitability

¢ 1o achieve greater brand awareness

s  toincrease distribution capabilities

e to move a business into new markets

Horizontal, vertical and conglomerate int
Mergers and takeovers can occur at differgry
when one business joins another
while vertical rm‘egmtmrz

ne production process.
ge of the production process {
“one business joins ata differem s‘tag,e
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Llet’s use an example: :
Dress Nation Ltd is a British clothes retailer. The company has many competitor
online traders. Below shows how Dress Nation Ltd’s production process might I¢

PRIMARY STAGE Sugpiier of raw mate

shufacturer of cloth
&

SECONDARY STA

TIARY STAGE Retailer of clothing

Vertical integration — forward >
L 2

QUATERMARY STAGE Research and develop

Diagrarm: The production process of Dress Nation Ltd

Dress Nation Ltd is situated on the tertiary {third} stage of the production procesy
i.e. the company is the one selling products that have already been designed, :
manufactured and supplied. Dress Nation Lid is now looking to grow and so it
might decide to use horizontal integration or vertical integration,

Horizontal: if Dress Nation Ltd buys out anather clothing retailer, t
company is integrating hori % his is because Dr
Nation Lid and the othe S the same (i.e. wi
are both clothi 5

Ltd purchases a ciothing manufacturer,
erent business type {i.e. different industry sector) any
stage of the production process {the secondary stage).:

Yertical ~ backward:

R

Yertical — forward: if Dress Nation Ltd purchases Future Fashion Ltd, whid’%
technology for clothing, this will again be a different sto\
guaternary, fourth stage).

Conglomerate: if Dress Nation Ltd buys the fast-food restaurant next dg
industry altogether, '

Reasons for horizontal integration
This is a common form of integration as businesses can expand relatively quickiy:
to choose horizontal integration, including:
& the buying company instantly increases their market ¢
e the buyers also benefit from economies of s¢

produce more goods at a more efficig
e the business effectively elim
the expansion of a.

assurning that the

help it enter a new markat segment, suc
“in the north of England and, therefore, expanding its
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Reasons for vertical integration
Many supermarket chains opt for this form of integration, i.e. purchasing a distri
of their supply chain {e.g. farmers, wholesalers, ete.). There are many reasons bi
integration, such as: 5
#  maintain and control the supply chain 5
e personally manage the standard of quality (e.g. the 2013 horse meat scandal

supermarkets did not keep tight enough control o phiars) :
e keep supplies away from rivai companies
access to market, i.e. manufact

N personally take care of thei

<in the way they wish

Usually on of very large businesses, this is a risky type of expansior
e it may b urely financial reasons — e.g. the smaller business is a cash cow:y
finance its operations
¢ the conglomerate may benefit from wider synergy or economies of scale su
department that looks after all the finance, or by sharing best practice, e.g. in
e  the business diversifies its operations and, therefore, spreads risks — if there
mining firm can survive with the financial support of the supermarket chain it

Risks and rewards
As with almost any business venture, meargers and takeovers come with risks. |
can turn several smaller companies into multi-million pound successes.

The risks of a merger or acquisition may include:
e the costs of purchasing another business

¢ the costs of reorganising the businesses A
s redundancies necassary as employees increase.f ar lose their value &
@
@
L

The rewards may include:
®  revenue gained from the new business{es) 5
e economies of scale from spreading across organisations and markets, and incy

Problems with rapid growth

Successful mergers and takeovers are examples of rapid growth. Once a busin
becomes bigger. There are some issues that come with this, including: '
e diseconomies of scale, e.g. as the business expands, communications bec:r;ms§
& companies can become so large that they lose their strategic direction
& mergers and takeovers can result in all firms diluting their core competencies
e clashes of corporate culture, such as ane firm holding different values/ethic
s  employees may not be willing to share information/s' iith their new coll
e igocal culture clashes, Le. if one firm is bought &8 i business, this

COPYRIGHT
PROTECTED

ur answers on a separate piece of paper or in an exercise book,

1. Whymight a business wish to grow?

2. What is the difference between a merger and a takeover?

3.  Explain the difference between backward vertical integration and forwar

4, International food conglomerates Heinz and Kraft Foods merged in 2015
many major brands, including Capri-Sun, HP Sauce, Heinz Baked Beans ang

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 9 of




How to manage issues caused by growth and retmnchmen;

»  Problems arising from growth: overtrading and diseconomies of scale
+  Why businesses retranch :

Growth is generally a good thing for Bre are a few minefieids to r
Dissconomies of 5
Farlier we :
as the volu ction increases,
The other si T the story is that unit
costs can actually increase i
production goes beyond a certain
point. The idea here is that at any
particular time there is an optimum
level of production for the business
where the unit costs are lowest,

S8 can fall

Average Cosls

Economies of scaie

Coordination
Let’s look at 2000 Teas Lid again: the company is able to sell 10,000 kg of breakfs
supermarkets} from its one warehouse. Encouraged by the number of sales gen
capacity, 2000 Teas Lid decides to increase its output to 15, 000 kg per month, R
warehouse becoming overcrowded, and delivery lorries qu
an increased cost of transporiation — and the averag

Communication

Another diseconomy of scale
internal netwaork of ;
grows to a
vision or str

tn the expansion of a company’s proc
n can become more complicated and, therefo
Wi point, there is 3 chance that the bulk of the firm’s en
ey are working towards.

Motivation
As a manager’s chain of command grows, it may also become more difficuit for
subordinate employees to voice their opinions or receive support in pursuing
their ideas. This can create rifts in the company and even result in
demotivation of a workforce that feels undervalued.

Control

As the business grows, senicr managers lase a level of control over parts of the
{with nc one experienced there to analyse methods}, duplication of roles {with t
bursaucracy {with no managers with the scope 1o see it is unnecessary or the au

Overtrading

This is a commen problem with n
where a business hits cash
American kids wi
dollars’ wo
needed to

Ut can happen to large ones (g
ue to rapid expansion. Think of the fi
. the US Government to supply the Afghan Na
. These two would-be arms dealers didn’t have the
2t alone transport them halfway round the world, but they to

Ckay, in the film {and in the real-life story that inspired it) they managed it — but
cash flow problems, and taking on an order larger than a firm can fulfil is one su
that cash flow — such as buying the guns on credit, and then delivering them to t
payment before the credit period expires and you get sued for the money — can

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 10 of
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Why Businesses Retrench 5
A possible answer to the question of ‘where next? is that the business may neec
than expand. Scaling down its operations is known as retrenchment. A business
¢  Perhaps it has hit too many of the problems we have discussed above: diss
costs are 1oo high and it’s losing efficiency.
¢  Maybe a merger has gone wrong — the business is too big to function effec
e Perhaps it neads o raise funds to pay off its deb
# it couid be that an area it decides to ex
the business is withdrawing.
¢  Orperhaps its core mark

as an overseas ma
or competition is too fierce.

i Ciosing branches, selling a portion of the business or
ay make staff redundant, either gradually by freezing recruit
back specificiess-profitable divisions, or by delayering — removing a level of ma
of the business that was previously integrated. This may both cut spending and
management {o focus on the business’s core activities. in 2014, after failing to
in the mobiie phone market, Nokia soid its mobile and devices division to Micro
two years and being desperately in need of funds; the Finnish firm then refocus
eqguipment company, Nokia Networks.

The impact of growth or relrenchment on the funclional areas of §
All these changes in scale have associated problems. Firms need to be sure tha
loss of sales revenue and redundancy pay for former employess — will be offset

Growth

Rapid growth will require the market!
department to keep up with 2
Marketing markets the busines
business r '

When a busi
department
the promisin

f what customers . .
businessis re

each them.

Ensuring that 3
production tes:
markets, facte
The change m§
to reorganise
match,

dintaining quality in production {including
service levels in service industries) will
Operations always be a key reguirement for operations,
and at no time more than when the business
is growing.

Cash flow is a key consideration here.
Pericds of rapid growth are dangerous times
for a business — maintaining liguidity is
Finance crucial and working capital is always going to
e stretched at this fime. In addition,
ensuring the cost of any finance needed for
expansion is tolerable.

can meet its
revenue, ret
sharsholder

Human reso
challenge of
They will stru
ith regulations in any best staff, un
res it is operating in. the retrenchné
last resort of &

Maintaining and develog!
Human training progra; :
Resources busi
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- %.9.1¢c Questions
Please write your answers on a separate piece of paper or in an exercise book.

1. Rising Batches Ltd is an independent bakers located in a large city. The co
several years and so its owners are considering an expansion of five additi
other cities. What pitfalls couild arise from this growth?

-~ %.9.1 Research task

1. Research Tesco's ffiha. How did they expand into the mark

Tt/ www.raconteur.net/business/why-tesco-failed-to-crack-china
B hitps:/fwww.tescopic.com/about-us/our-businesses/tesco-ching/tesco-in-ch
B https/fwww.theguardian.com/business/2013/aug/09/tesco-withdraws-bran

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 12 of :
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%.9.2. Assessing Innovation

= Kaizen »  Benchmarking |
«  Research and development
* intrapreneurship

offer some combination of the best price, the best product, and the best delive
there’s a battle for share value, victory in which depends on convincing shareho
first battle.

Being ahead of the competition means being better than the competition — at |
being different, and innovating.

The value of innovation

There are three main ways a firm can innovate. Firstly, it can improve existing
are generally guite small, such as altering a characteristic or slightly enhancing i
cars or smartphones as examples. However, these improvemeants can mean a fi
—often it is these features that differentistes one firm’s products from another

Secondly, a firm can develop completely new progd
first-rmover advantage’, where the first firmy

Han open up new
©t is ahead of the comp

Finally, a firmy can innovate in the way it does things. This is called ‘process
innovation’. Supermarkets are a great example of process innovation: the
distribution, purchasing and supply systems that chains use have improved
hundredfold since the advent of computer techﬁnc}logy, Nowadays,
whenever you go o a supermarket and purchase a bag of crisps, those
products are then communicated from the checkout to the stock reom to
let workers know that they need to put more crisps out on display. In the
same fashion, the supermarket’s suppliers are automatically notified how
many crisps have been sold throughout the day or week so that they can
provide the right number of products on the next delivery

There are lots of ways that each of these ¢ n can be encourage

see shortly.
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Becoming an innovative organisation
Kaizen

Kaizen businesses work to improve their processes with the idea that this shouic%

outcomes. Unlike quality circles, which give responsibility to some employees,
members of the workforce by continually asking for ideas on how employees b
could improve.

The kaizen method {also known as continuo
many benefits, including increase m am
reduction in wasteful process
to a business’s fina ués Firms that use kaizen cons;der itan
integral pasg

small, considered steps (rather than focusing on large, individual innovations} w
volume of changes will eventually resuit in huge improvement.

Businesses cultivate a culture of continuous improvement by encouraging their
These suggestions can be as big or small as necessary — sometimes improving t
creates the most noticeable results! Suggestions can be given anonymously, us
person. Kaizen businesses focus on the talents of their employees, and their ab
than invest in expensive machinery in order to get to the same cutcome.

Kaizen may seem like a long-winded {and, therefore, pricey} way of warking, but%
y in and day out)

{the people most involved in a business’s quality pracedure
foundation for innovation that gives them the com
improves quality, but increases motivati
to go the extra mile for their empln

Ciantage over any
Syees feel more valued

Research
Much of a i

nipetitive advantage can come from its research and devel0p§

Companies fave a strong focus on R&D, such as tech giants Google, Apple
power over their markets. By investing in R&D, a firm can differentiate itself fro

brand presence (so people see the company as different} and developing a certa}

consider the company’s products as high guality}.

There is an incentive for companies to invest in R&D since not only do their brané

lovalty can increase as a result of this, leading to more regular sales, revenue a
enough market power through R&D, it is able to be competitive without having

more market power also means the business can set its own prices {perhaps evel

without having to worry about what its rivals are charging. in addition, with mo
more profit, part of which a company can reinvest into its R&D processes to co

intrapreneurship
Many companies promote infrapreneurshi
leadership. intrapreneurs are indiy :

R

R entrepreneur would, while comfortable in the knowledge th
on the line personally.

Companies encourage intrapreneurship through reward systems. These can incl

monetary bonuses and commission payments. The business reaps any rewards
be the one responsible for any failures.

le as a result. The intrapreneur, on the other hand, be
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Benchmarking
innovation of both product and process can be achieved through benchmarking
product to that of yvour best competitors, with the aim of improving your own wh
way of innovating to improve your product. A similar thing can be achieved with:
consultants, who gather data from a specific set of competitors, and share that ¢
every firm involved to identify where its weak spots are compared with its comp
its energies. s our lead time good or bad? Could curla
consultant will tell you where you are in the rank

How to protect ir
We have tog ‘
firm lower &
product. But®ills advantage may not fast if competitors simply copy the busines
firm has to protect its innovations as far as possible.

For product innovation this is clear. Firms can try to keep their ‘secret
ingredient’ under wraps, by defending against corporate espionage with
contractual clauses for their employees, suppliers and distributors to not
reveal it. However, where a physical product can be backwards
engineereécﬂ {i.e. another firm could take one of your products to pieces
and see how it works), keeping the thing secret is not feasibie. Instead
firms will patent their design so that it cannot be directly copied — this
gives the firm monopoly power over that specific product, and can last
up to 20 years. However, there is a cost to patenting designs, s¢ the firm
has to recognise that they are worth protecting, and also §
afford to protect them. Furthermore, patents need
different countries individually. These are e
many big firms have ongoing dis %
designs. And the conseque
massive. In 2( ‘

er or not their competitors hay
rm can convince the court it has lost |
ung were both found guilty of infringement of
had to pay illion and Apple had to pay Samsung $158,400. (Ano
Samsung m ayment by sending lorryloads of nickels to Apple’s headquar
cut 1o be an example of fake news!)

in the creative industries and the knowledge economy, individuals and firms hawv
creative works — meaning only they can Hcense distribution of it. in 2001, Napst
1o share files with each other on a massive scale, was shut down by a court rulin
which argued its members were suffering loss of income due to the sharing of M
the court ruled this was breaking copyright laws. Since then filesharing has dece
industries including the film industry: according to sorme estimates, more peopld
Zombielond than paid to watch it, and as a result the producers would not fund
copyright for creative industries is that it is automatic, so it does not have to be
can prove that you were the original creator somehow), and that copyrights are
around the world through the Berne Convention.

protect. Machinery and n
oose to simply keep it confidential. 1
irm to another in the same industry, however
eting department may want to brag and boast abou:
5858, but this risks telling competitors how it's done. E

In terms of process innovation, this iz
with the ‘secret ingredient’
when employees moys
conflicts w
methods t
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The impact of an innovation strategy on the functional are
Innovation is a boon for marketing departments — something they can brag abo

R

limitations given above. They will have to choose the right pricing strategies, suc
challenge of recognising what the key thing about innovative new productsis t
customers, and who those customers might be. Marketeers can also benefit fr
viral marketing themselves.

ucing costs or maki

services pawbie Hawever ‘they are e ' me under pressure from m
a lot depends on their innovat duction processes. it will also fall

implement the larg ot of innovative new preducts from researc

Finance divisions in an innovating business may find that costs are suppressed w
they could egually have problems with funding innovation — research and devela,
of its results, and the investment reqguired often means long payback periods w
have to justify to investors.

Human resources have scope to be innovative; for example, in developing new
online learning. They may also be asked to cultivate a culture and matrix struct
different specialisms can come together to support innovation. Giving autonor
intrapreneurship may mean difficulties in defining job roles and structures such
risk that the business loses control of employees,

— £.9.2 Questions

1. Explain the difference between produ

inBovation.

‘hent of a medium-sized manufac
investors why the firm needs to spend
exfew products rather than paying higher dividends

ng why innovation is important. Z

2. lmagine you work in the fi
You have been as

— 3.9.2 Research task

Toyota is famous for its application of the kaizen method. Research how it appli
s what Toyota's mission statement and objectives are
s what the business is trying to achieve with kaizen
e what other types of innovation the company uses
e an evaluation of how well Toyota’s innovation strategy helps it meetits ¢

Toyota Group PLC Links
B hitps:/fwww.youtube.com/watchv=0RuSWH3a5FM

B htips:/fwww.theguardion. 4;am/busrncsg/2@07/dec/07/
T http//blog.toyota.co.uk/kaizen-tayota-pro

2

nesscomment.bus

hitp./fwww.telegroph.co. uk,/nPws/nh
g-Segttle-hospital-work-on-i

wan-the-Japanese-car-fact

Bonus researc

vota's methods? Check out The Toyoto Way: 4
from t

test Manufuature*r (leffrey K Liker, 2004},
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%2.9.3. Assessing Globalisation and Internationalis

Business Reasons for Greater Globalisation and its Importa

«  Thei
&cong

. xist for globalisation, but for the purpose of A Ley
national market or business becoming global in nature with
strategies ex% in each international location. In many ways international br
Coca-Cola treat the world as one global market, as similar marketing strategies
which they operate. These firms can benefit from accessing overseas finance, w
than obtaining it in their home countries. Furthermore, it allows them to acces
or of a better standard not just through importing, but by also locating some opé

Businesses have greater access to giobal markets due to improvements in com
deregulation of international markets and a lowering of trade barriers, thus ma
cperations in overseas markets.

Globalisation provides a number of business advantages: :
s  Improved purchasing economies of scale — a business operating on a larger
purchasing economies of scale. More raw materials and components will
activities, as the scale of operation increases, leading to iis negotiation po
{suppliers} are iikely to provide discounts for buying
costs of the business and leads 1o profit

advantage with regards to land, iabour and raw materials. This reduces op
profit margins.

e  Access to skilled/knowledgeable employees — globalisation has aliowed b
in terms of skills, experience and market understanding. This has been ach
labour mobility between countries or the ability of some businesses, espec
countries which contain a workforce with the desired experience, skills an

e  Tax avoidance — a multinational can have several headquarters located ar
different regions they operate within, Some will locate the headguarters i
which has the lowest tax rate. The income earned by any of the subsidiari
is assumed to be that of the headqguarters, thus allowing it to be taxed at t
European headquarters in Luxembourg, so any ing ned by the UK s
generated by the Luxembourg headguarters ¥z it 1o be taxed a
payabie in the UK, This minimisest : X to be paid and keeps
practice is attracting muc 5 y ress, as muitinationals earn millio
avoiding UK tax astéring their headguarters in another coury
iNComeg : but no corporation tax was paid here, 5

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 17 of

COPYRIGHT
PROTECTED




Globalisation does bring some disadvantages for businesses:

e  Competition for both domestic and overseas firms increases in those count
for internationatl firms to enter. In the late 1870s manufacturing productio
of UK GDP, whilst by the end of 2011 it was 12.6% (source: ONS). Oversaas
produce products which are comparable to or of a higher standard than UK
contributing in part to the decline in UK manufacturmg The increased leve
emphasis on businesses to deveiop strong brand i : an internationa

consumers, as experiene,

; nvest a larger proportion of their funds inr
ining, for example, in order to remain competitive.

e  Globalisation
researg '
®  Businedg e increased threats of takeovers from overseas firms, especial
Hewlett Packard {HP), both American businesses, in the last two years acqu{
purchased Cadbury, whilst HP bought Autonomy, a software firm.

Globalisation can enhance the economies in which overseas firms choose to tra
consumer choice and quality improve, but local economies benefit through imp
and increased demand for domestic suppliers. However, globalisation has bee
perspective. As industrialisation increases in some countries with lower enviro
level of pollution and deforestation rises. Furthermore, it is argued that the tru
operating in overseas countries benefits them anly and not their chosan locatio
used to improve working conditions or local communities. However, multinatio
Hewlett-Packard take an active role in the communities in which they operate by
employee development, whilst also working positively alongside suppiiers. Z

understanding of these markets
: hermore, if the firm with which they join h
" quicker way for the business to establish a reput
ar‘ ucks announced it was entering the indian coffee shop ma
merate, Tata.?

In January 2
the tndian ¢

The importance of Emerging Economies for Business ,
An emerging economy is a country with an average low income per head and lo :
experiencing high rates of economic growth, in comparison to those countries wi
developed. Some of the main emerging markets currently include Brazil, Russia,é

Emerging markets provide a number of benefits:
®  Businesses have the opportunity to increase sales and profits, as they have a
be achieved through exporting to these markets, locating operations within
the country targeted or embarking on a joint venture with a firm already we

5 due to difficult e
¥sSes to remain profita
Ho™ in the UK supermarkest ind

e As competition increasas in some markets or frar)
emerging markets provide an apportunnt
rapidly growing markets. Althoygs
abie to remain very i

increased demand for their luxury product ranges in both the Chinese and

U Spurce: http:/ fwrww. bbe.co.ulk/news/world-asia-india- 16788563
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¢  Emerging markets provide the opportunity for businesses 1o access highly s
than developed countries. This can reduce operational costs and increase
industry has benefited from iocating some of its call centres in India, but thi
advantageous, as some customers have comgplained about the quality of se
time this was reported significantly in the media. ‘

nity to be less reliany:
arket declines, as

e  Emerging markets provide businesses with the opportu
sales. This can reduce the risk of failure, if one

may implement trade barriers to assist the development of d(
it difficult for UK firms to take advantage of the growth in these markets.

&  Emerging market domestic businesses may be able to access government gz‘
its goods ar services at a cheaper price than UK firms, thus making it difficul
effectively in these markets. 5

#  Although labour may be cheaper in these markets they may not have the re
resulting in the goods or service not being provided at the required standar
it was to close its Indian call centres and relocate them back to the UK.

¢ UK brands may not be as well protected in emerging markets, as firms with A
tradernarks and designs with little fear of court action. Not only does this |
businesses, but it can damage the brand, as confusion is caused in the eyess
the genuine one. Furthermore, if the emerging market firm does anything :
may be irreparable resulting in long-term dama Dyson, founder o
the lack of intellectual property right protec Chinese market.

{ pressure on suppliers to
Hation being at a higher rate than deg
increase t 15ts thoosing to operate in these markets,

¢ Rapid growth in emerging market

R

Any busine ing to invest in emerging markets needs to take a long-term <
highly unlikely to be realised immediately. There has to be a certain degree of pi
the country will not develop overnight. As one firm can see the benefit of opera
can others. The level of competition could be far higher than anticipated, but if
out it should assist a UK firm in formulating the best strategy for success.

-~ 3.9.3a Questions
1. Explain one reason why globalisation has increased over the years.
2. ldentify three ways a business may access the benefits of globalisation.

3. Explain why a couniry’s membership of the EL
within it

4. Explain one advantage and o3 age for a business that belongs t 5

member of the EU

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 19 of

COPYRIGHT
PROTECTED




Reasons for targeting, operating in and trading with Entemg\;

(-2

* internationalisation *
. Diversification
° Economies of scale

can employ, including growth str:
‘rategies and innovation. This topic conce
Jinesses decide to operate internationally, the metho
ntages of doing so. Many businesses will buy and seli in
ns in another country. The exact method a company uses depe

There are various strategic meth
economies of scale, Por
ook at the 3 ‘

up their ope
Reasons for internationalisation

internationalisation is when a business produces or trades with markets outside
many reasons why companies do this. For example: ‘

Growth — 1o expand the business through increased market share, sales volume
be linked to the overall corporate objectives. Dyson moved its manufacturing ta.
labour costs, resulting in an overall reduction in costs of 30%, which would increjy

R

Diversification — to reduce the risk of relying on one domestic market. An econ :
severely damage a business just trading within the UK. By diversifying globally, t

conomies of scaks
Mg economies. :

Economies of scale — a business may benefit from o
may aiso benefit from managerial, marketin

usinesses may find a greater number:
_ markets such as India and China. Equally, it n
shrinking, £ rebomp@ﬁﬁve due to foreign investment in the UK.
Russia, ind ina {BRIC) and Mexico, Indonesia, Nigeria and Turkey (MINT}:
opened up new trading possibilities with their huge potential markets. The BRIC
economic power, although the rate of growth is slowing. China’s massive popuié«
affluent and as a result companies such as Rolls-Royce cars and Burberry have ¢
partly due to their iconic brands.

Larger market — by operati
instance, the ELUL and th

Crowth in internalionafisation
There are three key reasons why internationalisation has grown significantly ove
¢  Trade agreements: There are many different trade agreements throughout
world trade. The World Trade Organization encourages negotiations betwe
1o export around the world with fewer regulations and trade barriers. The
remains the European Union {EU} - despite the UK Eeava
are no tariffs or control between member countri
capital and removes the technical and bure
— North American Free Trdde Ase
Transport: Empmved g

COPYRIGHT
PROTECTED

Lrriers to trade. Othe
SEAN — Association of Soul
inks is another key reason for intern
eaning lower transport costs for importers a
CShtainerisation. This simple but effective method of tra
as improved productivity and reduced costs dramatically.
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— Learn more about containerisation here:

VI http/fwww.economist.com/blogs/economist-explains/2013/05/econo ;

Yideo link:
B https:/fwww.youtube.com/watchPv=Gn7ioT WSRA

53

*  Communication: International comm
through the internet. Huge
The development ang

winot only become cheapéﬁ%}‘;
ta can be communicated betwee:
w18 World Wide Web has not only opened §
new suppliers. E-commerce has meant access
Eh now trade internationally, often without a physical ‘bric
{ s has meant potential growth without necessarily the huge in
internationally. Business-to-business companies have used electronic data
standardised documents to suppliers. This has led to greatly reduced costs

many businesses. :

Evaluation point
While not all businesses actively enter international markets, those that do have*{\‘i
However, there is usually one common theme — an increased potential market.
strategy — although, for sorne, they may have no real choice if the competition is;
- and entering an international market becomes a reactive decision, rather than

S

The increase in potential market is a great advantage, but companies should be &
®  alack of knowledgze of the market :
social and cultural differences between the mar
the differences in practice and customs
economic factors

the difficuity of coordi
finally - probabl:

&

hs and control of the business and p#
issue for many businesses — the cost ‘

® & & @

— %.9.2b Questions

3. Name the BRICS countries.
2. Name three economies of scale.

~ 3.9.3b Research tasks

1. Find a UK business that has entered international markets. ldentify the§
have done so. Rank these in order of importance to the business. :

2. Find put about other international trade agreements. How to they EOE‘I:%;
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Factors influencing the attractiveness of international mar

o Market growth »  Decentralisation:
« investment appraisal Ansoff matrix &
o PEST analysis Porter’s five for

Size of market

The UK market is relativ
over 1.4bn. ;
businesses
manufacturdy

parison with a global market. China an
s around the world aiso mean that there are pote
, the food industry in India is worth five times that of t
grocery retailers such as Tesco great potential for increased

10 Most Populated Countries in the World
Popuiation in Millions — July 16, 2023

hiexico
Russia

Bangladesh

Brazil 216
Nigeria 223
Fakistan 240
indonesia

United 5tates
{hina

India

600
Millions of people

800 1000 12

arce: hittps://www.worldometers.info/world-population/popula

Cost :
The cost depends heavily on which method of internationalisation is chosen {see.
investrnent is usually far more expensive than exporting. A business is likely to
the costs and complete a full investment appraisal.

External influences

PEST — The political, economic, social and technological influences would need
economic influence could mean fluctuating exchange rates impact heavily on e
legal environment could pose significant issues for a business setting up operati
are also environmental and ethical considerations.

Cultiure
Cuiture can be defined as ‘how we do things’,
tended to trade mainly with the EU, due
Commuonwealth countries an 5
differences, for insts
differences

“hivary greatly from co
agreements and its proximity.
. 2sses that trade with other areas i
‘_ arkets. in 2013, Tesco abandoned their los
sn and the USA retail landscape being blamed.

While the int®™ational language of business is English, setting up operations in
language implications. Many of the local workforce may not speak English. Thi
decentralised operations with local management, However, many businesses
management team from the UK. There are also issues in terms of differences in;
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Competition
Breaking into a new market can be seen through the Ansoff matrix as a medium
be maore risky if the market is particularly competitive. Porter’s five forces iden
competitiveness. Also, significant barriers to entry may mean that existing busir

Level of risk
The level of risk involved depends on the method of entry

nstantial investmes
e business. Setti
ple. A business must wai

p riarket is — China is geographically vast — how do they trans

business would also need to consider their own resources in terms of finance, |
well as the rasources within the target country, for instance technology and tra

-~ Case Study

Nissan in Sunderiand

T FVE o O B - T T8 D olacaes baeasd v ealieeesy
The UK Brexit vote in 2818 has had Implica

Y o~ HEENT Jaapl N iy "N iy Y E
Nissan's car plant in Sunderiand employs around §,000 pe
plants in Europe, Nissan claims that a further 30,000 peopl

Howeaver, Nissan has

the UK decided to leave the EU. The main reason for m is E5e
shipped in from abroad. Nissan remains for the time bemg, bt insists that t

internationally competitive,

2.9.3¢ Ques

2.9.3¢ Research task

1. Research how exchange rates have fluctuated over the last 12 monthsf

2. Explain how the value of the pound has affected the international trad
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Reasons for producing more and sourcing more resources &

!
« Labour intensive « labour costs
* Ethics - Trade barri .
« Lead times o Offshn :

ements of their product from for
X y be more abundant elsewhere and labou
ay purchase products on the basis of better quality, e
of manufacture and/or delivery. '

Many businesses will purchase 3
reasens of cost. The
product. Hg ‘
technology

However, a business may have to take into account ethical considerations, For,

been criticised for thelr involvement in child labour in their supply chain. Also, t
whether the supplier has experience of trading overseas, their financial position,
rate fluctuations. f

Reasons for producing more abroad

Reduced labour costs — Although UK manufacturing wages/salaries are belﬁ{*&
countries, they are often much higher than in many other countries. Alabog
reduce costs significantly. :

¢+ Lower trade barriers — By operating in the target country, rather than just &
tariff and gquotas.

e  Proximity to raw materials / distribution -
need to reduce transport costs, partt
product is bulky and difficul

e  Skilled workf

e

Qutsourcing, offshoring and reshoring :
Cutsourcing is wheare another organisation does the work. Offshoring is where s
are moved overseas. This can be done in the UK or overseas. Reshoring is the té
the production back to the UK.

Cutsourcing is a very common business practice. Businesses will often outsourc
catering, cleaning and iT. This enables professionals to complete these task sot
core activities. Offshoring has become more commaon in the UK, particularly wit
intensive products. Many businesses cannot compete in mass production using
countries can offer. However, we can compete in more niche, technical capital-i
the labour costs that drive offshoring though. In the UK we have some of the hi
costs. We also have many health and safety regulati crease costs for U

However, up to 15% of UK businesses
countries, ltis also due 1o
guality from thousands

ng. This is partly due 1o th
Trunid suitcases being one example
Fy. Other companies have reshored due to t

While many businesses are reshoring, the overall numbers indicate that offshori
increasing standard of living in countries such as China indicates that offshoring
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- %.9.2d Questions

JCB opens plant in Brazil

in 2012, JCB opened a new manufacturing plant in Brazil. This was notatt
of an expansion. As an emerging market, the Brazilian economy had been

infrastructure was needed. This included roads, housinggnd offices for the
in preparation for the World Cup in 2014 and the 0 in 2016. ‘

s vww.bbc.co.uk/news/uk-england-stoke-staffordshire-187431 :
YT hitps://www.jcb.com/fen-gb/about/ news/2014/11/jch-double-facto
indian-success 5

1. Explain why ICB directly invasts in countries as opposed to exporting ¢ A

Analyse the problems ICB might face when setting up operations in Br

Frog Bikes

% 2

YB hitps://www.theguardian.com/business/2016/a ugiflg/frog-bikenbre%
bike-companys-new-welsh-factory

Adidas
5/adidas-to-sell-rg.

B hittps://www.theguardian.com/world/2016

1. Outiine the main reasons why Fro ored production.

2. Explain why Adidas haw

hore production.
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influences on buying, selling and producing abroad

(-2

«  FEconomies of scale
= Business-to-business

e Taxation
Sefling abroad :
Shareholders of limite __ ually demand increasing profits. One way 1
particulariyg oa werall gain in economies of scale or scope. Purchasin

2Cononties 4

, an that internationalisation can hugely reduce unit costs. 3
product, lab f

costs are often much lower.

Fluctuating exchange rates might present opportunities to increase buying and
crash in the value of the pound after the 2016 Braxit vote meant British goods s
before, which was an opportunity to sell more to those countries. The value of t
lower than in the pre-Brexit era, meaning those business opportunities {(for expa
—see below) have became permanent.

Buying abroad
The flipside of the Brexit vote and the crash in the pound that followed is that it
components that firms imporied suddenly became more expensive, leading to h

Some companies need to be nearer suppliers but many ¢h to be closer to th

important in the business-to-business {B2B) sector

If the UK market has become saturated, then expansion overseas represents a u
business may be able to take its business structure abroad and benefit from eco
particularly true of new markets where there are few local competitors — for exa
business model in the US and rapidly expanded it abroad.

Many countries encourage foreign investment through tax breaks. Businesses wi
indirectly many more. Governments will benefit from an increase in tax revenu

Depending on how they decide to enter international markets, a business may b
licensees or agents {see the next section), which means they forfeit a certain am
guality issues if the business is unable to directly check or control the guality of
under its name. Z

[~ 3.8.3e Question

ix-week lead time for & grocery retailer in the
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Ways of entering international markets and value of differe

o Exporting »  Joint veniy
= Licensing , = Strategic a
¢« Direct investment

Export

UK business takes orders.fr tional companies and delivers, itis the le
costs due to bt t investment. However, this method does not

with custo hd 59 the customer is not always known to the business, there

Presales ang ales service will also be minimal so may be less suited for hig

The business can use existing systems, e.g. e-commerce, and their profit margin
can dictate payment terms, e.g. delivery, currency, credit. The business is alsg i
aithough the lower barriers to entry may compensate for this,

The UK exports a lot of services, particularly in the financial services sector. This
efficient way to provide these as many can be completed through e-commerce.
where the company markets and sells itself. This gives control over branding, pr:
may export indirectly, through agents. These are individuals or ather organisati
then markeat and distribute in their local area. Alternatively, the products could
country. This method may be suitable for businesses with no experience ina fo
control of marketing is lost. Also, some agents will act as agents for other comp
necessarily devote as much attention to each product

Licensing
This is where one company gives
done with manufacturir :

provides a Moly

sion to manufacture its good or
5 given permission to make a product on
. iethod of entering international markets as a UK bu
direct inve , there are lower distribution costs. Many brewers and s
Cola} do this advantage can be that the manufacturing company {licensee)
no trade barriers. However, a licensee could, in the future, use what it has learn
process to recreate its own version of the product, which could lead to a loss of
firm. Licensing is often seen as a quick way to enter international marlkets.

— Case Study - Coca-Cola
Coca-Cola European partners has the licence to bottle for the Coca-Cola Co
including the UK, France, Germany, Portugal and Spain. In the UK they emp
97% of all Coca-Cola products.

— Case Study - Fosters Lager
This is brewed under licence in the UK. 1.2
Fosters are actuaily drunk in Aus?
Scottish and Newcastl
Heineken :

& brewed in Manches
r brands such as VB and C
“rights for the UK, giving them full cof
ropean rights.

eguardion.com/business/2011/un/21/fosters-lager-brewed-in
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Strategic alfiance / joint venture :
This is where two companies combine to create a separate business/product, A A
business, with two companies or more owning a share of it, whereas a joint ven
project. In this way, companies can pool resources such as technology, expertise
distribution. However, this combination can lead to conflict due to different obj
of entering international markets, they share the profits too. It encourages inno
for growth as well as economies of scale.

Direct investment

This involves a business settin
There are many advantyss
distribution, ar
customer g
However, th?
good examples of this.

i n the target country and is usualhy
this such as avoiding import duties, reducmf
ing greater access to raw materials. It also enables §
ensure products are more specific to the customers’ neecﬁ

Direct investment can come in two forms: through organic growth — where a bu.§
up new international factories, offices, warehouses, etc. — or through external gr

Multinational companies (MNCs) A
Muitinational businesses have factories/production in more than one country.
provide jobs, improve the skills of the workforce and increase tax revenue, Theyé
the consumer. :

However, there are some criticisms of MNC's. In the UK, Amazon, Facebook and%
for the lack of Corporation tax paid. Other have been criticis :
jobs, rather than local workers,

method is best A
3 esses will need to consider internal fc
whether they have the skills and experience

Factors to consider when dec
When deciding which metho
objective, the
and, perha;
price ar qu

ct

are significant costs associated with the set-up, including rent ary

S

#antly, cost. Some methods involve losing some controg

External factors include the potential size of the market, the availability of the w
suppliers, the competition and PEST factors. AS0S, the online fashion website,
China. It has been unable to respond to local preferences and has faced strong
comimerce provider Alibaba. Also, the Chinese economy has not grown at the e
decided to merely export using their existing website.
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- %.9.2f Questions

The combination of our fresh food expertise with
said Maorrisons’ chief executive David Potts, T
that demonstrates the apportunity

Amazon and Morrisons have entered into an aliiance where food will be aveé
Morrisons is the UICs fourth largest supermarket and has not fully engaged ;

with Amazon to develop a

dental practices and hospitals. However, sales are not rising as quickly as
director, Angela, has been looking at expansion abroad by opening an ov
Eastern Europe.

Discuss whether Simpers should open an overseas operation.

B

1. What ére the strengths and weaknesses of each business?

2. What are the likely motives for each business for this potential alliance?

3. Analyse the impact on rivals. :
4, Which method of entering international markets do you think is most riskx,é
5. How might a business minimise the level of risk? E
6. Simpers Lid has been manufacturing dental products profitably in the UK

- %.9.%3f Research tasks

1. Find a business tha

ESINess.

iare a brief including background of busing
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Managing international business

(-2

«  Centralisation and decentralisation « Local resp
- Differentiation ;

There are a number of challenges faci
keep average costs low through,
therefore, busmesses b

perating internationally, O
cale. However, different markets
‘different products. Some businesses cont
vvons;stency in terms of decision-making and strategy:
. not just in terms of the product, but in terms of operatin
nd political demands in specific countries. :

differentiaty
channels, le

e

international stralegy
These businesses tend to be highly centralised. No great benefit from global ece
pressure. Thases business also do not need to differentiate their products for sg
either. While McDonald’s will produce local varieties of their burgers (for exam
vegetarians in India means McDonald’s’ menu is substantially different), the pro
other aspects of the business are controlled cantrally. Printing and publishing of

Multidomestic strategy

These companies will often develop differentiated products because of the diffe
They are usually decentralised so that managers in different countries will iaunc
they operate in. They might not benefit as much from econoriies of scale and, ¢
structure, they may Iack comas?e’my in Thelr rang,e o oo, marketing and g
lity for example. Un
élf great rival Proctor & Gamb
and marketing. However model is that they are responsive 10 | :
provides a localis ‘ y countries, based on different musical tastess

Global strategy :
Cost pressure is high with this strategy. These companies will aim to be cost ieao
economies of scale with a focus of efficiency. They will aiso be highly centraliseg
products across all markets with little or no customisation. They will tend to op
to-business industries rather than consumer goods. Steel production, for examp
differentiation for different regional markets but will benefit from a global produy
industrial chemicals are often associated with this strategy. :

fransnational strategy
These organisations have high cost pressures and also high pressure for local res
sharing framework, so, while largely decentralised, the orgameanon will share p
learn from each part of the business. The computer i ind the car indust
Large manufacturers such as Nissan and Toyot different cars for di

‘o or custom products?

Should a business pro

A Level Year 2 AQA Course Companion: 3.9: Strategic Methods {279 edition) Page 30 of

COPYRIGHT
PROTECTED




- Case Study - lkea

lkea has created different products for its Chinese market to reflect not oni
the different needs of apartment-based living in Chinese cities. It also has a
strategy, aiming tkea more at aspiring middle classes, rather than the mass &
This strategy for customisation has enabled themto e

- Case Study
Roils-F : ‘lead the world in the luxury car market. Many of t
althou iuction takes place in Goodwood in the UK. The company is

1t on its ‘Britishness’ which is a strong selling point in foreign ma
USA aithough the Middle East is a growing market with Abu Dhabi having
fast three years. China is also a critical market for the firm. Rolls-Royce en
cars with many customers spending thousands extra on each car. It prides §
components and assembly.

- 3.9.3¢g Questions
1. Highly centralised, little differentiation. Which strategy? E

2. Explain why Tesco might adopt a multidomestic strategy if entering *th@é
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3.9.4. Assessing Greater Use of Digital Technolog

The pressures to adopt digital technology

+ Digital technologies that affect busines
+ automation

»  Pressures &

¢« E-commerce ata mining

The availat technology — in particular the Internset — has changed the
world., Condg can now sit at a desk or on the sofa {or even lie in bed!) and
a mouse or by using their tablet, phone or smart TV. The numbers of consumer:
grow — and emerging markets such as Asia and Africa become a new marketplac
This explosion in the use of the internet has put pressure on many traditional bu

technologies and take their business to the consumer rather than the consumers

Percentage of individuals using the Internet (2016?

Retall has had to adapt to this change as the traditional bricks-and-mortar shop

online e-commerce stores open 24 hours a day online. The level of stock and vay

there is not the same physical restriction imposed as with a high-street store.

Key term

E-commerce: commercial transactions conducied electror

Staffing is affected as the online portal re assistant and money e
Al of this has allowed busi vn costs, which can then be passed o
prices, helpinggush uture sales. The reduction in physical costs {e.
lighting} ha
and produc

The digital consumer is more savvy than ever before. They are able 10 use price
preferred supplier and review products using the hundreds of online customer r

maore affordable for a business to sell its goods, but the potential for competition

tmore firms can afford to start an online store — enabling,
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There are also market leaders in the online retail space such as Amazon. Crigin
Amazon has since long overiaken the corporate giant Walmart in terms of its or

leader in bricks-and-mortar retail but its e-commerce lags behind Amazon. Walk

2022 were around 573 billion? which equates to just thirteen per cent of its 557
comparison, Amazon's sales hit 5514 billion last year, including its web service
acquired the web retailer company Jet.com Inc in what was then the largest ev
start-up. it was an attempt to boost its web retail prese d stay competitiv
vield results, leading to Jet.com being shut down ig 2%

The pace of change of digital technz ind some companies will fail to

Useful references and sources on e~-commerce

YT https:/fwww.shopify.co.uk/
O httpy/fwww.startupdonut.co.uk/set-up-a-business/starting-an-online-business
hitp:/fecommerce-platforms.com/articles/online-business-vs-offiine

Types of digital technologies affecting business

The twenty-first century is often referred to as the information age and if
information is important then data is now even more crucial than ever for
business success. Many companies feel the pressure to use digital
technologies because their competitors seem to always be one step ahead
of them. This is often due to the digital smart competition making effective
use of data to target their audience and reach their pote isidnarkets ina
very laser-focused fashion,

Key terms
Automation: the techns

Big dota:
associatio

rge data sets that may be analysed computationaily to r
acially relating te human behavicur and interactions.

acement of huran labour by mechanical o

Oate mindng: taking large batches of raw data and, through the use of softwarg
C

. o ~ oy Py ey 1o oo by novt e (SN
into market information. The software identifies patterns of data which
1 i
Ny ¥

strategies that target groups of customer ¥}

characteristics and behaviours,

2 hitps//www.wsj.com/articles/wal-mart-to-acguire-jet-com-for-3- 3-biffion-in-cash-stock- 1470659763
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— Case Study -~ Pokémon Go

A fascinating use of this big data approach was seen in the phenomenon th
the summer of 2016,

Implication of this augmented reality digital technology use for business -
B http:/fwww.slideshare.net/LHBSC/case-study- :

Extract: Pokémon Go case study '
bines multiple layers of data to provide an engaging and ¢

&  Geolocation: the marina next to my office is swamped with water-type:
reasons; Pokémon appear mostly in environments that suit their chara :

¢  Time: [ate at night, the ghost-types and fairy-types are much more pre

s User-specific information: the higher the level of a player’s avatar has
Pokémon that player will encounter, and as a player levels up they will
to catch (even a CP10 Pidgey...)

Combining this data, and countless other vats of information, allows Pokénigé‘;sj
experience to each user. Businesses can use this technigue to provide accu
messages to customers based on a variety of metrics, including but not limite
shopping behaviour and weather conditions. E

nfrastructure be?é
g they spend there, v
r Google account... this locatior:
Google already holds on these people'

From a data collection perspective, Pokémon G
in real-time, where millions of real peo
many users sign into Pokém :
finked with the wealth

This a rimation may include basic stats such as name, age and g3
data s e kinds of websites you visit and how much time you spend ¢
information is a very powerful tool indeed. Depending on how vigilant an in
data they allow Google access to, a very detailed profile can be created.

Aside from any data protection issues here, this is a massive marketing rese;
already available, companies would surely be seeking new and, importantly;
their target market.’

Source: ¥V http:/fwww.i-vere.com/blog/post/9526339/big-
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- 2.9 .4a Questions

1. Read the Forbes article
B http/fwww. forbes.comy/sites/gregp
Htans/#64c%e93e 1845

What are three key |

8525 /amazon-vs-wal

181t needs to address inorder to be ¢

mortar business? (use sources from above 1o help)

Presént your findings in a table — advantages/disadvantages to solely onli
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The value of digital technology

»  The value of digital technology for businesses

How do you measure the value of digital techno
Yaiue can be a subjective term which is
When assessing the usefulness o
return on investment
measure is % ‘

it a business under pressure:
g a digital programme, a compan
118 RO takes into account negative as well asi
ustomer transaction and the lifetime value of a cu

Those Iarge hisations who are coming to the digital table late are already op
systems, e.g. using Excel spreadsheets, which may be a use of IT but are nota fu
integrated accounting and database CRM software,

Key term:

CRM, Customer Relationship Management: is a strategy for managing all of a
interactions with customers and potential customers. It can include, but is not
all points of contact customers have with a company. From enguiries o social
sales, refunds and reorders, it can also be used as a communication and conne

Smaller, leanaer start-ups often start their company life with digital technology in
than some of their larger competitors. :

set its digital obj
tablish a benchmark

To measure the value of digital technology a compa
the return on any existing systems they are
measure improvament,

Areas to meas ! :
Marketing miatter of focusing on the value of each and ongoing CUSTE
Exampla: F advertising. This is a huge growth area in marketing budgets
companies and the cost of this advertising has seen a significant rise as demand §
grown and gatherad more and more data on its users. Companies need to knowé
media has a tangible return. The soft returns are the public relations and brandis
media. However, companies that have analysed their RO! and effectively usa big§
potential customers see sacial media as having a positive ROI.

ial plan

B

Facebook certainly holds one of the largest customer databases in the world anc§
and demographics inform any company’s advertising on that platform. :

COPYRIGHT
— Find out more PROTECTED

For statistics on the ROl of social media see the infog
T http:/fwww.solesforlife.com/blog/the-r

courtesy of :
-selling-5-data-drives

The value of digital techng!
reduce operationa

Marketing a es focus on increasing revenue but other digital technologies dy
reducing operational costs. f
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The value of digital technology in improving business processes
CAD/CAM technology is probably the most common and earliest use of digital te
industry. This is the technology of robots making cars and computerised engine
familiar with., Digital technology is more appropriate in the design element but t
humans (with their tendency to make errors} with machines {which can be prog
digital revolution,

Key terms
CAD: computer aided design
CAM: computer aided manuf

Millennia on reaching young adulthood around the year 2000,

However, in the twenty-first century digital technology has moved from the ma
smartphone. Business is literally in the palm of their customer’s hand. This shift
perception of value to the consumer’s idea of what is value? The increasing buy
forced many companies to adopt a digital presence and accessibility for fear of |

The millennial generation are digitally smart and the generation most likely to u
be cultivated by marketing as they grew up during the marketing expiosion and
generation that will take advice and recommendations from friends over produc
maost likely to ‘Google it” and YouTube it’ when figuring out how to find out some
something worlk.
Digital vaiue to this generation is a joined-up process whe with a tap of the

get what they want in as few steps as possible. T
interactive experience.

For a business, this join

an add value to their internal processes t
constantly 4 :

‘on efficiency.

Cost reducti tential of digital technology :
There is an old [T saying from the 1880s coined by computer designers - GIGO -
value of any digital technology is compromised by the information going in at th
Digital technology will not turn inaccurate information into useful data.

Where it can significantly add value to a business is in consistency of informatiory
company can, gver time, accurately measure trends in customer behaviour; cong
products and impact of changes made o designs and/or pricing choices. !

>

it can also be used to model potential changes without the costly expense of ph\,

a company is the.
nerease the rety

The greatest perceived value of implementing a digital pol
strategy to reduce time spent on mundane tasks
technologies that are more efficient than
digital framewaork in business; it mizss

‘3:
; wever, this is not th
rtunity to use digital technology

Specific areag ; duce costs by implementing digital tea:?';maiogieE
section}. T S s the value of digital technology a company neads 1o revi
more than s! operational, Companies at the forefront of digital technologic

totaily different way. ‘
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Google, for example, constantly push the boundaries of what digital technology
services as lifestyle services, evolving and changing as people’s work-life conne A
started as a search engine but now Google are aggressively competing in busine
up with marketing, administration, analytics, web development and education,

— Find out more '

A snapshot of how Google has evolved:
VI https://youtu.befolFEpetiwgHk

A key moment in this ey say ‘How can we help you get thiy

possibl 13

2

This is ®ruestion that shows that Google understands the value of digit:;}:
steps in a process makes economic sense but it is also great marketing and &
customer’s desire for ease and simplicity even if the underlying technology

“Traditional’ business may feel uncomfortable under the pressure to adopt digit
moving them further away from their customers and away from face-to-face int
plenty of companies who manage the balance between a personalised service a

Uber is a classic example of a company who did not just tweak the experience of
it; and they did it largely due to very smart use of digital technology. The result:
experience from start to finish that has a very high perceived value. For Uber, u
the barriers to competition by not just providing a better service than existing ta}
changing the service — the resuit is a niche San Franci founded in 2005
valued at 362.5 billion in 2016. One of the keys t ciss is to adopt a lat
expand intg. They are acutely aware phics and tailor their expe}
respect, they are very close to tustomer despite using such an arr‘

S

rtune.cnn.com/2012/02/02/the-triais-of-uber/

-— 3.9 &b Mathematical Teaser

1. Work out the ROI
Investment: £3,500 on Facebook adverts

in the month that the advert runs:

223,500 people see the advert

900 potential customers click on the advert A
80% of those potential customers sign up for a free offer and become §
15% of those subscribers buy a £12.50 product :
Anather 5% of those subscribers then buy a £15%

COPYRIGHT
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is the return an investment of each pound spent on the cam\
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— 2.9.4b Question

Read the extract from the case study on Uber and answer the guestion belg

Case study extract: Uber and its growth

‘How did Uber do it? As a multi-sided marketplace business model, how dicé
problem that so many marketplace startups struggle wit's? Much like Beliv,
1o create local network effects in their launch g cisco, while fuel
through targeting of the early adopti ‘

etting private transportation is done :

Uber is completely che :
o with Google maps so that you can see how fa@

Uber drivers call or text to confirm that they're on the way, giving you peac A
received. Once your car arrives (usually within a few minutes), the driver g
in. The cars are black cars and SUVYs. Uber X, a lower cost version of the se
maintained sedans.

Once you arrive at your destination, the app charges your card, and you're
There's no need to deal with cash, change, tips, or receipts. You just hop ot
the friction from the typical taxi cab transaction, and made it highly enjoya

Uber provides a solution to a real problem that impacts millions of people.
disrupted the monopoly of taxi cab transportation that exists in many cities
from top to boitom.

b infrastructure in s
ner experience, late cars, driver

Among the many problems Uber is tac
fulfilment — including dirty ¢
and more.

Uber rivagine the entire experience to make it seamiess and en
digdn’t spect of the system {e.g. mobile payments for the existing ta
whole experience from mobile hailing, seamless payments, better cars, to n

Source: https://grow)

1. ldentify the value of the digital technology Uber uses that has created :
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3.9.1a

1.

Z.

3.9.1b

1.

2

3.

4.

3.9.4¢

1.

3.9.2

1.

Z.

3.9.3a

3.

2

Answers

A business may choose to grow for a number of reasons, including economies o}
increase its market share, to improve its competitiveness, to spread the risk of

ambitions.

Students can explain several methods for
products, devising new ways in whi

Each of these options
secure m
might

itself. IKEA may then react by agreeing to nego
e need to diversify, increase promotion and/or negotiate:

A business may choose to grow for a number of reasons, including economies o
increase its market share, to improve its competitiveness, to spread the risk of f
ambitions.

A merger involves two or more businesses agreeing to join together and operat
directors. A takeover involves one business buying sufficient ownership in anoth
running.

A business could engage in forward vertical integration, which involves merging ¥
stage of production. Backward vertical integration involves a business merging w
in an earlier stage of production. :

Students should note that there could be tactical and strategic reasons for this
market share of each business, gaining ownership of infeliedtnal property, exp
increasing profitability.

scale {demand in the other cities may &
nal locations], internal communication {as t

Possible pitfalls include i

Product innovation means innovation in the product itself, whereas process |
ways to produce or market the product, or in some of the business’s other me

Students should include reference to the need to maintain competitive advante
may discuss long-term investment payback versus the short-term gain to inve
they may reference increased share value as a benefit of this strategy to invest
costs through process innovation, or opening up new rmarkets and opportunitie
development. :

Relaxation of trade barriers {tariffs and quotas}, incre
communications.

ternationat trade g

Sation through expanding into new:
ing, emnbarking on a joint venture with a bt
g over a business in a market they wish to ent

A business may access the be
locating activities over
market or rmerg

Larger 1 base, reduction in trade barriers, encourages efficiency, can so

Increased competition, countries may still put their national interests betore thi
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3.9.3b

1. Brazil, Russig, India, China, South Africa

2. Any three from: Purchasing {monopsony power), managerial, technical {produg
capital/funding) .

3.9.3¢

i.  The new market may have different wants, needs

efrom an existing my
research could be needed in order to undey Sw market. Itisalower
business would usually be produg

trade barriers in place.

3.9.3d

iCB

1. Difficulty and cost in transporting completed goods due to their bulk. May bené
materials, and cheaper location costs. :

2. Recruiting skifled labour force, different cultural issugs such as language, and

Frog
1. Outline the main reasons why Frog Bikes have reshored production.

2. Explain why Adidas have chosen to re-shore production.

3.9.3e
1. Having a six-week lead time could lead ¢
This could lead to lost sales opport
will he too slow to react, w

were is a slight iner
sivrmer requirements change beg
a rival retailer gains market share.

1. Morriso%@#ady have a good market share in the UK grocery sector. They hay
and the knowledge of running a successful grocery business. However, they do
e-commerce and delivery. They are behind the main competitors such as Tesco,
Amazon have huge success in logistics and delivery. However, they do not have
the UK. :

2. Thelikely motives are that each business can benefit from the other, without ing
business. Amazon will have a ready-made supply chain of products. Morrison
developing an e-commerce system and it will be ready to go much more guickly;
their own. !

COPYRIGHT
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3. Tesco have first-mover advantage and have the highest market share in terms
Arnazon have developed a globally successful logistics system which could impe
customers. This could lead to Morrisons/Amazon i‘aki' rket share away frg
customers are to the likes of Sainsbury’sand T

4. Directinvestment is usuaily seer SRY- This is of'ten becauqaﬂ of the exis
uyp a new operation.
employees nee

planniy

ifie business isina posntmn ‘m ‘r.:‘ai\e a c.:‘dculated nsk(

5. ltcould lict extensive market research to find out about the market and coi
could have a detailed business plan, conducting investment appraisal and fore
‘change’ management staff.
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Mark Scheme

Knowledge and understanding of relevant issues such as me
markets and reasons for doing so.

ADT marks

Applied to the context of B2B, specialist product, Itd cumpany;

AOZ marks Eastern Europe.

AQG3 marks Analysis of the benefits/drawh ng an Overseas o

A4 marks Pecision based

s nf)s with customers
for further expansion into other countries
Contyol over guality

New target market

Provide aftersales service

® & & ®

Against ~

e More expensive in terms of admin, infrastructure, management
® Different laws, cultures, practice as nutside of EU

¢«  May need specialist workforce

Evaluation -

o What else could they do?
o Export from UK, license their products, appoint an agent.

Level of risk, market research, experience of staff, competition, economy o
The most important factor is...

In the long term / short term...

Do the advantages outweigh the disadvan
Justified decision

® B B & ®

Model answer

Simpers Ltd mav havg K market is saturated and the slow growth f

expanding ig <the business could expand and would have the possib
successful. % td'lead to thern benefiting further from economies of scale whick
having their 88 Operation they would ensure they kept control over important matd

means the brand is not diminished, and customer service, leading to repeat busine
the business-to-husiness market. Perhaps most important is ensuring the quality o

However, expanding into Eastern Europe may lead to problems such aslegal and e
EU there are different rules and regulations. This could lead to a lot of time and eff
COpening a new manmufacturing plant will also be very expensive in terms of infrastr
increase their costs in the short term, leading to a fall in profit.

Simpers Ltd need to consider whether they can afford the risk. If the business is in
be able to afford the risk. We don't know what the competition is like in the Easter
{ooking at and we have no forecasted figures to help them decide. Aless risky prop
products. A lHcensee may have local knowledge and specialist knowledge of the ma
knowledge of suppliers. This method of expansion would al time and mone
the profit. A

3.9.3g
1. Global strategy

2. ltwillly lde }ocahsed pmdurts wherf,aa the prosaure for ,g](;f'

3.9.3h

3. Quality the production line and manufacture of the shoes may
Economies of scale depending on the size of the production plant
Suppliers may have difficulty in finding the right supplies
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3.9.4a

1. Detailed explanation of points below:
e  Better management and understanding of customers through data
®  Intuitive and responsive supply chain that responds to customer needs
¢« Innovation in a new market - mobile / virtual reality, etc.

2. Any three answers from below:

Advantages of online busine 55 Disadvanty
® Hidden costs of
in detail become more ¢
e Marketreach # Shipping costs
Y ant to reach a larger supply chain ca
t0 manage
® and speed of start-up. Explain what is ¢ Trustfactor-h
ed for online success vs offline set-up. physical presen
e Canreach customers 24/7 across all time zones s  What pressure
e Direct contact with customers via social media customer servi
and email e Expectation ofi
¢ Access to consumers that competition of offline high visibility
business cannot reach e Greater compet
+ Relatively easy to scale up as infrastructure and improved up
established from the start s Cyber security an
3.9.4b
1.  ROlexercise
Cost: £3,500
Return - subscribers in first month = 540
Buyers in first month 81 x£12.50 12.50
Plus 27 7 {5.00

Plus, over a year S500=£2,700.00

11750

it the cost of marketing personnel, itis simply “

Total revenue
NB this does not,

Per cu rage transaction value - first month £13.12 :
Total cu®8ier transactions over a year = 216 and value of transaction = £19.06
ACTHUAL profit from campaign without factoring marketing personnel costs =
However, the company now has 216 customers and potentially 540 customers
Each £1.00 invested in the campaign gave areturn of £1.17
Discuss - is this good enough?

2. Uber case study
{ise of apps — how that cuts down time for the customer and the company :
Use of maps - how that makes arrival times efficient and helps the customer to §
Charges your card so no need for cash or change - added security for the driv
often mugged for the money in their cabs COPYRIGHT
Launching in the right location — with tech-savvy early adopters PROTECTED
Digital media spread the word
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