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Teacher’s Introduction

This resource has been written to support the learning of 3.7: Analysing the Strategic Position of a Business, which
forms part of the AQA Advanced Level GCE in Business. I gives an in-depth view of the qualification, presenting
what specification points students nesd to know, plus exiras along the way for extended learning.

At the beginning of this resource you will find a list of contents showing every specification point that is covered.
There are also guestions intersparsed at various points to test students” knowledge and give them some practice
in applying their knowledge to business contexts, Answers are provided at the end of each chapter.

The notes included in this resource could be given to students before a lesson as preparation for a topic,
afterwards in order to heip solidify their knowledge, or can be used by teachers as a supplement to in-class
exercises and activities. While extremely valuable to a student’s revision, this resource shouid be treated as
companion to the many other textbooks available. As with any subject, it is good to read as widely as possibie!

It is hoped that this resource, as well as offering support for teaching the essential elements of the AQA
examination, will help students build on their research and dissemination skills. The business worid is a
constantly changing one full of fascinating stories. This resource attempts to utilise some of these stories as a
basis for teaching in the most interesting way possible, meanwhile encouraging further study from the next
generation of business analysts!

Happy teaching!

August 2023

2nd adition — August 2023

® p.2 - section heading changed to '3.7.1 Mission, Corporate Objectives, Functional Objectives and Strategy’

® pp.8-9 - Section added: ‘Internal and External Influences on Functional Objectives and Decisions'

® p.12 - New guestion 4 added, renumbered 5 and 6 and changed in answer section

p.24 — section removed: 'Kaplan and Norton's Balanced Scorecard’

p.26 — section 'Competition and the Labour Market' updated

® p.27 ~ section added: \International Trade'

® p.36 - sections removed: 'Business Reasons for Greater Globalisation and its Importance to Businesses', 'The mportance of Emerging
Econornies for Business'

® p.36 — Questions 7--10 removed, including answers

® p.38 — Immigration figures update

® p.55 —section remaoved: The Value of Sensitivity Analysis'

®
[

A web page containing all the links listed in this resource is conveniently provided on ZigZag Fducation’s
website at zzed.uk/T2327

You may find this helpful for accessing the websites rather than typing in each URL.
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3.7. Analysing the Strategic P@sit;

3.7.1._Mission, Corporate Objectives, Functional G

Mission Statements

Many organisations, especially large ones, develop missions fs
of the company, L.e. why it exists. Missions are gen@
through numbers.

Mike :
‘To Bring inspiration and innovation to every athlete in the Worid.;é

Microsoft
‘To enable people and businesses throughout the world to realise

Wirgin Atlantic
‘To embrace the hurman spirit and let it fly.

decDonald’s ;
‘Our aim is to provide a fun and safe environment where our custy
with quality ingredients af affordable prices: :

influences on the Misgia

ation has a purpose. Looking again at th
e company s existence is to make good food that ¢
ank’. This then informs the company’s mission statemen
ade with quality ingredients at affordable prices.’

McDonald’
without ‘b
enjoy good ¥

Yalues: does the firm care for environmental issues more than human ones? DC\
charitabie route in high regard? Perhaps it values profit over development. ‘
Vaiues are often informed by a variety of stakeholders, such as the company’s Clé
and sharehoiders. 5

Accepted Behaviours: these encompass what is deemed acceptable from empi&zg
sharing all resources between departments). The accepted norms of an organisy
mission statement.

s mission staterns
i@.g. the end-goal i§

Strategic Targets: the ability for a firm to create strategy f
this chapter). If a mission is unable to inform a valiy
considerad a reasonable mission.

T Source: http://heip—en«us.nike.mm/app/answers/detaii!a_jd]i13/“/nEke-missian~statemed§§
Source: htips:/ fwww.microsoft.com/enable/microsoft/mission.aspx :

3 Source: hitp:/ fwww.virgin-atlantic.com/gh/enffooter/about-us. htmi

Source: http:/ fwww.medonalds.co.uk/ukhome/whatmakesmedonalds/guestions/running-t

trying-to-find-the-medonalds-mission-statement-for-my-business-studies-students.htmi
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internal and External Influences on Corporate Objectives a

Pressures for Short-termism

Short-termism

Short-termism is a form of decision-making that sees companies working mostl

figures. Examples of this include:

Current cash flow: a business might opt for takin order 1o afford
this does not necessarily address the origl

further financial difficuities in futy

i1y it cannot afford to pay

Change in pr,

This may le erm popularity, though can be a risk if decided with lim

Training: a decrease in the amount of training given to employees can help a bus§

term, but can worsen its efficiency in the long run.

Acguisition: by taking over a business that is doing well, a firm can increase its
can occur, however, if the acquisition is made with a view to improving the com

IT company buys a particuiar mobile phone manufacturer because its products a

not always be true.

Long-termism

This type of decision-making focuses on the ‘bigger picture’, i.e. what may happe%
rather than in just a few months. Companies that concentrate more on the long,

research and development than companies that work with only the short term i
long-term decisions is likely to have an end result in si

p may decide to produce a new type of item or

make acquisitio;

g& Companies, suc

that do not appear to have any benefit in the heg =
" rves only its local community

with long-term goals, while a corne
view to paying the upcoming

The corpor
economic ¢ brevailing at the time. A small family-owned business may h
limited company, as the nature of owner and market influence may be very dif
set are unigque to the position of each firm, although to the cutside eye they app

@ will be influenced by the market and trading positic

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition)
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Business Ownership and the External and internal Environn
As markets evolve, businesses will find that some corporate objectives are maore
A business operating in a very difficult economic climate may be focused on shog)
A business operating in a relatively steady economic climate with market growth:
the long term. Businesses may be experiencing sirmilar economic and market inf
completely different business decisions. This can be influenced by their market j;
owner power, etc. E

influences on corporate decision-making i

s The attitude to risk can influence whether a decision is implemented or nof :
risk is unlikely to implement a high-risk decision, as it is unwilling to do so.
built on taking high-risk decisions will not be so hesitant.

s Past successes will influence the decisions made. A decision-maker who hay
style of decision-making will continue to adopt this approach. Howsver, ong
using a particular style will ool to use a different method. For example, if E
successful without the involvement of others, they are iikely to continue to
successes with this method will seek to invoive others in the process, in ord
waorking, but also to reduce the degree of blame they endure, if unsuccessft;

e  The nature of the industry will influence the decisions taken. A highly comp
anus on thorough mariket research in reaching a decision, as reaching a wro
choosing rivals instead. Hotels are well known for carnirgg out market reseas
a particular product or facility. They will ameng the feedback re

an hoth, they would be required to produce it on each separate website, T
would have had to be produced on each website. Consumers were unhapp
increase the amount of time they spent accessing the service, if both DVD a
were 1o be used,

s The ethical values of the business will influence the decisions made, as one
will probably be rejected, even if highly profitable. For example, The Co-op
trade with businesses which are known for not implementing basic labour r

s The resources available will influence the decisions made. For example, the
available could determine whether a proposed decision is feasible or not or

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition)
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The Distinction between Strategy and Tactics
Strategy is a plan for mesting the business objectives. Strategic decisions involus
implementing actions that will affect an organisation’s future abilities to achieve
set at times of uncertainty and therefore influence the medium to long-term fut
provide direction for the overall business and involve a large resource commitm
decision may invoive deciding whether the hbusiness should expand into emergin
communicated with clarity can allow departments and manysers to structure thy

actions required to a

Tactical decisions affect the day-to-day impl
or not? These are based or

example, should the price of the pr
uncertainty and fewer reso

Much like 1

anager of a football team has to make, businesses ha\
strategic o :

Strategic: These are long-term decisions that a business makes in grder 1o build A
ultimate goals.

Tactical: These are shorter-term decisions that a business makes in order to supg

Each type of decision can affect a business’s human, physical and financial resourd
cutting costs by 10 per cant, for instance, can increase the amount of finance a bu
decrease the motivation of employees since they now have fewer physical resour
their duties.

Strategic or

Decision . Potential
Tactical?
Product sales promotion Tactical Finonci increase in sales
. . nsumers associate bra
Keep prices low Strate

ease/decrease sales depending

Employ more people
during the Ch
period

investme
programmes

Finpncial/Humon. Production level

actical o .
though mativation is not necessaril

Strategic Human. Motivation of employees,

Physical/Human, If the equipment

Purchase of new, production process, staff may begi

improved equipment Strategic successful, the business may have t
redundant,

Purchase a slot of Tactical Fingncigl, The exposure may gener

television advertising directly following the advert.

Physical/Financiel/Human, The bu
financial resources in order to gain
Strategic also becomes an asset which can b
new location. ths business may be
&t more staff.

{ Impacts

Purchase of new
focation

Table: Strategic and Tactical Decisions ¢

whether the following are normally considered tactical or strategiy,

a. Purchase of full-page spread in a popular magazine.
b. Regular appraisal of a company’s customer service.
¢.  Temnporary partnership with another firm for cross-promotional purp
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Links between Mission, Corporate Objectives and Strategy
The corporate aims are the long-term plans of a business. These are usually :
stated in gualitative terms and can often be found in the mission statement.

The Coca-Cola Company vision is:”

o  Profit: Maximising return to shareholders, while being mindful of our overa
iraipired to be the be
nds that anticipaé

+  Paople: Being a great place to work, where people

e Portfolio: Bringing to the world a portfolio of ke

and needs
e Partners: Nurturing a winni partners and building mutual loya;
= Planet: Being ares ¢ ! citizen that makes a difference ‘

iy effective, lean and fast-moving organisation

im provides guidance to the board of directors in determining th
If the corporate objectives are set without any consideration for the corporate a
will be achieved. It may actually cause both internal and ex ternal conflict, as it
does not necessarily implement strategies to achieve the corporate aim. Consu
they have selected the business based on these aims, whilst employees may not

in with the long term plans of the business, :

The corporate objectives are the goals set by the business to achieve the corpoﬁ%ﬁf

to long term. These can include:

s+ Survival —a business that is experiencing a difficult trading climate, passibly§
a recession, will set itself a target to breakeven. It will be happy for this to &
it just wants to survive. Inthe medium to long term it will expect to return
its market presence improves, atherwise it becomes diffzult to develop the§
to do so. i also becomes challenging to attr :
it has not been profitable.

«  Profit — a business wili set it t ba¢ed ona ramge of factars ine
competitiveness in

Growth — a business may grow by increasing its product range, factories, st
business that is able to grow in size can benefit from economies of scale, w
increases profit margins. A business may choose to grow by merger or take
with a business in the same industry or one at an earlier or later stage of th
example, Apple grew by taking over a supplier called Anobit Technologies.
they believe this a way to remain competitive in the long term, which secur
along with enhancing the investiment of sharehoiders.
e Diversification — a business may have a target to expand by entering new m
providing a new type of product. This strategy reduces the risk of failure, a
its activities concentrated in one area. For example, the Virgin Group has b
industries. If demand falls in one of these it has saleg, the others to en

mprove its position
g a higher percentage of
ving less. In February 2012 it was re
time in five years 10 29.7%%. it might ha

e  Market position — a business may set ltself a
of its competitiveness improving,
means one or more of its ri
had slipped below.

putation — having a positive image is important for a business
especially as consumers are more aware of their activities. Many firms em
responsibility strategies, possibly for some as a way to enhance the corpora

® Source: hitp:/ /www.coca-cola.co.uk/about-us/ coca-cola-mission-vision-statement.htmi}

®  Source: http:/ fwww.guardian.co.ak/business/ 2012 ffeb/28/tesco-market-share-aldi-lidi
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The corporate objectives will infiuence the functional objectives set. For examp
increase profits by 3%, the production objective might be to reduce waste by 1%
margins improve, assuming all other factors remain the same. The functional ob
working towards achieving the corporate objectives,

As influences change businesses will find that some corp
business operating in a very difficult economic ri;m—n‘
business operating in a relatively steady e
the long term. Businesses may be o
completely dlfferent corpo ‘
owner powe
business, a

objectives are mo
sfocused on short-
with market growth i
Similar economic and market inf
: This can be influenced by its market
& objectives set will be influenced by the marke
ahe economic climate prevailing at the time. A smali family

different. The corporate objectives set are unique to the position of each firm, a
appear simiiar to others, :

— 3.7.1 Questions (Part 2)

Please write your answers on a separgte piece of paper or in an exercise book.
2. Explain one benefit a business gains from having a mission statement.

3.  Explain why a business may choose to have a mission statement, although:
formation. :

The impact of Strategic Decision Maki

3] ces an onus on all the functional dep '
riketing will be required to identify new marke
market op ik ’rypes of products which could provide long-term succ
will be regu! evelop a product that matches and exceeds market expecta
provided by the marketing department, which can aliow the successful developr
Production will be required to adapt its operations to produce new products to t
standards. A corporate strategy sets out the plans of the business, but the diffefy
devise strategies to realise this. :

diversify into new marketS’
make it happe

Back in 2011/2012, HMV's financial report the corporate objective of restoring t
stated, along with the following corporate strategies:
s  expand its technoclogy business

e  increase games sales

e capitalise on the digital download market, on computer tablets and other e

e capitalise on the improved relationship with musi suppliers

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition)
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internal and External Influences on Functional Objectives a
Marketing

internal influences on marketing objectives and decisions

&

External influences on marketing objectives and decisions

@

Operations
internal influences on operations objectives

L]

Planned Growth: if the corporate ohjective of a firm is to maximise growth,é
specific brand awareness} may fall by the wayside in favour of more profita

Recouping of investment: once a business makes an investment, it may ne
paying this back, which would take funding awa er dapartments,

Corporate Objectives: the overall mj
objectives, even if the market]

: Ny may not coincide w
$might increase profits in the lon
X mpany’s marketing department might be L
¢ the company decides ta change its focus, however, &

Finance Ubjectives: if a proposed marketing objective does not fit in with t?
increased profit margins), it will likety not be accepted.

Pressure Groups: environmental groups, such as Greenpeace, can put press
unsustainable practices, which will affect what marketing objectives are po

Changing Trends: consumer trends change all the time and so a business’s mar
react. if marketing objectives no longer fit the trends of the market, the depart
1o stay relevant. :

Environmental Changes: public concern regarding climate change continue
consumers have changed their shopping habits as a result, opting for more &
just the cheapest or the best brand name. This consumer change has led m£§

game i rto compete,

Economic Factors: the disposable income of consumers makes up a large pc
market itseif and its products. If the average customer has less money than
need to change its marketing objectives accordingly. :

Mature of the Product/Service: what do consumers expect from the firm's
point that it is of the highest quality or of the lowest price? This will have a
obiective is considered the most relevant.

Communications: only if communications are efficient
corporation is that of over-the-wall communicati
product to the next department withou

company really k
‘= department doeg
erigd}, then any atteg
unication, therefore, can make

operations director is o focus on cost-saving initiatives, for instance {so tha
objectives will be achieved alongside a focus on waste reduction and how t
company produces.

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pag
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External influences on operations objectives 5
e Demand: businesses need 1o be able to predict the demand for their produ*%"
set to dip or spike. Once a business understands this, it can alter its operatic
accordingly. If a particular sector of the market has just sprung up, for insta
focus on how they can best satisfy as many consumers as possible in a short,

e  Resource Availability: this relates to human, financial and material resourc :
material supplies than it used o, it may choose to | ate how to add t
{make the most of what they havel). Lack of &, rces, on the other,
business to improve its guality and “amount of time it now 1

cing goods more efficiently than it

¢  Competitors: are the busir i
ctive or ways to bring down costs so that the

may turn to guality

: ctors: many businesses source their raw materials from fore
dangerots, however, especially during times of war or economic crisis. A su
cent of a firm's raw materials, for instance, could suddenly be forced to sto
the company's main supply. The operations department would then have tg
main objective from, say, quality or environmental to flexibility and speed o

Financial Decisions and Objectives .
There are many internal and external factors that can influence a business’s financ
of which also affect other business areas, such as operations. Z

R

Factor Description
The financial decisions of a business rest squarely on
Aimns of the looking for growth, the firm might focus on increasin
business it is iooking to compete inan a sive market, it mi

costs or increase monthiy
Nature of the What do cons
product/service

H110m the company? Is ther
is the company at the higher- o
anyone from the finance director to the ow
gsiness might have certain aims and objectives, senio
that they wish to stick to, such as keeping costs as low
shareholders with high dividend payouts.

internal

The finance department works as part of a team alon
If communications are poor, departments can becom
areas are doing. This can iead tc unnecessary expans
to keep one another informed.

Communications

Do most similar products on the market have a high ¢
Competitive advertising, branding and promotion? If the market is
environment businesses sell their brands, a competing firm may ne
and advertising.

Economic inflation, recessions and boorms all play a part in how
environment andd the investments a compa i afford to make.
Technological advange n have the potential
business's : est in a technology while the
i #oehind, Conversely, technological inv
tastes change before a company has fully ut
rm could be left with a lot of expensive equipment th
0 buy.

Some legisiation, such as the Climate Change Act of 1
Legal/political general business practices. In the case of the Climate
environment spend a lot in order to meet legal requirements, chan
cost minimisation or financial safety.

Technological
envirornment

External

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pagi
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The Value of SWOT Analysis ;
Businesses of every size take on SWOT analyses: this is the evaluation of a comp'{:a
opportunities and threats. :

Strengths We
Opportunities

Strengths and Weaknesses

These are the internal factor Hess within its control, such as:

Weaknesses :
¢ limited opg

Strengths
& Ny

s quait ¢ high statf
s efficiency e OO many
¢ research and development ®  poorcom

¢ investment in fixed assets +  bad repu

s training e negative

¢ profitabiiity ¢ limited ex
e communications ¢ poor locath

Opportunities and Threats ;
These are the external factors affecting the business that it cannot change. Firmg
in their external environments, such as: :

Cpportunities
¢« new markets opening abroad

¢ low wages and high unempl

e fall in exchanger s maturation

o"green’ products ®  Com petitio§

s ifi financial trouble ®  pressure g

e govenmient policy encourages spending ® technologx%
Let’s use some examples:
Large Book Retail Chain

The following SWOT analysis shows the factors surrounding a large book retai!er%
gain as much market share as possible. f

COPYRIGHT
PROTECTED

Strengths

+ Has a reputation for high guality

«  Many fixed assets {i.e. book store oK
nationwide) their life ¢y

e Employs sta ge of

liter

portunities

Expansion abroad s Competitio
»  less successful chains that are in trade
financial trouble could be purchased e  Anti-chain st

push against,

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pa




Independent Café
The following SWOT analysis shows the factors surrounding a small, independen
business is survival. :

Strengths We

s The café is an established part of the
local atmosphere

Profitability i
e Cashflowis &

»  Few employees mean
communicat

store down the street is closing s Rival cafés &
down and could be purchased sarne market;

»  Social responsibility and local « Population e
support are becoming more having child
important to the residents

Small-scale Framing Manufacturer
The following SWOT analysis shows the factors surrounding a small-scale framin
produces hundreds of wooden picture frames every day. The main aimofthe b
as possible.

Strengths We

e Efficient workforce can
hundreds of frame

High turnov
Produces lot
without any

valuable assets

Opporiunities T

e Unemployment is currently low and e Online trade
so no problem finding staff inamore ¢o

»  Potential new markets in = Technology
manufacturing different products and so firm ¢

With all of these examples, the SWOT analysis can be
used to make effective strategic and/or tactical business
decisions. Once they have been clearly identified, a
business can play to its strengths, aim to minimise risk
or damage from its weaknesses, take advantage of
opportunities, and guard against threats.

The large book chain, for instance, is | arket share and so may t

investigate : ‘ans of achieving its goals. Finally, the framing man
profitable nd so perhaps will iook to specialise in order to produce ¢
better than 20T its rivals, which (if successful} will help make it more profitabl
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- 3.7.1 Questions (Part 3)

Please write your answers on a separate piece of paper or in an exercise book.

4. Comfy Bottoms Lid is a manufacturer of cushions and pillows. The compaﬁ
brand awareness and so has made cost its lead operational objective. ides
have influence on this gbjective. Explain your answe :

5. ldentify two strengths and two w ocal supermarket.

6. Below shows a SWCE Royal Mail. Filt in the empty sections to c

Strengths

e [Low prese
.............................................................................. other digite§
.............................................................................. @ :
e Ableto offer the same serviceto | 5
customers across the country. | s

Opportunities
= Online shopping market continues to s

grow, bringing more postal business | T
S |
= Drones ang
forms of pe

COPYRIGHT
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3.7.2. Analysing the Existing Internal Position of a
Strengths and Weaknesses: Financial Ratio

Assessing the Financlal Performance of a Business Using B
Statements and Financial Ratios

Businesses use financial data {such as gross, operating and neg
aiready studied ratios in the form of gross, operatm
business is performing by comparing one finarg
business is conirasting its gross/
Current ratio, meanwhile

profit) in order ta

Two more §

L]
ﬂn
i
=
]
3
B
-3
=
2
=&y
%]
o
3
K]
=3
M
s
o
=
“,
£
&
o
€3
o
3
B
200,
k]
o=
4]
-
ea*
&
o
£
2
@
@
e
3
©
4]
£

The statement of comprehensive income (also called t%
account) statement will give us a summary of profit the
after deductions. In its simplest form, the statement s
expenses. Money in minus money out; what is left is thy
an idea of their financial performance. :

Let’s use an example:

The following shows a statement of comprehensive income for Muitiple Clothing%
and thousands).

Total revenue 9,537,000 9,062,000
Cost of revenus 6,023,000 5,786,000

3,276,000

Total opera®fiE expenses 8,686,000 8,296,000
Operaimg profit ar loss 851,000 766,000

Total other amome/expensee net -
Earnings before interest and taxes 851,000 766,000

Interest expense (136,000) {166,000}
income before tax - -
Income tax expense 180,000 198,000
Minority interest 3,000 1,000

Net income from continuingops | 526000 | 08,000 |

.

Discontinued gperations
Net income

508,000

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pagé:.;
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Key information of the income statement:

Revenue Compileted sales where goods have been deliver:

Cost of sales {or COGS) | Cost of goods sold {COGS) = Purchases + openinég

Gross profit {SR-COGS} | GP =revenus —¢

Met profit

His is profit from reguiar trading not unusual t
be interested in this figure because it shows ye
performing. Buying shares is risky so shareholds
record of operating profit, :

This is the final figure after all deductions. Starté
ihe bottom line”, generally look for trends in thi

Net income going down the company is in trouble.

Total revenue — total expenses.

How do we analyse a statement of comprehensive incom
1. You are ipoking to compare data either between companies or against a di
year. Like shoes, you need two sets of data; one on its own will not make

2. You need to be looking for trends in expenses, profits or revenue; are they
down over time?

3. Once you have established if the figures arcsg “rdown over time yout
guess as to what is causing that 5 ack through the case study fora

n price or sale of larger guantities {as

“ipany may have been through a period of major refu
‘s this significantly fallen or risen? What factors might this be &
period of retrenchment due to the recession and this has had an impact
activity meant that they have been price cutting to boost flagging salest:

4.  MNow Inok at the revenue and COGS figures. The cost of revenue {cost of s
100 high compared with the sales revenue. If it is they may run the risk of
if their customers sgueeze these margins by demanding lower prices, they

COPYRIGHT
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Statement of Financial Position {(balance sheet)

in very basic terms, a balance sheet is a snapshot in time of what the company o%
It shows what belongs to the company and what the company needs to pay back

company an idea of their financial position.

Lat’s uss another example:

Financial perio

Current

" 2022-2023

T

20212022

Cash and cash equivalents

Intangible assets
Accumulated amortisation
Other assets

Deferred long-term asset ch

Total assels ..

Current liabilities

38,000

46,623,000

2,819,000 3,508,000
Short-term investments 1,314,000 1,233,000
Net receivabies 3,969,000 4,865,000
Inventory 2,729,000 2,669,000
Other current assets 557,000 780,000
Total current assets 11,765,000 13,479,000
Long-term investments 756,000 652,000
Property plant and equipment - -
Goodwill 3,337,000 3,234,000

49,000
45,564,000

Accounts payable 5,126,000 4,910,000
Short/current long-term debt 13,515,000 15,862,000
Other current liabilities 7,058,000 7,513,000
Total current Habilities 16,015,000 17,585,000
Long-term debt 11,822,000 12,485,000
Other lighilities - -

Deferrad long-term liability charges 558,000 453,000
Minority interest

Negative goodwill

Total liabilities 32,715,000
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The balance sheet is split into three sections:
1. Assets: Hems of value owned by XYZ food retalling multiple plc
Current assets {likely to be turned into cash within a year}:

e Inventories {the value of stock heid}
e Netreceivables {debtors: cash owing from credit sales)

®

awill, strong brand name, customer loyalty, reputation

e

Long-term investments, stocks and shares

2. Liabilities: items owed to others by XYZ food retailing multiple plec
Current liabilities {have to be paid within a yeoar):

= Accounts payable {money owed by XYZ to others for goods or serv
»  Short/current long-term debt {the portion of long-term debt that XYZ%

Long-term liabilities (likely to be paid by the business after one year, longer k\

¢« lLong-term debt {loans lasting more than one year)
= Deferred long-term liability charges {money XYZ owes but has not

3. Stockholders’ equity

e Stockholders’ equity is th 5
multiple retailer’s reditors and debts have been paid;
vhon the previous example for reasons of sing

¥ u would usually not be reguired to comment on it

Profitability (return on capital employed)

If the main aim of a business is to make a profit then looking at how profitable
performance as a business. Return on capital employed shows how profitable ag
money. f you were a marathon runner, for instance, the indicator of your perfo}

is useful, but a comparison with last year’s performance is even better, i.e. did yes

this due to the thunderstorm that happened halfway round?

What you are given on

How to calculate it
the formulae sheet

Divide operating profit | ROCE is

com pany, It represents th

by the sum of

ROCE inon-¢ 1s +
{return on Cperating Profit N :

capital Capital Employes 5
employed) Multiply the result by

100togeta
percentage.
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Liquidity {current ratio}
This first ratio uses current assets and current liabilities to show what cash a busé
its short-term debts. :

Let’s use Where Eagles Dare Ltd as an example:

_ Current Assets
Current Ratio for 2014-15 :

wrrent Liahilit

70
2014-15 = o

ent Ratio for 2014-15 =2

X
24

71 tells us that Where Eagles Dare Ltd have £2.00 in z\
nty of finance available to pay their short-term debts.

As a general rule, companies aim for between 1.5:1 and 2:1 as an optimal ratio
detrimental to a business since they will not be able to pay off their short-term
high ratio may mean that the company has too much cash wrapped up in asset
order to make a profit in the long run.

Gearing Ratio and Interpretation

Gearing shows how much of a business’ finances are secured in long-term borr
a company is in. A highly-geared ratio means they are running on a lot of debt,
interest will be a drain on future profits and possible dividends. For example, if
then borrows a further £6,000 once they have spent that money they stili have
month to pay it back 1o the lender. Imagine this on the grand scale of a plc bor
Highly geared is risky, a bad year of trading or a rise in inter
because no matter what happens they still have ta
borrow more to pay off the loans. Financi :
have heard.

& given on the .
5 How to calculate it

Divide non-current
liabilities by the sum of
[non-current liabilities +

Fin Mon-current Liahilities
Gearing total equity].

Ratio Capital Employed

Multiply the result by 100
1o get a percentage.

Highly Geared vs Low Geared
A company that is highly geared {i.e. with a ratic over 50%) waii have a lot of de
low geared {i.e. with a ratio of less than 50%} will have signif antly less debt. T
geared companies come from their shareholders rg m long-term d

Being highly geared, therefore, i So}ne of the reasons for compa

®  the business pla : needs to take out loans in order to achie
) A58 rﬁachinery in grder to generate more goods and,
; m‘g out a rival company, forecasting that it will be profitable t
e acompany is swimming in debt and needs some way of paying it off :

& the company is unable to make its day-to-day payments
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Efficiency Ratios

inventory Turnover

Financial ratios lock at how well 2 business manages its resources; you will be a
these are necessary to calculate by looking for the word ‘resources’ in the questi
on the key ratios: acid test, ROCE and gearing. f

What you are given on the

formulae sheet Haw to
This show
that the }
want this
A, you turn
Cost of Sales . i
inventory | age Inventories (Stock) Held Divide cost of Dther;:\ﬂs
(stock) 5 i S goods sold by ware .ou
i . } average stocks or becom
turnover Lost of Goods Sold (inventories) held )
Average Inventories Held + | S0, ifthe
the busin
and thus i
get averaf
closing st

Payables and Receivables ;
These ratios measure how well a firm manages its debts with its suppliers and itg
debtor days show the business is having trouble collecting their debts, and prob A
business is not organising its credit with its suppliers very well. Both can be exce
in the business.

How to calculate it

Divide payables by cof%‘?

Payables {Cx, : :

{payab Cost of Sales x 365 | sajes then multiply by,
P *Pavabies = creditors 365. Z
R H } D ) Receivahleak
ecelvables (Debtors) Recetvables Divide receivables by @
days Revenue « 365 revenue then multiply.
{receivables collection 365

period) *Receivables = debtors >
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The Value of Using Ratio Analysis ;
Ratios can be a useful tool for a business to look at the health and performance
conclusions about how it is doing from a financial viewpoint. :

Comparison ‘
The main penefit is the ability to boil down numbers so that useful comparisons Z
another student. How do you know the difference or the siz iarities between y
locking. What about if you had shoes sizes to comp; ht or even predic
Now you can make some effective compa : ame with a business a
into a format that can be compareg

] 3 in the
case study

Step 2 :
Calculate the ratios Step 3

| Compare the two
T | ratios, e.g. year on
Vear or company A
with company B

e ratio process

Diagram to s

Decision-Makin A
Comparing e business useful information from which to draw ¢
be used as n-making tool. The organisation may use the information to

objectives, In® tinancial strategies to new objectives or create new strategies. O
Strategies for Success so keep coming back and linking your ideas to objectives a

Financial Health
Imagine the start of a journey that will take one year. In order to know where we
we are now and if we are going 1o be healthy enough to make the whole journey
this information. [t fets them know if the business is efficient enough, if it has en
new objectives for the next year. Is the business able to meet its short and long-t
trading in a year's time? Does new finance have 1o be arranged so that the comps
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Limitations of Using Ratio Analysis

In your exam you need to see the advantages and disadvantages of just about
good deal of your exam writing time should be weighing up ideas for the values i
drawbacks and then coming to reasoned conclusions ahout which cheice the bus
make based on your analysis.

Does not show
inaccurate or
unaudited

Does not take into
account external
factors

Assumes that
financial accounts
are correct

11 limitations of rotio analys:

nless performed over a long-enough period of ti
ustry among other factors. Time can also change busine
nen moves on to wearable technologies, a long-term ratio ana

Time: Ratiog
will depencs
cuddly toys

External factors: Any ratio analysis will not be able to take into account extarn.
impact on the results. For example, a company showing 9% growth when infla
a 3% growth.

Financial information: In relation to the time factor, financial statements only C(§
they were constructed. Many other factors could have come into play over the ¢
render a company’s profit and ioss account an unfair representation of their sucg

Non-financial information: Ratio analysis can’t show competitor activity or wh
through major changes, such as hiring a new MD. Ratio a s also won't be
if new products have been launched or if the comna subject to tal
a ratic analysis is guantitative, not qualitati, y give you part of the s :
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- %.7.2 Questions

Please write your answers on o separate piece of paper or in an exercise bod

1.

Explain the meaning of:

a. Costofsales

b, Current assets

he company, which e

Pies ‘n” Chips Ltd has been in busine i
¢ ds} and what local people have

and selis pies (catering for all

chips ever fried’
deal

sadership has found a new supplier of fi
has requested to see some financial informa

h type of financial document the supplier might be reques

Splain why the supplier may wish to see this finandial document,

o

identify the meaning of ‘gearing ratio’.
identify the meaning of ‘ROCE".

&

Tomfoolery international Ltd is a designer and manufacturer of practical j
some of the company’s finances during 2022-23.

Mon-current liabilities £123,000
Current liabilities £50,000
Capital employed £237,000

a.  Calculate the gearing ratio of Tomfoolery

b. Explain the financial position
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3.7.3. Analysing the Existing Internal Position of
Strengths and Weaknesses: Overall Perfor

Analysing Data Other than Financial Statements to Assess
Weaknesses of a Business

ata
i ources and market
ny other benefits:
t previous figures to understand whethes

Operations, Human Resources and Ma
The calculation and interpretation of opera
making process of a business, bringizy
e Abusiness can analyse

inform milestones for both a business’s leadership and

se its past and present data in order to project potential outco

and output

® Data shows a business’s limits

Operations Data
This data, such as productivity and guality, can be measured easily by & business;
number of goods being produced in one period and compare them with another:
productivity. Quality might be measured by the number of returns or complaint
the management of a firm’s waste is clear from the amount left over.,

Human Resources Data :
The analysis of human resources data will depend on whether a company views &

Hard HR {staff as a cost}
A business might be likely to focus on;
¢ staff retention

o staff efficienc
ness

uitment process {in time}

Soft HR {staff as an asset}
A business might be likely to focus on:
e  staff satisfaction

e staff training requirements
& reasons for absenteeism/Iateness

e movements of staff within the organisation {e.g. promotions)

Marketing Data
The data that a business measuras will be its own and th
e social media: this gives meaningful data sincs®

share, follow and

»  market share: this shows the p

syant customers to which a

e anline environment, for instance, fir

s price: percentage of goods sold at particular prices

¢ segmentation: percentage of customers that fit a firm’s geographical, demcs%
behavioural subsection
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The Importance of Core Competences

A company’s core competences refers to the collective knowledge that the busi
such as Dyson, Apple and Google are known around the world for producing hig
due to the products themselves {e.g. Google’s algorithm for finding information
world} and part is due to the marketing involved {e.g. Appie’s ability to promote
Understanding and using core competences helps a husiness to stand apart from
computers, for instance, does not offer more than its rivals inprocessor power ¢
company focuses on style and usability, producing » hat many peopls

Short-termism and Long-?
A business operating inay
survival, Ab su’

fetonomic climate may be focused on sho
“a relatively steady economic climate with mark
growing ov Sterm. Businesses may be experiencing similar economic &
make comp? fferent business decisions. This can be Influenced by theirm
performance, owner power, eic.

influences on corporate decision-making include:

s The risk associated with a decision will have a significant influence on whet
not. A high-risk decision will not be implemented immediately, if at all, as
further analysis into its pros and cons before reaching a final decision. A oy
implemented far quicker than a high-risk ene, as there could be less at stake
of the potential outcome.

= The attitude to risk can influence whether a decision is implemented or no*@;;
risk is unlikely to implement a high-risk decision, as it is unwilling to do so.
built on taking high-risk decisions will not be so hesitant.

s Past successes will influence the decisions made. A d n-maker who hay
style of decision-making will continue to ado ch. Howsver, on

greater on tharough market research in reaching a decision, as reachin
consumers choosing rivals instead. Hotels are well known for carrying out r
or adapting a particular product or faciiity. They will amend it in light of the,

= Stakeholder power can influence significantly the decisions made. If a pow
particular decision the business is likely to abandon it, if the impactis 1o be
example, Netfiix, the DVD rental and online film / TV streaming business, a
separate companies due to customer pressure. If the decision had gone ah
use two different companies to access the products. Furthermore, their de
entered on each website. Rather than posting a review on one of the comp
an hoth, they would be required to produce it on each separate website, T
would have had to be produced on each website. Consumers were unhapp
increase the armount of time they spent accessing thg ce, ifbothDVD a
were to be used,

s The ethical values of the business
will probably be reject
trade with busines

he decisions made, as one
¥ profitable. For example, The Co-op
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The Value of Different Measures of Business Performance |
Firms measure various aspects of their performance to ascertain whether they a
assessing improvement of guality and whether speed of service is satisfactory to§
by a business and its levels of diversity.

Ali these areas of measurement can provide targets for a business to meet, e.g.
levels from 50 per cent to 60 per cent. Firms have a variet usiness theorie

Ellcington’s Triple Bottom Line { ‘
Narmally, the only bottom line th bout is its profit for the year (nE§
model, the triple bottom ki 8L/3BL) refers to the finances of an orgai::.ésa
benefits/lossey waces and the environmental effects that it has had
are measur naiidial figures. f

cople, Planet)

{25m}

{
s
Profit .
i Environmental
Strong revenue and iow . N
| costs over the financial year Clean up of oft spifiage.
' AR {10m)
5

Negative figures are placed within brackets and s ‘tal for this example is

Benefits of Elkington’s Tri

s Inrelation to the previous point, quality may increase, suppliers may be offa
may live in cleaner environments

e  This model can help ensure a business is doing all it can in the three areas
legislation is not enough

Drawbacks of Elkington’s Triple Bottom Line
e Many firms would only use Elkington’s model if it suited them {such asifa

reputation would bolster finances) COPYRIGHT

s |t can be difficult to focus on the measures that most appiy to a single busmx\. PROTECTED
job loss count is purely down to the firm's decisions : :

®  The iotal of a triple bottom Hine is measured iz

sAoney; however, zt
type of situation to how rmuch mone :
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- 3.7.3 Questions

Please write your answers on a separate piece of paper or in an exercise book.

1

Why might the short-term objectives of a business be different to their lo

ers shopped from
ring a wider choice

fine.’

Marles and Spencer reported that only 20% of its cus
business wants 1o grow this part of the busi
products more accessible in its largest atc

a. [Ixplain a market h could be set to achieve the corp@%;s
uction} objective which could be set 1o ach

o 0w
=
i
P
1
=
£
~
[a]
®
wy
o
A=}
)
(@]
g
<
i
Z
=
O
>
(@]
=
=
&
o
b
W
®
~t
fan 2l
o
jo
O
=
@
<
I
t
b
L

7 source: http://corporate.marksandspencer.com/aboutus/key-facts
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R

3.7.4. Analysing the External Environment to Asse@'
Threats: Political and Legal Change

The impact of Changes in the Political and Legal Envamnm@\
Functional Decision-making
Government organisations have a variety of methods available to them for whery
in markets.

Regulation

Governments might mtervme
are becoming oo baga
example, seg

ets. This is common if the reguia'
d are able to use this market power to ov
hces for essential products such as in the energy m

Legisiation | :
Governments might introduce legislation to limit the consumption of goods that;
For exampie, the minimum age to purchase tobacco and alcoho! and the prohibi

indirect taxation
As well as introducing legislation, governments might impose indirect taxes ont
services that produce negative externaiities. Indirect taxes are paid by the seller
consumer as they are passed on through higher prices. iIndirect taxes can be avg
chioice. Both tobacco and alcohol products are subject to these types of taxatio

Grants and subsidies
The government might offer grants or subsidies to boost the production of good
positive externalities. For example, education and healthcare are provided free
subsidised. Thisis to guarantee a certain level of food supply and ensure that fa
are positive externalities to agriculture — people valu tryside for its vieg
market prices. 5

Yoluntary agreements
The govemm@nt may al
For examp

isinesses and other parties to adhere to ¢
“firms in certain industries to adhere to limit emissi

Compeltit®iy and the Labour Market

One elemant of the legal and political environment that firms must contend with
on levels of market capitalisation are enforced in order to prevent large firms bec
price mechanism, and reducing consumer choice. in the UK, competition policy is
Markets Authority, or CMA, which is overseen by the government.

%

The CMA will often investigate proposed mergers of large firms, to determine whes
competition. Mergers can be blocked by the CMA. Regulators in the CMA are alsc
firms are not involved in collusion. Markets can be distorted by large firms colludi
illegal anti-competitive practice. The CMA may issue fines or instigate criminal pro
finds to have been colluding or distorting prices.

aps the best know

rly cost of labour. Th
less-experienced workers are m
3 as as well. These include worker prot
mkers on the bhasis of protected characteristics
it ements such as holiday pay and maternity leave.

Firms must also contend with a range of employment
National Minimum Wags, which sets a price
depending on the age of the em
Employment iaw coversa s

Employment law is designed to ensure that workers are not mistreated or exploit
complicated for firms. A range of reforms to employment regulation were intrody
migl-2010s, with the intention of creating a more flexible labour market. These ref
to hire and disrniss workers, and permitied more informal types of employment ¢
reduce costs for businesses and increase employment.

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pag

COPYRIGHT
PROTECTED




Enterprise ;
New businesses create jobs, promote economic growth, and provide goods and &
generally having a positive impact on the country. Governments can impact on é
businesses in various ways. Firstly, governments often directly support new bu
start-up loans to grants to offering expert advice. Secondly, governments can’
barriers that impose additional costs or restrictions on businesses. Finally, politis
in new opportunities for entrepreneurs — from demdmg to hyiid new roads or hay
for example, with the UK government’s Help to 8 :
buyers o make a purchase, which indirectly

Of course, political and |
businesses is of
viewed as
immaediate |

ment. Regulation, although it might have
erprise, and changes that come through from govern
e impact on individua! businesses, aven if it is good for busin

infrastructure :
As well as regulating businesses and supporting enterprises, the government caré
maintaining and supporting the country’s infrastructure. Infrastructure refers to
businesses and economic activity generally — from transport networks such as r
energy and communications provision. Supporting the roll-out of high-speed b
mobile Internet, for example, have both been recent government policies.

Environmental Legislation

Environmental grotection legisiation tries to encourage
businesses to improve their practices and conduct their
activities accordingly, so no negative harm is caused to the
environment. It aims to reduce emissions in the air, encoura
safe handling and storage of hazardous substanc
disposal of waste.

e legisiative
cuted. Not only could it be fined
heavily, b mige done to its reputation may be
irreparable. Eimers may choose alternative businesses and
it may become diﬁ‘acult to attract and retain employees,

Any business that does nn

The business implications of the legisiative requirements are:
e costs are incurred as the business complies with the
legislative requirements

e  enhanced reputation and reduced risk of being prosecuted
for external damages — for example, if a firm pollutes o
tacal river it may find itseif sued for the impact on local
health even if its pollution was not regulated

¢  improved customer loyaity — customers with environmental concerns are li
business that sharas their aims ‘

o Improved staff morale, low labour t

to attract new staff -
their worl has a positive impact 03 :

wEts - protecting the environment ofte
tainability} — which can mean greater longe
-'fEerm profat over long-term survival

out the minimum that is required of businesses by the law, but
core values, consumer expectations and competitor actions, along with other fa¢
business chooses to go beyond what is necessary. :
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International Trade ;
The terms of trade with other countries are also determined by the government. /5
restrictions to the import and export of certain goods and services. This is in ordet
from foreign competition, or to maintain domestic environmental and consumer
elsewhere. Countries may enter into free trade agreements with one ancther in o
restrictions. This can create new business opportunities in both countries, and low
alike. Countries may also enter into trading blocs, in which a ooup of countries a
trade with each other.

tig bloc, The UK became the first
_ 20106 referendurn i which 52% of th
Y bureaucratic barriers when it comes to tradi
s. It has also restricted the ability of EU businesses t
had mixed r British firms — it has reduced competition in some areas, b
others. However teaving the bloc also gives the UK the opportunity to establish
could create new business opportunities in the future.

The European Union is a key examn!
state to leave the blocin 2 :

Business Responses to Changes in the Political and Legal E,
Government policy can have significant effects on businesses. Reforming the labo
the quantity and quality of labour, and barriers that may prevent market forces ac
market. Structural unemployment is a result of barriers to free mobility of labour.
barrier 1o the free-market systern. Trades unions work by bringing strength to an
individuals together as one large body. This gives workers more bargaining power
over wages and working conditions. By opening up to immigration, an economy ¢
increase its ability to produce goods. Because this affects aggregate supply, laws
policies.

By increasing minimum wage, businesses that em bers of low-pai
would see an increase in their wage bi aily the biggest single cost f

lead to inc ] Luny among the firm's lowest-paid workers, as they are;
might also k fewer hours to pay their bilis. 5

Equally, by reducing unemployment benefits, this would create disincentives for
and encourage them to work., However, unemployment benefits are there to pry
sg there is a trade-off betwean protection and incentive. Z

Firms can respond in a variety of ways to changes in the political and legal envirgs
develop new products or change the way it provides a good or service to compiy§
legislation. Durham Crematorium instailed new environmental crematars in ress
requiring mercury to be removed from crematorium emissions by December 201§

if the Bank of England increases interest rates the business may choose to
pass the additional cost of borrowing onto consumersin b prices, but
this is dependent on the product’s demand being de. Hthisis
vgin or look at

& profit margin to be
0531biy fead to businesses choosing
r as the cost of borrowing to fund these
onsumer spending may be anticipated to fall, as
come falls.

increases,
their disposd

8 Source: http:/fwww.bbc.co.uk/news/uk-england-wear-12871155
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If the Bank of England decrsases interest rates the business may be more willing
borrowing to fund these will be cheaper. The business may respond by increasing
as demand is anticipated to increase, as consumers’ disposable income increases

if the Government increases taxes and reduces government spending non-nec
reducing output, as demand is anticipated to fall, as Government bodies are sp
disposable income is lower due to having to pay more tax. “may be made
perceive it as a short-term problem and capacity ¢ ed. A business r
country with iower operational costs, if a ; 5 COSts. E

tices in order to comply with anvirom\i\j
changing, along with production practices. The
1he new standards they need or source new anes, if existy

The business may raview its

Some businesses will engage in a training programme to ensure that all employe
understanding of what they must do to comply with employment and health am
employees are being trained production may be interrupted. Some businesses
staff notice board and the duties it places on employees, but there is no guaranty
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— %.7.4 Questions

Please write your ansi tte piece of paper or in an exercise book.

ys the government can intervene in the economy.

2. Expisin two ways in which environmental legisiation might impact on a

3. In 2023, the government increased the minimum wage through the N:

a. Expiain why some empioyess may welcome the increase in the Na

b. Explain why some employers may have been displeased with the i

4. Explain one advantage and one disadvantage of businesses complying
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3.7.5. Analysing the External Environment to Asse
Threats: Economic Change

The Impact of Changes in the UK and the Global Economic {
Strategic and Functional Decision-making

iplained and revisi&i\:
weit implications to busif
ate.

Many of the economic measures and policy tools bel
course. However, the point of them here i :
the economic environment in which

Gop
Economic e rate of increase in an economy over a period of tig
domestic p 3DP} or gross national product {GNP) can be used to measure

e GDP - the value of a country’s total output of goods and services over a pe

e GNP -the value of a country’s total output of goods and services over a pe
earned by UK businesses and citizens in overseas markets, but excluding ing
investors in the UK economy.

Economic growth should be considered in light of infiation {see 3.1.1.4) to deter
growing in real terms or not. Economic growth indicates positive trading conditi
goods or services of an econormy over a specified period of time. A growing eco
confidence, as increased demand results in it increasing output, which results in
business is more willing in these conditions to expand and/or faunch new produ
whilst others are willing to start o business for the first time, as they believe the
consumers more witling to spend on new goods and services. A growing economn
cpportunities, but also employment opportunities, a

A positive rate of economic growth in overseas countries can lead to opportunit
may become more desirable to overseas customers, resulting in their exporting
Although economic growth has its advantages it can lead to insufficient lobour o
availabie to meet the increasing demand for goods and services. This can result:
wages/salaries to attract new staff and retain existing ones, suppliers increasing
starts to exceed supply for their resources and firms increasing prices 10 overcod
to maintain profit margins. Z

However, negative or zerc economic growth will have the opposite effect, as out\

economy falls resulting in fower suies and profits, due to falling demand. This cg

trading, resuiting in increased fevels of unemployment and lower fevels of tax r

citizen income levels fail.
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interest Rates
Firms may need {o borrow money in order to invest. Interest rates determine ho
back when they borrow money. if interest rates go up, the cost of borrowing inc
invest. Equally, investing money has an opportunity cost. The return a firm gets
the interest the firm would receive from saving the money. Because interest rate
firrn gains from saving, the effects of interest rates on investment are twofold. i
becomes more expensive and its opportunity cost also in es; therefore, ﬁrms§

Falling interest rates will increase demand
saving will fall and they are more lil
borrowing has fallen, and s :
with mortga hesd
This mean
they will fi

; . This is because cons.
+ and spend their money rather t

- more likely to borrow money in orde
tore disposable income, so again are more iikelyé
at an increase in interest rates will cause an increase:
evenues increasing.

Exchange Rates ;
When a good is bought, an amount of money is given over ‘in exchange’ for the goo
shown by the amount of money swapped for it. The exchange rate shows how mu
swopped {exchanged) for ancther currency, or, the value of ane currency {e.g. £} irg

if an American consumer decides to buy a British good then they will need to chaéa;
into British currency (£5) because the good is valued in £s, :

. X &
Price Price

of £
{in $)

DEy

e

| —¥  Quantity of £

Lat’s iook at the exchange rate of £5 and $5 and how this transaction would chan
foreign exchange market. The first graph shows the demand and supply of £, th
economy is shown on the x-axis; ‘quantity of £. The price of £5 is shown on the
shown in $s as we want to know how many £5 we can get for $s. The bottom gr
supply of §, the quantity of 95 in the global economy is shown on the x-axis; ‘gu
shown on the y-axis and the price/value of 55 is shown ing
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ncreases from DE L to DE,.

As the American wishes 1o buy £s, the

for S5:t0 S
S has decr

its purchasing power has fallen and it can buy less £.
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8o how does this affect business...?
If the £ appreciates, then UK goods will appear more expensiv
(assuming their currency stays the same; ceteris paribus). UK
competitiveness’. This means demand for UK goods will fall a
rise; demand for exports will fall and demand for imports will
goods appear cheaper in relation to foreizragoods. The dema
domestic consumers will shift awa ing imports so th

or import input materials for production, then an appreciation of foreign curren
products they are purchasing and thus will eat into their profit margins. A depre
lower the costs and thus increase profit margins. ‘

Taxation ,
indirect taxes are taxes that are imposed on an economic agent but are not paif*g
imposed on a producer but are passed on to a consumer. The tax is indirectly pe
party does not have to pay the tax, as in, they can choose not to buy the produc
example, taxes on fuel or other goods and services are indirect taxes; VAT is an i
to avoid because there are very few goods/services the tax doesn’t apply to.

Direct taxes are paid directly by the economic agent that they are imposed upor§
tax is imposed on an agent and is paid directly by that agent to the government.:
through consumption choice.

nment increases 3
s taxes increase,

Taxes affect firms because they are a cost to firms. i the ¢
give mare money away and will then have less profiz
thelr goods in order to cover this. increase

a hough this affects households, it still
: have less disposable income. If consumers hay
ey to spend on goods and so firms will see a fall in dema

If the government increass
increased taygges
they will h !

Y
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Unemployment
Unemployed workers are not receiving an income and will find they are less able
This means consumers will reduce their spending. Falling incomes and falling sp»\3
firms’ goods will fall and they will lose revenus. =

If employment is high, firms would have to offer higher than existing wages in o A
leave their current jobs and work for them instead. Highle of unemployme
available workers and firms can offer lower wage w wage is better
aithough unemployment means fewer cus nsuming firm’s products:
increase production because thers used labour to employ. '

inflation A
inflation im@®onsumers, business and the economy in many ways. Changin

change their labels, print new menus, etc. Changing prices on machines, tills, ve
Equally, it is disconcerting for firms and can create uncertainty for future planni

If prices increase then the people’s costs of living increase. increased living costs
therefore, consumption. Firms will find their sales and revenues fall. Increasing
it increases their costs.

it additionally impacts those firms that interact on the global market. As UK pric
expensive on the giobal market in comparison to foreign goods. Therefore, infia
competitiveness as it makes goods and services appear relatively expensive,

include it in plan
ated inflation can

However, if inflation is anticipated, firms and governments ca
themselves from inflation and mitigating its effects. Un:
budgets, which will lead to problems.

2. ldentify one strategy a business may implement during positive economic Z
3. Explain how a business providing non-necessity items is affected by a dec

4. Explain the extent to which Apple is affected by an increase in interest rat
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Fiscal and Monetary Policy

Economic policies involve the Government implementing strategies to control
econonic objectives. The Government has a difficult task to get the balance of
beneficial in meeting one objective but cause another not to be achieved. For
reduce the income tax rate, so consumers have more disposable income in the
incressed spending and improves demand for UK goods and services. This may
unemployment, as more employees are required to meet § crease in demsa
could cause prices to rise, thus inflation may go be v 2.0% target. T
Government are monetary policy, fiscal poli -side policies.

ed to influence the economy asa w
y to e more efficient,

Monetary policy and fiscal
aimed at encny

donetary p volves influencing the amount of money which is in circulati
increase in the amount of money available in the economy leads to higher dem
leads to higher economic growth. A reduction in the amount of money circulat
demand for goods and services, which leads to lower economic growth, Mone
changing interest rates, controlling the supply of credit and influencing exchan

interest rates are one of the major tools used to influence the economy, but th
the Government, but the Bank of England’s Monetary Paolicy Commitiee (MPC)

Interest rates have a direct impact on the cost of borrowing. An increase will lea
borrow, whilst a decrease will lead to lower borrowing costs. The MPC may inc
increasing too rapidly, as this affects UK competitiveness both in the domestic
of borrowing increases, the amount of disposable income available to consume
income goes towards servicing their debt costs, thus resu in iower spendin
reduce demand for goods and services, leading todugd Y tting back outp
they try to encourage demand. A high could lead to unemploym
are needed if demand is falling,_F yowth will slow down as output lev
against other currencies ‘ome stronger, as overseas investors incr
which they 4 4 sstments, due to the higher rate of return availa

if dermandis idered too low in the economy with high unemployment leve
interest rates may be reduced. By reducing interest rates the cost of borrowin
increase in demand for non-necessity items, as consumers have more disposab
economic growth becoming stronger. Businesses will seel to hire more staff to
leading to unemployment levels falling in the economy. Prices may start to rise
spending and output, as businasses may not be able to keep up with the highe
pressure on prices. Both consumers and businesses may be willing to pay the hig
terrm, as the market conditions make them affordable due to more disposable i
revenue for the latter. The value of the pound against other currencies will we
as the return rate available on UK investments is lower, thus overseas investors
countries. This could result in more sterling being made available in the marke
exchange it for other currencies in countries with a higher iz Sstment rate, thu

Fiscal policy involves the Government usigg spending to influence
earns revenue from both income ntax. it wants to increase e
possibly due 1o low eco ; d rising unemployment, it will reduce t
employees arg FBoth consumer disposable income and busines
o an profits are paid to the Gavernment. Consumer spen
ness spending on capital items is higher, as an investment is
to increased business demand and output. Economic growth is stronger and une
businesses hire rore staff to meet the increase in dermand. Business revenue
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The Government may also increase its spending in order to boost economic acti
on building new motorways and roads, schools and hospitals or increases the fu
organisations can spend this leads to increased demand for businesses who sup
For example, construction firms benefit from higher demand, if the Governmen
whilst publishers benefit if the Government increases school budgets. The incre
ocutput, lower unemployment and stronger economic growth.

if the Gavernment balieves the economy is too st
UK competitiveness, it may increase taxes ag
disposable income and business pr
demand and cutput, which
to requireme
suppliers.
and domesty

conditions should improve, as prices will fall because exce
and services weakens.

More Open Trade vs Protectionism ‘
Free trade areas are groups of countries which have an agreement to allow free

meant that there are low 1o no trade restrictions or barriers between the countr§
be increased trade among these countries f

This agreement only determines the way in which the countries trade with the o
agreement. The couniries involved {member countries) are allowsd {0 set their
with countries outside of the agreement (non-member countries). From this, n
potential high trade barriers of other member countries by entering through the
loweast/cheapest trade barriers. Once they have accessed the free trade area th
they are able 10 trade with the other member countries without the high-barrie

The World Trade Organisation (WTO} is an inter
aims 1o promote free trade by encou
trade barriers, such as tariffs and
agreements, resolves t :
arranges tr o

10 stop using
supervises free-trade
etween governments and
Decisions made by the WTO are

UK firms to locate and export to one of the 153
countries which belong to the WTGO, thus providing a larger customer
base or the potential of lower operational costs, either through
importing raw materials or basing operations in one of these countries.
The WTO has been criticised with regards to developing countries, as it
has not put provisions in place to encourage the rich’ countries to open
up their markets to products from these poorer nations.

Countries that partake in international trade will find their growth rates will incr
to the international market will mean an increase in product audience and so th
and grow. Egually, countries can import raw materials and ‘low-value added’ go
table company importing pine wood. Firms can outsoure duction to other
markets but also their production and have lower g sr to obtaina com
2008 financial crisis, the world saw a dec unt of international tra
for protectionist measures, Le. taki temselves and their own people.

answers on g separate piece of paper or in an exercise book.

5. What is the difference between monetary policy and fiscal policy?

6. Explain how the government may use fiscal policy to improve economic a
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3.7.6. Analysing the External Environment to Ass&'
Threats: Social and Technological

Demographic Changes and Population Movements

The social environment relates to the behaviours and relationships which indiv
personal and private lives. These are influenced by demog ic changes, valu
and lifestyles.

ation based on such factors a
t sexual orientation. Demographic
nd economic influences.

Bemographics refers to the featu
ethnicity, income, employm :
possibly due to :

Changes in @aphic groups can pose both threats and opportunities for bu
prepared {o meet thase challenges as they occur, otherwise their competitiven

Ageing population :
The UK’s population In 2010 was approximately 62 million, but by 2035 it is expé)
group aged 61 or older is expected to have the fastest growth rate. Currently t
UK population and is expected to be 27.5% by 2035,

UK Population by Age {%)
16.0% :
14.0% ] “\

12.0%

10.0% -

5.0% -

6.0%

4.0% -

2.0% -

0.0%

40 4150 5160 6170 71-80 81

Age

Up to 1C 14-20 21--30

Businesses have developed and amended their marketing strategies to take ad
population who have the funds availabie to enjoy their advancing years. No lo
sheltered housing or mobility aids, but apportunities have been created for ma
envisaged. The holiday market not only provides escorted toyrs and cruises, b

; on. They are deemed to be more dedicated:
‘ > and less absenteeism. Their experience and persona
efficient ru the business, which can ensure customer service and produs
Firms such as B&( encourage older job applicants, as they can provide effectiv
which can help young employees gain in confidence and develop a wide range o}
possible through off-the-job training.

% Source: www.ons.gov.uk
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Immigration ;
The UK is known for being a multicultural society, but this became more evident &
Caribbean citizens settling here during the 1950s and 1960s and those from Indi
and 1970s. Inthe 2010s, the UK saw an influx of citizens from Eastern Europe, w

increase in the number of EU member countries, thus making mobility between 5
with the UK's departure from the EU, Polish migrants are still the largest group f
reside in the UK in recent years,

Top Five Overseas Nationals Resider? stimated thousan

Romania and Italy are the mos 3

threats and opportunities for businesses. [t may pla
Y oppoertunity and non-discrimination employment policies ar
migrant popu!atlon Businesses can gain from the different experiences and ex
working environment,

Businesses have been able to take advantage of the changing population based
and services which relate specifically to the different groups, thus providing the
and profits. Tesco is renowned for ensuring that its branches stock some produ
communities in which they are based. Some businesses have set up specialisin
to certain cultural groups. it should not be assumed that businesses will target
particular items. As the UK has become exposed 0 a greater range of products
resuited in people who do not belong to these groups still having the opportuni
make them part of their normal purchasing decisions. This | ry evident in th

as on environmenta
ral resources, including air, wa
36 hvmg within the vicinity of the busine
: ic in developing countries where the legisla
: “developed as more economically and legislatively esta
contribute pEREeEy to the environment in which it operates by creating jobs an
remove potential environmental harm. It can also play a part by improving the p
communities in which it is based. Sharing its expertise and understanding on ho
costs to a minimum with relatively new domestic businesses in developing count
only concerned about their own activities. This can help the businessto have a p

Environmental issues relate to the mpact busiues
involve poliution, depletion or degr;
during production can ca
This is deemed ta be,
OCCUrrenc
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Business responses to environmental pressures include:
e using sustainable materials that do not cause harm to the environment

e  using recycled materials, which reduces the amount of waste going to iandf%
«  redesigning products so they are more efficient, use less packaging and Z
materials and have fewer emissions :
s iraining employess to be efficient so fewer errars occur and fewer material
are wasted

natural resources |
used in future production

+  investing in research and devalopment
which are running out are develong

® using their environmente romotions to enhance the brand EI"T

fully been created based purely on secial and envirs
] & lerry’s. Businesses are giving more attention 1o their env
as not only can a business be subject to prosecution if laws a
its reputation could take a long time to repair. For many years Unilever endure
demonstrations arranged by Greenpeace due to its use of palm oil, which was |
natural habitat of orangutans being daestroyed in Indonesia. BF’s oif spill in the
attracted international negative media coverage, but also resuited in USA sales
Taking time to develop environmental products and practices in a society which i
can provide a unigue selling point, which aliows a product to be the preferred ci‘x\:
as a significant purchasing criteria, e.g. Toyota Prius — hybrid car. -

Technological Change

Technology refers to the creative process which uses human, scientific and mate
improve efficiency. Technological change can be evidenced through new produc
can iead to new business operations and skills being utilised, hnological chan
consumers. For example, improved product quality hanced producti
added value, which benefits s business due to o a1s rising. Consumers
service more easily, thus saving the not have to spend time tra

Technological e*nx(e" r impacted on marketing opportunities ina my
= Pew nf ' arkeis have been created by technological develop
games S, satellate navigation systems, computer tablets, MP3s and
these developments have been able to create a unigue selling point, which
if they are first into the market with such new products. Technological dev
and improve existing products, as evidenced with the freguent launch of n
business to be deemed up to date and possibly pushing the technological
competitive advantage. The development of new products can lead to the
evidenced with the fall in demand for traditional postal services with the i

of communication.

«  Promeotion — the Internet has provided businesses with a means 1o proms
witle audience at a cheaper price than other advertising alternatives. Furt
to communicate directly with a customer, not only responding to enguirie
promaotions unigue to them. The technology used withirzdovalty cards sllo
consumers and their spending habits, thus permis Rim to target indiv
to them.

he development of mobile ph
te for consumers to shop online 24 houry
sutaly visit different retailers or a range of them to firg
arison sites to support the iatter process. Furthermore, ti’
using a mobile phone app reduces the need for them to carry

«  Consumer shopping and onliz
enhancements hav
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Technological developments have impacted on business operations in a

number of ways:

s Communication — video conferencing and email has allowed
communication to take place between employees and with the business
and its suppliers/customers, although they are not physically in the same
focation. This reduces the need for employees to attend meetings in
person feading to lower travel costs.

s Stock management — the use of barcodes an suisystem R
allows a business to know exactly what . 1) at any giver moment ar

a new order of stock for a pa : hen it reaches its reorder level. |
have to manually ¢ 1s held and decide on how much to ord
; todate on the sales pattern of a business, thus all

. An effective stock control system allows a business t¢
ge costs and increases profits. :

s Production process - computer-aided design {CAD), computer-aided manu .
all led to significant improvements in the manufacturing process. The spe
quickened, whiist production times have been decreased. The use of tech
10 products being more accurately produced with fewer errars evident, B
because products are of a higher standard, but with less wastage producti

= Online business — the Internet allows consumers 10 obtain gquotes for tray
househaold insurance, for example. The sophistication of the technology d
specific to the customer’s needs and if they decide to go ahead with the p
used online to pay. Personalised policy details are forwarded to the custo
payment has been processed successfully. This has resulted in insurance f
team, but also speeded up the time involved for consumers to access this

Technological developments have impacted on the hum urces function |

e Working from home ~ technological develo e'provided the opp
to work from home. Many firm wovision, especially if it mea
essential to the business danii #8. This may help to keep the labour &
employees they ; ce-to-face interaction with their colleagues
their produced.

e  Trainin introduction of any new technology will require some staff to
the sho rm will increase costs. For some this can actually lead to their
completely new role having 1o be undertaken.

e  Redundancies — as new technology is introduced it could result in redunda
industry when production lines and robotics were first introduced. Redun
associated with introducing new technology.

e Staff resistance —the introduction of new technology can be met with staf
worried about job security or are fearful they will not be able to develop the
to trade union involvement, which can delay the decision-making process,
reputation, especially if the media becomes involved,

s Motivational - for some employees the introduction of new technology ca E
skifls, which improves their chances of promotion, botkadd and outside the
motivational levels improving. :

s¥technology can lead to som
. example, although traditional printing
atn digital printers has created a new Endusiﬁ

« Job creation — although the intrody
create a whole new rang <

react to new technology will depend on the business cu
and behavio Ege®n organisation as a whole or amongst specific groups within it. A
what to do and are not informed why decisions are being made or given any say in t
result in staff resistance when new technology is introduced. They may not unders
impact on them, due to management adopting a role of telling them what is happe
discussion with them. If the business has fostered a culture where changs Is an ace
who are weicoming and supportive of this, it can make the introduction of new tec
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The advantages of technological change are:

@

@

L3

L3

The disadvantages of technological change are

The factors a business will consider when deciding

improved efficiency and less waste — more accurate than humans leading t
Lower unit costs — fewer errors and a higher output than humans reduces
improved competitiveness — unigue features and improved guality can pro

improved consumer goods and services —the technological change can lea
also technology can lead to fewer errors and an improved good or service,

develop or buy the 1:@41:!*‘;r'105s;S

Cost implications — the busines :
Sing, redundancies, training, etc. Thi-§

cost implications with
the business, wh

real pos ility of industrial action occurring.

Understanding when and how to respond to technological changes — the
with the required level of expertise to know whether they should respond t
s, how they should respond and when. Consuitants could be paid to advis
the services obtained will be Influenced by the amount the business can aff

Teething problems — not all new technology will work as anticipated straig
transition phase between the new replacing the old. This could lead to outg
deteriprating until any problems are resolved. f
Speed of technological change — some industries are known for rapid techri
difficult for some firms to keep up with this, especially if they are experienc
employee skiils to develop it accordingly.

o R

respond to techt
s ot only has the dig
dundant, financing, etc. A
Siation to the sources of finance avaii;;};

Finances — any new technology introdt
the costs associated with training
averall cost of the techn
and competitive b

Comp sUsiness will review the technology used by competitors
acqui the type they use, if any at all. If existing technology is antic
obiectiveés for the long term, there is ne need to repiace it even if competita
technological breakthrough will be patented by competitors, thus preventi
invention and placing a duty on them 1o develop thelr own, but hetter.

Industry norms — a business operating in a fast-changing technological mark
1o conform, as new technology evolves, if this is essential for continuing to
mobile phone industry. This can influence production processes, goods or ¢
customer accesses the product. '

Staff reaction — the response of employees to any new technology has to biié;:i
support the process may be delayed and not provide the benefits desired.

Transition — the business has to assess the gperational implications, as it in

Forecast data — the business will consider not only the cost implications of
will provide with regards to expected outpui, wastage rates, sales, etc. fth
of the forecast data, but be prepared with alternative strategies if the outog
higher than predicted.
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Any technological change a business considers will be influenced by many facto
will have a significant role to play. They will have to be convinced that the long
term costs, if they are to agree to it. If a key manager’s support is needed for ¢
averse to change, it becomes more difficult for those proposing it to make it ha

— 3.7.6 Questions {Part 1)

1. Explain one way a consumer can benefit from techneological change.

2.  Why might employees resist technologica

swntoad music market. Analyse why H A
i in new technology, which allowed consu
‘write 1-2 A4 sides and you may wish to further resg

3. HMY was slow to respons
promptly to the fegd
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Ethics, the Social Environment and Corporate Social Respo
Business ethics relate to the moral values which influence the conduct and decis
one whose behaviour and decisions are morally correct. This can be very difficu
right by ane type of stakeholder may not be judged so by ancther. For example
selling padded bikini tops aimed at girls as young as seven years. It was conside
group should be focused on being children rather than being sexualised. This at
coverage, eventually resulting in the product being withdraywy s from sale, even t

Some of the moral dilemmas faced by busi

e  Should charitable donations “profit margins fall?

¢ Ascigarettes have : ‘Hinesses including cancer, should a busine
Y tinue to use a supplier whe has poor employee workd

ess relocate overseas to reduce costs, even though UK staffw

Attempting to make ethical decisions that satisfy all stakeholders will be difﬁcult%
expectations and it will be difficult to please all. The business has to balance its &
what it considers the priority. :

S

Corporate Social Responsibility (CSR) and the Pressures for
Socially-responsible Behaviour
Elements of being ‘socially responsible’, such as paying a minimum wage to emp::}z
by governments. Corporate social responsibiiity is the voluntary practices that b
and beyond their legal obligations. CSR refers to not only what a business choosy
it makes them. It addresses how companies deal with their social, economic ancé
as the effect it has on stakeholiders, including customers, suppliers and local corm
business acknowledging through its words and actio g 5 a duty to these§
goes beyond what is required by the law.

Implementing CSR should provi 2o both society and businesses, Socie
e employees have a : which allows them to acguire new skills,
not be e i ainst, work in a safe environment and have social ev

s suppl aid a fair price for their raw materials and components, are
fraining 10 improve their own working conditions and do not have contracts
e customers receive safe products, which match the description provided. Th
coerced into buying and receive good aftersales care. :

s the local community benefits from jobs being created, local suppliers recei\;;;:

congestion are kept to a minimum, while management provides time to sup
funds to them

C5R strategies can be adopted for a number of reasons:
e (SR underpins the core business values — The Co-operative and The Body Sty

e  operating costs are reduced through improved efficiency — Toyota Pmducti&é‘s

e fulfilling consumer expectations — car manufacturing, try

«  rivals are adopting C5R strategies
s positive brand image — Cadbury ¢
s differentiation - Ben &
s  attract 25 : ployees

on among the local community which might make it easi '

om Fairtrade farmers in Gl

W source: http:/ fwww.guardian.co.uk/business/2010/apr/ L4/ primark-children-padded-bikini-t
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Making ethical decisions influences all areas of business activity:

L3

The extent t

| Advantages of CSR:

Easier to recruit and retain staff — a business that is known for making
refation to the environment, society and its stakeholders, including em
new staff and will have a low labour turnover rate. This helps to keep r

improved employee motivation — ethical businesses are believed to ha
dedicated and supportive of the business activities than those that are
effarts, thus leading to high levels of productivity ty and efficiency

ality, but aiso the good ¢
; nuine care about the communitie
Fappeal to consumers who wish to purc

: sitage — consumers are now able to find out more abo
specially with the use of the Internet and the reguirement fo
corparate social report. A business that is known for making decisions
environment and/or society could face a fall in demand, as consumers s
their environmental and social expectations. A business which meetst
advantage over those which do not, which should lead to increased sal

Disadvantages of CSR:

®

Costs — business costs can increase, as a decision might be made to use v:

they provide recyclable materials which are less damaging to the enviro
work alongside suppliers to help them adopt more ethical practices, bu

doing so increases costs. Production changes, in terms of machinery ang

efficiency levels and reduce waste will increase costs in the short term.

financial benefits of these strategies in the short term, but should in the

; which compromises the profits of the busi
not agree with it. The extent to which an ethsfdi a

the business.

Promotion — ethical policies used by a business can form part of its promo
brand and differentiates it from others,

Mew product development — a business may develop products to fit in with

consumers, e.g. The Body Shop, Toyota’s Prius.

Production — new production technigues may be used to improve efficienc

Pricing — a business may choose to price products based on what is reason
as high as the market allows.

, as they have different expectations and this can Iead 10 csnﬂid &

Human resources — staff will be trained sg e
decision-making where possabi

Bndardscanbemet, b
their views are given conside

Financial — business VSuppliers within a reasonable amount

as possible, This
whao

Btly. This is a particular problem between some super

nt for small suppliers whose cash fiow can be;

ich a business will adopt CSR strategies will depend on many fa
customer expectations, the extent to which it is scrutinised by the pubiic and thrg
requirements ara not complied with wilt influence the final decision.
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Shareholder v Stakeholder Approach
The divide between profit-based {shareholder) objectives and wider {shareholdey
of interest for a business. f

A business that focuses solely on shareholder expectations is taking a sharehold
the business is run purely for the benefit of its owners and any decisions made a
the best return on their investment. The business adopts strategies which maxir
value, even if it may be to the detriment of other sta : :

o'as certain stakeholder g
Sonsideration in decisions made. As
programmes and the internet, business
sithout serious consideration. Furthermore, the Co
he Interests of all stakeholders in the decisions underta
mpts to satisfy ali stakeholder needs is demonstrating the stak

The shareholder approach may be consi
requiring the business to give th
their consumer rights tf :
expectationso
on directo
business tha

A business may choose at times to focus on the needs of one particular stakehol
This is known as the win—lose approach. Focusing on the needs of one type of s
detriment of ancther. For example, the Toyota accelerator pedal crisis, resulted
fatalities due to the accelerator pedal sticking whilst cars were being driven. To
the expectations of consumers who wanted to be driving safe cars. Some mode
problem, which added to the costs of the business. Suppliers may have been pu
components at the required standard, as this was the origin of the problem. Sh
o higher operational costs, resulting in a lower dividend allocation, if profits we
business had not acted to deal with the problem its corporate image may have by
both suppliers and shareholders affected, if the continuity of the business was ii’

More examples of stakeholder conflict include;

Management vs Employees: the the company wishes to ge\\

expendiitire eats into the potential profits of the company. :
«  Suppliers vs Banks: this conflict occurs as the business needs to keep a posi*‘?’
but also make large payments to its suppliers — if raw materials are not paid
have less flexibility in setting future payment deadlines, or it will have fewe
in bulk. f
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A business that attermnpts to balance the needs of all stakeholders is demonstratiy
principle all should benefit eventually. A business taking time to work with 5upp§
increases costs, which possibly could reduce profits and dividend allocations in tiy
The products produced by the business will improve due to the suppliers meetinf
enhances the reputation of the business which could lead to higher sales and pr
they are allocated a proportion of these in a profit sharing scheme, whilst share
dividend allocation. Suppliers obtain repeat business due to taeir reliability. Th
confident of job security In the region with the poten loyment opportd
government henefits, as the business is workiy
include complying with legisiation a:
does not satisfy all stakeho :

= sions. In the short term it v
medium to long term each one bene

Carroll's Corporate Responsibility Pyramid
Archie B Carroll created his CSR

pyramid in 1891, The pyramid shows

the four key responsibilities in order

of importance for a busingss to meet.
/ Philanthropic)
Legal responsibilities, for instance,
which involve following the letter of
the law, cannot be viable until the

comparny is econormically viable, ie. Ethical
costs are covered by the company’s
revenues. Ethics {i.e. making a
greater effort than that
. ~ Legal
requires) canxy ;
until legal
while firms ¢ enter philanthropy
until their ethical, legal and economic Fconomic

responsibilities are met. An example
of philanthropy can be seen in
McDonald’s, a company that invests
in the UK's grassroots football, ensuring that more children have a chance at kee
Naturally, many commentators consider the products that McDonald’s offers ch
sceptical of the company funding such philanthropic schemes. ’

- %.7.6 Questions {(Part 2)

Plegse write your answers on a separate piece of paper or in an exercise book.

&, Describe two strategies a manufacturing b aiadopt to be more ¢é

- ecision to use Fairtrade cocoa in
re corporately socially responsibie. {Yo
research Cadbury’s decision further.)

5. Evaluate the extenttow
was because thev
sides VL
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v

3.7.7. Analysing the External Environment to Asse{'
Threats: the Competitive Environment '

S

Porter's Five Forces and Shaping Competitive Strategy
Michael Porter describes the competitiveness {rivalry) of a market as determine

e
o

0, inorder to ach
usinesses can react

The structure of a dynamic market is constantly chang!
have goad information on every external facicy
competitive strategy} whenever a ¢f :

Bargaining Power of
Market Suppliers

Threat of New Entrants
to the Market

Bargaining Powaer of
Market Buyers

ey

New Entrants

Firms that already exist
compete shogs
unigque sel

2t need their goods to be at the right qu
; r enter the market. Likewise, businesses work
SPs) of their products in order to stand out from the crow

Businesses look at barriers to entry when deciding whether to join a market; howey
existing firms. A market with high barriers to entry {e.g. the telecommunications
amounts of infrastructure) can benefit already-existing businesses, which have a lo}
goods. if a big business decides to enter the market, the already-existing firms cou
in order to prevent this loss, draw up exclusive agreements with suppliers in order

Substitutes :
These are the alternative products/services that a consumer might want to buy in
The Mars bar, for exampie, is in direct competition with the Toffee Crisp {i.e. it is
for the Mars bar could be an orange, as it is still considered a snack food though is
better than!} the Mars bar. A substitute for a physical bool 1t be an eBook ra

cluding price, percep '
; ceived to be a better buy than
wili then cost the company a lot in timeg
n back their market. E

The power of substitutes will depend on mg
if an orange is cheaper, more co ‘

start to move away from b
activities if thyg V

A Level Year 2 AQA Course Comnpanion: 3.7: Analysing the Strategic Position {279 edition) Pag

COPYRIGHT
PROTECTED




Buyer Powes
If 2 market has many producers but only a few consumers, the buyers have a lot
are many consumers and few producers, buyer power is much fess significant. |
every third store was a barbershop, the consumers would probably benefit beca
competing on price and quality. If there was only one barbershop, however, theé
as consurners would have no choice but to buy from them.

Consurners that buy in super bulk have s;gmflaam 0 % Take a cow farm
{e.g. a large supermarket chain) purchase: arm'’s milk, the farm becy
consumer. The farm now has a rex S supermarket) but that buyer £
to commanding price redi: :

R

Changes in gl e more power to the consumer and seller, too. While ¢
banners an #oted placement on search engines such as Google, consumers§
right at their fingertips. If a consumer wishes to know the price of a gond in orde
shop price is fair, it does not take too much searching online to find out.

Supplier Power
When there are many supgpliers to a market, the power that each one has over tf
however, the source of goods/services is focused to a select few suppliers, those
the market. Suppliers in this position can heavily influence prices and standards
control over supply is to collude with other businesses in order to decide what t
practice is illegal in most of the deveioped world, though can still occur {especialy

Microsoft is a good example of how a supplier can gain control over the market.:
may not have the most up-to-date image anymore, the business is still responsi
systemns used worldwide {i.e. Windows}. As such, th : t Microsoft has

Rivairy
The type of competition {riva
suppliers can Eose out &
the formo
oligopoly,
deals to pote™

ne for everything else. If a monapoly:
ugh lack of bargaining power. Gligopolie
rter insists an the importance of a business differe
temet service provider market, this might involve businesse

customers. Z

- %.7.7. Questions

Please write your answers on ¢ separate piece of paper or in an exercise boG:

1. What barriers to entry exist in the print newspaper market?

5

2. How might the threat of substitutes affect the traditional newspaper marky
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2.7.8. Analysing Strategic Options: Investment Ap

Financial Methods of Assessing and Investment
Businesses use investment appraisal technigues to answer two key questions:
s [f we make an investment, how long will it take to get the money back?

o  if we make an investment, how profitable will it be?

Essentiaily, firms are analysing how benefici

& to make a particular ing
the investment. 5

| nswer these guestions, namely simple paybo
tnod gives businesses different bits of information to hely
nething or keep their money in the bank. f

should inve:

All three methods of investment appraisal start with a cash flow table. The follo

Year Cash in {£000s) Cash out {£000s) Net cash flow {£000s)
Present - 36 {36} 5
Year 1 24 12 12
Year 2 24 12 12
Year3 24 12 12
Year 4 24 12 12 :
Year 5 24 12 12
Year & 24 12 12

¢ £36,000. The ma
st the business &

The table shows that a business plans to buy a machin
will help the business earn £24,000 per vear
for a net cash flow of £12,000 per ye

Simple

This method

Braisal focuses on the time it takes for a company to get its ma:

Sum invested

Payback =
aybac Net cash per time period

In the case of the company in the previous table, we can quickly calculate paybag

36000 invested

Payback = —ov——o
aypac 12800 per vear

COPYRIGHT
PROTECTED

Payback = 3 years

We could already see this answer from the table above. The .alculation is quick A
precise — this is useful when there is no exact year at 4% vestment was ¢
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Let's use another example:

Yoar Cash in {£000s) Cash out {£000s) det cash flow {£000s) &
Present e 45 {45)
Year 1 24 12 12
Year 2 24 12 12
Year 3 24 1z 12

Year 4 24 12 12
Year 5 24 1 12
Year & 24 12

The investmsg 3 while the net cash flow is the same. The ta

By year three, the company still owes £9,000. We can use this figure as the su

across the twelve months of the year to see when exactly the company paid bacy

Sum invested

Pavback =
aybac Net cash per time period
Pavback = 3000 from year 3
ayback= 12000 over 12 months
pavback = 000
A = 600,12
9000

Paybac

Payback = 3 years and 9 months

interpret®ons of Simple Payback
Simpie payback benefits businesses as the calculations show them how long th
the money is at risk as opposed 1o being kept in the bank, earning interest.

Business owners often look for the shortest payback period possible with investr
at play} and so simple payback can be very useful when comparing two or mor
investment takes the least amount of time to pay back will be the one manage

owners may also compare investments based on how much the company standg

simple payback can show.

Limitations of Simple Payback

Showing a business the length of time it takes for payba
with this method of appraisal: S
e  This is not a definite estimate: som

e  if management of a busin d on the short-term aspecis of p
kenefits of long
& Thism

invest pér‘tunities

remely useful, by

ven} may increase mo
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Average {Accounting) Rate of Return ‘
While payback looks at the timing of cash flow, average rate of return {ARR]} foc
the average annual return {from an investment) with the amount of money invey

ARR is calculated in the following manner:

#estment =Total net cash flows ~ Investment Ouﬁf‘%s

Total profit over lifetime of investment
Number of years of the Investment project

Average Annual Return

3. Averagerate of return % 160

Initial Outlay
Let’s use an example:

A business wishes to make an investment of £35,000 over a five-year period. Thi
initial outloy.

The table below shows the business’s cash flows aver the next five years. '
Time Period Net Cash Flow {£000s) Cumulative €3

Year {35)
Year 1 g
Year 2

Year 3

Year 4

Year 5.

of the inves

We can use these figures, plus the initial outiay of £35,000, to calculate the ARR.%
i Total profit over lifetime of investment =Total net cash flows - Inx
Total profit over lifetime of investment =51000 - 35

Total profit over lifetime of investment mﬁlﬁ,ﬂ%ﬁ%

. COPYRIGHT
otal profit over lifetime of inv
2. erage annual return =
Average annual return Number of years of the investmey PROTECTED
16000
75 years
: 16000
Average annual return = =
5 years

Average annual return =£3,200
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3, Average Annual Return
Average Rate of Return =

Initial Outlay

3200
35000

Average Rate of Return = x1

3200
Average Rate of Retu - ;

This set of calculations shov

+ofitability of the business’s investrment &
comparad with f

t originally invested.

interpre 15 of Average Rate of Return
Companies using ARR can take advantage of many benefits, including:

= Setting targets for profitability: if a business decides it will only take on invest
cent profitability ar more, it will know not to invest in the example above :
e ltis easy 1o compare two or more opportunities on the basis of which stands ‘

«  f there is only one opportunity available, the business can compare the rewa
the rnoney in the bank. The graph below shows an example: 5

10% -

5% -

Risk-free cash in §

Graph: Example of reward for investment risk

COPYRIGHT
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The example in the graph shows that a business stands to make 3.75 per cent i
in the bank. If the business decides to take the investment, however, it will no
so, if the reward for risk {i.e. making the investment) is 9.14 par cent, the busin
interest of 3.75 to show the true reward of its inve

nt = ARR - Potential bank i

True reward of investment = 9.14 - 3.75

True reward of investment == 5.3% per cent
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The higher the potential interest rate, the lower the true reward and, therefore
appears 1o a business. ‘

Ket Present Value

Discounted Cash Flow

While payback only looks at timings and average rate of return only inoks at pr
takes both of these factors into consideration. Businesses achieve this by focus
their investrnents, i.e. what {or how much) they are giving up by deciding to ma

in the case of discounted cash flow, businesses are giving up the interest rate the
keeping their cash in the bank. This means that a business’s money is worth mog
of money in three years’ time. f interest rates were at 7 per cent, for example, a~
waorth 7 per cent less every year that it is not earning interest in the bank. '

Ji¥money would be wor
dlscount factors, businesses need to atty years the investment will lasy

Tabie: Discount Factors

If a business is looking 1o make a four-year invesiment, for instance, and the rate-é
discount factor would be 0.66. The business can then calculate the value of, say

Present Value over fin
after four years = 1,000 x 0.66
Present Value after four years =£668

lculation shows that the company’s cash of £1,000 would h
time. This is the opportunity cost of not keeping the cash in the bank, L.e. of faili

i 7% 9% \
A 1.00 1.00 1.00
0.97 0.95 0.93 0.92
2 0.94 0.91 0.87 0.84
3 0.92 0.86 0.82 0.77
4 0.89 0.82 0.76 0.71

5 0.86 0.78 0.71 0.65

5 0.84 0.75 0.67 0.60

dow x Discount Facts
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Net Present Value ;
Presant value is useful to a business, but it is only one value. What businesses ref
value affects them over time. Net present value {NPV} allows businesses {o com:%a.
involve the same investment.

Let’'s use two examples: Project Alpha and Project Gamma. Both projects require
£700,000 and both earn the same amount of revenue over Yrge. The projects aly
7 per cent. However, their cash flows are differen ha earns more ré:
while Project Gamma earns more towards thet

Present Value Cash Flow
g { $00) {(£700,000) {(£700,000)}
i £430,000 0.93 £401,869 1 £10,000 Z
2 £275,000 0.87 £240,196 2 £25,000
3 £10,000 .82 £8,163 3 £17,500 &
4 £160,000 3.76 £122,063 4 £275,000
5 £25,000 0.71 £17,825 5 £160,000 .
6 £17,560 .67 £11,661 & £430,000 E
Met Present Value £101,777 MNet Present

Table: NPY Comparison between Project Alpha and ijeé

The two tables show that, even though both projects cost the same in initial inv
arnount over time, Project Gamma has a lower NPY. This is because the discou
the company’s cash over time: since Project Gamma d n the majority of
time period, its earnings are worth less than tho

interpretations of Net
Companies can keep ol

vaEle
e timings of their cash flows and the vaiue |

Businesses lite to use NPV because it is a handy ‘what if?* caiculator. A firm can
their investments based on various factors, such as: f
s time period of investment

&

differing interest ratas

L]

differing amounts of initial investment

&

differing structures of cash flow

Limitations of Net Present Value ;
Even with its advantages over payback and ARR, this method is still not the be-a
prablems, such as: :

= two or more projects can only be compared if their | vestments are

s NPV can be very difficult to calculate

s the method can also be very o and, therefore, communicatei
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Limitations of Investment Appraisal in General
As we have seen, each method of investrnent appraisal has its own benefits and §
liritations span across investment appraisal in general, such as:
e it can take much time to gather the information reguired for investment ap

deciding whether an investrnent is 0o expensive is an expansive process in

s there are many unforeseen costs and faxes that accur in business, which in
not consider

tahd {and, therefore%

e much of investment appraisal can be difficul
i “are often missed

henefits and drawbacks of certai

= husiness owners and ny ] ok to the short-term benefits of an |
investment witht : ng the ane chosen. However, this narrow%‘ﬁé
tong-t :

first place

Factors Influencing Investment Decisions
Qualitative Influences :
These are the stories behind the numbers and refer to quality of information. Ta
business. You have £10 million that you would like to invest in a film. You woule:
good return on your investment. You could earn £1.2 million in a savings accours
maximise you money? E

Perhiaps you would Hke to invest in a film:

Avatar £91m
Titanic £88m

£76m
Jows £70m
The Full Monty £68m
Star Wars £66m
Grease £60m
Toy Story 2 £55m
ET £55m

These are the UK takings alone — not including the rest of the world, Of course t

you might lose your initial investment; for example, in 2011 Uma Thurman’s mog
its first weekend in the UK despite costing over $5 million to make. it just proves
sure investment, all will carry an element of risk or uncertainty. :

Quanititative Factors
These are the numbers behind the stories, There are
Against a backdrop of weak consumer confidenc
businesses need to make decisions ths

uences of numeriy:

lation and then discuss the resuits as yoi
“one table to gather information for analysis. Fore
absenteeis rn may be on two different tables and you may need to m
you can get | r final result, Much like a logic problem you have to look for ¢
together. You will be expected to recommend a decision the case study compan
fenice. Imagine you have to face the finance director tomorrow in a meeting an
Before you meet him/her face to face you better make sure a} your numbers are
reasens to back up your decision.

Yaur job inan exam is t
involve loolg
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- %.7.8 Questions

Knead More plc is a bakery trading across the UK through a variety of retail
Against a backdrop of bread profit margins being sgueezed due to rising wh
considering its options. They would like to increase efficiency rather than i
are looking to also improve their green credentials. They have three choice

Project &:  Investment in more efficient ovens — this would give cost savin

Project B:  Investment in more aerodynamicy s would increase
costs and fossil fuel used
ng at the Glasgow plant, whi

Project € Invesimentina oy
: tion fine — this is to replace old equipmen;

Year 1 3.0 2.0
Year 2 5.2 2.2
Year 3 5.6 2.3

Year 4 5.8

Project B: Aerodynamic Vehicles

Project : New Factory Building

COPYRIGHT
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Year 3 2.9 2.2
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Answers

3.7.1

1. a. Full-page spread in a magazine is tactical because it is a short-term move £t

RIOFe eXPOSUre,

b, Appraisal of customer service is a strategic decision because the company &
processes are at a standard that encourages re iness from consus

Furtherr®svre, if nvais have a mission statement the busmeqs may believe itis ai;

4. Students should show understanding of internal and external influsnces and wi
operational objectives. Examples may include: :

1. Communication: all teams need to be kept updated if the company isto b
2. Competitors: these companies may bring down costs further or even rais
Comfy Bottoms Ltd as a cheap, low-value alternative 5
Unforeseen circumstances: the company's supply may suddenly be cut off &
4. Operations Director: this person may prefer to offer ethical products at the:

w

For strengths, students might mention profitability, quality, reputation, locatior
For weaknesses, students might mention staff turnover, reputation and locatiog,

&

6. &  Another strength might be the reputation that Royal Mail has bulltasatr
#  Ancther weakness might be the fact that it has so hysical location
customers access the services online.

¢  Another opportunity might be the, o

&  Another threat mightber, :

Lc},raﬁon of technology witl
" such as FedEx and DPD, which

1. a.  Co es excludes any of a business’s expenses, instead focusing only o
opening stock plus purchases and its closing stock.
b. Currentassels are assets that have been with a business forless than a yeay

B Ry

2.  a. The supplier may wish to see either the statement of financial position or &
income.

b.  The supplier may wish fo see the statement of financial position in order
liquidity of Pies ‘n” Chips Ltd. The supplier will want to know whether Pleg
rapital to convert into cash when necessary and that the company is not biy
financial commitments.

COPYRIGHT
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3. a. Gearing ratio shows how much of a company’s finances are funded by long:
b.  ROCE {return on capital employed} shows the profitability of an investor

Non-current liabilities

R} =

Capital employed

123,0
237,0

GR for Tomfoolery International Ltd =

GR for Tomfoolery International Ltd = 51.909

b.  With a gearing ratio of 51.90%, Torsfoolery Interpational Ltd is highly ge
position. The company’s leadership needs to consider its expenditure in
on external funding, such as bank loans.
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3.7.3

1.

2.

Z,

3.

4.

3.7.5

1.

g

3

4,

v

Short-term objectives usually reflect the circumstances which a business finds i
objectives are based on where it wishes to be in the future, :

The functional areas of Marks and Spencer could set their objectives as follows:
a.  Marketing objectives - increase its product range, improves product differy
awareness of in-store products and increase online sales. :

Ir.  Operations chjectives - increase capacity and £
¢.  Human relations obiectives - improve ek, skills and produc

ranges.

d. Finance objective - ip vailable by 5% to support the achie

Governs Bitervention can include providing goods and services, subsidies, &
and regulations and implementing economic policies. :

Answers may include negative impacts which mainly centre on increased cost
Students may also write about positive impacts such as: sustainable environme
stability for businesses that rely on specific resources, such as the lobster examy
stakeholders such as employees and the local community who have environmes;

a. Improved living standards; reduction in poverty; more disposable incom
markets; could lead to improved motivation and productivity. ;
b. Increases operating costs, competitiveness could suffer (especially when ¢
to price inflation as higher costs are passed onfo consurers. !

Advantage - strengthens reputation/hrand, easier to attract and retain emplo
tower and it is unlikely the husiness will face prosecution and fines. Disadvan
implementing new legisiation. :

A growing economy putsp
Business costs will }

supplias of goods and services, whic
ppliers start to charge more, which may red

During positive economic growth a business may expand into new markets, devs
actively seek new investment opportunifies.

A non-necessity ttern is not required for a person to survive. Itis presumed to
interest rates reduces the cost of borrowing and possibly could encourage hig
iterns, as these become more affordable either due to the cost of financing for s
because consumers now have a higher level of disposable income.

An increase in interest rates increases the cost of borrowing. 1f a business has
interest this leads to the cost of borrowing increasing, which reduces its profit
known for having enormous stocks of cash so would benefit from higher interes
who have any borrowings could have a lower level of dispazable income, if a gre
go towards covering the costs of their debts. This the demand for Ay
become less affordable. However, due to 1ol image consumers mag
product and decide to reduce thej 5

Hither items.

interes ; : edit available within the country. Fiscal po;
activit ent spending and taxation. ’

Reduce & increased disposable income leading to consumer spending pow
higher level of demand. Reducing corporation tax leads to businesses paving les
This improves their profit margins and may encourage them o go ahead with p
increasing the demand for industrial goods and services, as well requiring more
spending - this leads to greater demand for goods and services, as well as emplo
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3.7.6
1.

3.7.7
1.

Improved features, reliability, quality, distribution networks, standards of liviné
becomes more efficient through the use of technology.

Employees may resist the introduction of new technology, as they do not unde E
They may not have been involved in the decision-making process regarding th
technology because they are fearful they cannot develop the required skills or

Complacency - helieving its brand image was st} o maintain dems
market effectively to understand thet
funds to develop and impleme

who lacked the require

Lish
business, as the market changed aro

the future, changing processes to reduce the COZ pr

CSR -1 s ethos. In the nineteenth century Cadbury provided housing fi
is part of its core value system, as it has always been concerned about the com
always attempted to make a positive contribution to them. Other reason - Fai
Chocolate, has become very successful. Using Fairtrade cocoa allows Cadbury
especially at a time when this market continues to grow. If major rivals like Neg
never be able to recover any market share it loses, if it was not the first one to ag
market leaders. Italso promotes the business in a positive light, which can help:
attracting and retaining customers and employees. This can be a way to bring B
increasing sales. The extent to which this strategy is based on CSR will depend
business and its mission statement. It might be part of its usual CSR strategies as;
values, like Innocent Drinks.

Barriers which may stop new competitors arising in the print newspaper mark :
e The high costs of printing, distributing and advert
e Regulations which newspapers must abide
that might put off venture capitalisis |
e Arguably, brand name and i
one title, to the po" t

{rg in a start-up paper.
strong in this market, with man
wvery day and having a distaste for any o

: sapers face threats from all kinds of substitutes, mostly
In the 3 ze, news is delivered through a variety of forms including webs
such as tphones and tablet computers. The low barriers to entering digit:
substitutes (indirect competitors) abound. Not only are there articles online €
people are getting news delivered in snippets on social media or through Goo
podecasts. Online games and cartoon strips are also a substitute for the puzzle
With low costs and high competition, the digital market is offering an array of pg
substitutes for newspapers, and often free or cheap, although very often of lowe
offers cheap and effective forms of advertising, which will impact on newspapet
response, newspapers ray be forced to adapt - to cut costs, emphasise their US
professional journalism, or take the leap into the digital market and out of print;
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3.7.8
Project A: New Ovens

Project B: Aerody

initial investment Cashin | Cash Out Profit initial investmenté
£3m £6m
Year 1 3.0 2.0 1.0 Year 1
Year 2 5.2 2.2 3.0 Year 2
Year 3 5.6 2.3 ' Year 3
Year 4 58 2. Year 4
10.5

Project O

ding

imtsaigam Cashin | Cash Qut Profit
Year 1 4.7 1.5 2.7
Year 2 7.5 2.0 55
Year 3 3.9 2.2 6.7
Year 4 3.5 2.5 6.4
Profit total 231.3

ARR = Total cash returmn

-~ Initial cost = X

Project A: New Ovens

initiai cost =9
Number of years =4

Project C: New Factory Building

Total profit {cash return) =
21.3

initial cost = 15

Number of years =4

Answers {A01 and AC3) might include:

You would recommend Project C because it has the hig
what else could be done with the money
interest rate at a bank savings accou

basis. So finally, conside
efficiency and mpro

X
no. of vears
Y
initial cost

=Y

Project B: Aerodynd

Total profit {cash re

81 :
initial cost =6 :
Number of years = 4

105-9=15
1.5/4=0.375
0.375 /9% 100 = 4.16%

21.3-15=63
8.3/4= 1575
1.575/15%x100=
10.5%

R percentage. Ho A
qurns e found elsewh
. iennione of these projects should:
if you were to select which one best ri
ritials) with the highest ARR then you should
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