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                WORKBOOK ANSWERS
   AQA AS/A-level Business
   =======================
   Topics 1.1–1.3
   --------------
   This Answers document provides suggestions for some of the possible
   answers that might be given for the questions asked in the workbook.
   They are not exhaustive and other answers may be acceptable, but they
   are intended as a guide to give teachers and students feedback.
   Section 1 What is business?
   1.1 Understanding the nature and purpose of business
   1 2 marks for the definition below, or similar:
   Profit is the surplus enjoyed by a business when sales revenue is
   higher than total costs.
   Or the correct formula: sales revenue – total costs
   2 2 marks for the definition below, or similar:
   Cash flow is the flow of money into and out of a business over a
   period of time.
   3 Points that could be made in this answer include the following:
     * 
       Cash flow can result in a negative closing balance.
     * 
       Cash flow determines the ability to meet day-to-day expenses.
     * 
       If unable to meet expenses, e.g. stock or pay wages, the business
       may not survive as it will have nothing to sell, or no workers to
       produce goods.
     * 
       A business must be liquid (have cash) to survive.
   A good answer will address the relationship and not just talk about
   survival and cash flow in isolation.
   4 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Objectives are the targets that a business wants to achieve within a
   given period of time, normally medium to long term.
   For a start-up business possible benefits may include the following:
     * 
       Provides a clear focus for the entrepreneur.
     * 
       Can be shared with potential investors to show clarity of thought.
     * 
       Provides a target against which progress can be monitored.
   5 B Utility bills
   6 Profit = sales revenue – total costs
   Sales revenue = quantity sold × selling price
   Sales revenue = 4,500 × £32 = £144,000
   Total costs = Fixed costs + total variable costs
   Variable cost per unit = £32 × 0.5 = £16
   Total costs = £40,000 + (£16 × 4,500)
   Total costs = £40,000 + £72,000
   Total costs = £112,000
   Profit = £144,000 - £112,000
   Profit = £32,000
   1.2 Understanding different business forms
   7 2 marks for the definition below, or similar:
   A shareholder is an investor who has provided capital to a company in
   return for a share of the profits.
   8 It can pay a dividend to shareholders.
   It can reinvest into the business.
   9 Unlimited liability means that the owners are personally responsible
   for all the debts of the business, therefore their personal assets,
   e.g. house and car, are at risk. If the business has debts that are
   greater than the business’s assets the owner’s assets will be used to
   pay for them.
   10 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   A sole trader is when a business is owned by just one person.
   Possible disadvantages might include:
     * 
       unlimited liability
     * 
       difficult to share ideas, responsibilities, workload and
       decision-making
     * 
       potential lack of finance
   For a restaurant owner this may mean it is difficult to raise the
   finance to buy all the necessary kitchen equipment and furbish the
   restaurant to a high quality. Many assets are needed to set up a
   restaurant due to the physical nature of the business and therefore
   the owner may experience cash-flow problems with large quantities of
   cash needed to set up the business prior to sales starting to bring
   revenue in.
   11 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   A private limited company (ltd) is owned by shareholders who are known
   to the board of directors, e.g. family and friends.
   A public limited company (plc) is owned by shareholders who are able
   to buy and sell shares openly on a public stock exchange.
   Possible benefits of changing might include:
     * 
       the ability to raise finance through the sale of shares on a stock
       exchange
     * 
       prestige and trust associated with having ‘plc’ after the business
       name
   A fast-growing manufacturing business may need to raise finance to buy
   additional capital equipment such as machinery used in the production
   process. This is likely to be expensive. Therefore by floating on the
   stock exchange there is the opportunity to raise larger amounts of
   additional finance to fund the expansion.
   12 Nationalisation is the change of ownership from the private sector
   to the public sector, i.e. moving a privately owned firm to a
   government-owned firm.
   Possible causes of inefficiency might include:
     * 
       The firm may no longer have profit as a main objective and
       therefore may not focus as much on keeping costs down.
     * 
       Lack of pressure from shareholders.
     * 
       The government objective may be to support an aspect of the
       economy, e.g. create jobs.
   13 D The Highways Agency
   14 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   Nationalisation is the change of ownership from the private sector to
   the public sector, i.e. moving a privately owned firm to a
   government-owned firm.
   Possible benefits to consumers following the nationalisation of a
   utility company might include:
     * 
       lower costs of essential services such as water due to less of a
       profit motive
     * 
       greater subsidies for those most at need, e.g. heating for the
       elderly
     * 
       higher investment in infrastructure, improving services to more
       rural areas
     * 
       improved customer service, e.g. call-out time to fix leaks, due to
       job creation, maybe through apprenticeships
   15 2 marks for the definition below, or similar:
   A dividend is the reward paid to shareholders, in return for their
   investment, from a company’s profits.
   16 The relationship may be positive, i.e. as share price rises so does
   demand. This would occur if speculative investors expected the share
   price to rise further in the future, and read this as an indication of
   strong business performance.
   An alternative response may be:
   The relationship may be negative if investors think that the high
   price indicates that the shares have reached a peak and that the price
   is likely to fall in the future. Demand would therefore fall, pushing
   prices downwards.
   Any reasonable answer will be accepted.
   17 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   The stock exchange is a marketplace where shares of publicly listed
   companies are traded. The share price will fluctuate according to a
   number of variables, including the individual company’s performance,
   speculation on the market as a whole and the state of the economy.
   Possible risks might include:
     * 
       the fact that the pension company is investing other people’s
       money
     * 
       the risk that share value will fall and the customer will not
       receive the forecast return on their investment in the form of
       their pension
     * 
       damage to the pension firm’s reputation as its customers become
       dissatisfied
     * 
       long-term damage to the pension firm as its potential customers
       lose faith in the investment decisions made by the company (which
       they look to for expertise/knowledge)
   18 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   Shares are issued by companies in order to raise capital in return for
   equity (a share) in the business. Public limited companies can sell
   shares to the public by floating (listing) the company on a stock
   exchange, e.g. the London Stock Exchange.
   Possible influences on share prices might include:
     * 
       media coverage of the day’s trading and also of individual
       business performance, which can prompt speculation
     * 
       business performance and actions, e.g. Morrisons agreeing a deal
       with Ocado to launch an online grocery delivery service
     * 
       change in leadership, e.g. the boss of Prudential plc leaving and
       also joining a major competitor
   Analysis requires a well-developed line of argument that is
   effectively applied to the context. For example:
   One possible influence on share prices is the actions of the business.
   Morrisons, which is listed on the FTSE 100, has an objective of
   growth. This was seen by its agreed deal with online retailer Ocado.
   This allowed Morrisons to take advantage of technological changes and
   increase the range of services it offered its existing and potential
   customers. This is important to Morrisons, which competes in the
   supermarket industry where other major firms such as Tesco already
   offered this service. Investors would see this as an opportunity for
   the business to maintain or increase market share as the business is
   seen to be actively responding to changes in the external environment.
   The success of this business decision is evidenced by the increase in
   retail sales in excess of 15% in the first 3 months. Investors would
   see this as a trend likely to continue, increasing demand for
   Morrisons shares. The increase in demand would push share prices
   upwards.
   19 AO1 Knowledge = 5 marks
   AO2 Application = 4 marks
   AO3 Analysis = 6 marks
   AO4 Evaluation = 10 marks
   Market capitalisation is the market value of a public limited company
   calculated as the number of shares issued × current market price.
   Reasons why market capitalisation might be the most important
   objective include the following:
     * 
       Provides a quantifiable value of the business.
     * 
       Allows trends to be tracked over time.
     * 
       Will help the business satisfy the objectives of existing
       shareholders.
     * 
       Will act to attract new investors.
     * 
       Gives a clear indication to other stakeholders, e.g. financial
       institutions, employees and suppliers of the business’s
       performance.
     * 
       Attracts positive media coverage, affecting the business’s image
       in the public eye.
   Reasons why market capitalisation might not be the most important
   objective include the following:
     * 
       Ignores qualitative factors, e.g. ethical and social objectives.
     * 
       May be influenced by external factors outside the control of the
       business and is therefore not a fair indication of performance.
     * 
       May be influenced by the business’s longer-term plans that result
       in a fall in market capitalisation in the short run, as money is
       being reinvested rather than paying dividends affecting current
       share prices.
   Overall:
     * 
       Market capitalisation is determined by the large plc’s corporate
       objective, e.g. is it one of growth in the longer term or
       maximising shareholder returns in the short run?
     * 
       From whose perspective are we looking? There is potential for
       stakeholder conflict, e.g. management v shareholders.
     * 
       Are strategic decisions affecting the market capitalisation? For
       example, a strategy of diversification which is seen as high risk
       may affect the value now but lead to greater gains in the future.
     * 
       Are there any ‘shocks’ that have influenced the value, e.g. loss
       of a leader?
   1.3 Understanding that businesses operate within an external
   environment
   20 2 marks for the definition below, or similar:
   Demographic factors are ones that influence the defining
   characteristics of the population, including age, gender and ethnic
   background.
   21 2 marks for the definition below, or similar:
   Fair trade involves paying a fair price to suppliers of goods and
   services from less developed countries.
   22 D Business costs fall, consumer demand rises.
   23 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   AO3 Analysis = 2 marks
   Interest rates are the cost of borrowing or the reward for saving.
   Possible ways in which a chain of travel agents may be affected
   include the following:
     * 
       Customers looking to book holidays by paying on credit cards may
       be deterred.
     * 
       Customers may prefer to leave their money in savings rather than
       spend it on luxuries such as holidays.
     * 
       If the travel agent has raised finance through debts then the cost
       of interest repayments will rise.
   Analysis requires a chain of argument to explain cause and effect. For
   example:
   Customers may see that the reward for saving has gone up. They will
   therefore opt to leave their money in the bank rather than spending it
   on luxuries such as holidays. This will result in a fall in demand for
   the travel agent. The travel agent will therefore need to look at how
   it can encourage consumer spending, maybe by offering lower prices.
   This is likely to result in a fall in profit margins overall.
   24 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   Demographic factors will affect the defining characteristics of the
   population. Public sector organisations are owned by the government.
   Possible ways in which a public sector organisation may be affected
   include the following:
     * 
       An ageing population may put increased pressure on the UK.
     * 
       Increased immigration will put greater demand on housing and
       education.
   Analysis requires a chain of argument to explain cause and effect. For
   example:
   As healthcare improves more people are living longer, resulting in the
   UK having an ageing population. This will put increasing pressure on
   the NHS to care for the elderly, many of whom will depend upon the
   state to care for them. This creates an imbalance for the NHS as funds
   are cut yet demand increases. As a public sector organisation it will
   therefore be forced to look at ways of increasing efficiencies or
   slimlining provision in order to be able to balance its budgets. This
   will increase pressure on the resources, including employees and
   physical resources such as beds. Ultimately this could lead to failure
   to meet targets, e.g. waiting times.
   Section 2 Managers, leadership and decision-making
   2.1 Understanding managers, leadership and decision-making
   1 2 marks for the definition below, or similar:
   Labour turnover is a measure of the number of staff leaving in a given
   time period as a percentage of the average number of staff.
   2 Managers are those people with responsibility for the day-to-day
   running of a business and the decisions made to help drive a business
   towards achieving its objectives.
   Possible reasons why managers should review the business performance
   against the set objectives might include:
     * 
       to track whether the business is heading in the right direction
     * 
       to reward employees contributing towards the success
     * 
       to identify areas of concern and take corrective action
     * 
       to monitor whether the objectives are still the right ones for the
       business
     * 
       to remind themselves and all employees of the objectives and
       progress towards them
   3 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Managers are those people with responsibility for the day-to-day
   running of a business and the decisions made to help drive a business
   towards achieving its objectives. Financial data can be defined as
   quantifiable information about the progress of a business towards
   achieving its financial objectives, e.g. profit and cash flow.
   For a restaurant manager, possible uses might include:
     * 
       to identify revenue to see whether the restaurant is making
       sufficient sales and where sales are coming from, e.g. food or
       drink
     * 
       to calculate profits to see whether these are sufficient or
       whether actions need to be taken to reduce costs, e.g. to change
       suppliers of ingredients
     * 
       to assess whether the business is forecast to have sufficient cash
       flow to pay the wages of staff, e.g. chefs, and continue to buy
       ingredients, or otherwise to arrange an overdraft
   4 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Managers are those people with responsibility for the day-to-day
   running of a business and the decisions made to help drive a business
   towards achieving its objectives.
   Possible roles of a branch manager in a chain of fashion retailers
   might include:
     * 
       analysing data to identify areas of strong or weak performance,
       e.g. what lines are selling well or which branches are performing
       well
     * 
       leading colleagues by setting sales targets for sales assistants
     * 
       making decisions regarding ways to increase sales, e.g. window
       displays or point of sales promotions
   5 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   Leadership style is the approach a leader takes when communicating
   with and interacting with subordinates.
   Reasons why leadership style might be the most important factor
   include the following:
     * 
       A leader could communicate the reasons and the need for the
       change, creating a sense of trust.
     * 
       Leaders could get key members of staff on board to help support
       all employees during the change.
     * 
       Leaders will influence the attitude of all employees and affect
       whether they will adapt to or be reluctant to change:
     * 
       A paternalistic leader would explain the change and what it means
       to individuals, thereby reducing fear, e.g. longer-term job
       security.
     * 
       A democratic leader would consult before making decisions,
       reducing resistance to change.
     * 
       An autocratic leader would just inform employees, making it harder
       to implement the changes successfully.
   Reasons why leadership style might not be the most important factor
   include the following:
     * 
       The success could be measured in terms of financial outcomes and
       would therefore depend upon the stock market’s attitudes and
       responses to the flotation, e.g. the market capitalisation.
     * 
       It is natural behaviour for employees to resist change, regardless
       of leadership style. This is partially due to fear and protecting
       their self-interest.
   Overall, whether or not leadership style is the most important factor
   will depend on:
     * 
       how controversial the changes are
     * 
       how the changes are communicated
     * 
       what success criteria are associated with the change
   6 2 marks for the definition below, or similar:
   A subordinate is an employee lower down the hierarchy who reports to a
   manager or supervisor above them in the hierarchy.
   7 2 marks for the definition below, or similar:
   Manager-centred leadership is where the central focus of
   decision-making and authority is held by the manager, i.e. managers
   make decisions and inform subordinates.
   8 2 marks for the definition below, or similar:
   Subordinate-centred leadership is where there is a focus towards
   subordinate involvement in decision-making and responsibility is
   passed down the hierarchy, i.e. managers permit employees to have
   greater autonomy.
   9 A soft HRM is one where employees are treated as a valued aspect of
   the business, to be nurtured and involved in decision-making for the
   good of both parties. A hard HRM takes a more autocratic approach to
   management, keeping decision-making more centralised and treating
   employees as an asset that is there primarily to benefit the firm.
   10 A Autocratic
   11 C Low concern for people, low concern for production
   12 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   AO3 Analysis = 2 marks
   A middle-of-the-road style of leadership means that the manager has
   equal degrees of concern for the people and the production outcomes.
   Possible benefits to a manager of a small firm of estate agents might
   include the following:
     * 
       Can give employees some autonomy (e.g. when carrying out house
       viewings) while also setting targets to improve performance (e.g.
       views to sales conversion rates).
     * 
       Sales staff will be motivated by some elements of concern while
       standards can also be set that need to be adhered to.
   Analysis requires a chain of argument to explain cause and effect,
   such as the following:
   One benefit is that managers can set targets for employees to achieve,
   e.g. a set number of viewings, while allowing employees a degree of
   freedom in how they carry out their jobs to achieve these targets.
   This will lead to greater motivation of employees as they can work
   with a degree of autonomy. This will lead to greater job satisfaction
   and therefore a more natural approach when dealing with customers.
   This is likely to help the individuals achieve their targets. This
   will allow each employee to contribute towards the firm as a whole by
   achieving targets, e.g. monthly sales revenue.
   13 AO1 Knowledge = 5 marks
   AO2 Application = 4 marks
   AO3 Analysis = 6 marks
   AO4 Evaluation = 10 marks
   Concern over production is when managers have greater concern over
   production output than they do over people. The Blake–Mouton grid
   would label the extreme of this as (9,1), a ‘produce or perish’ style
   of management.
   Reasons why concern over production might be more important than
   concern over people for a manufacturing firm looking to maximise
   profits include the following:
     * 
       A firm in the secondary sector is likely to look to maximise
       output in order to achieve profits.
     * 
       The firm may want to operate at high capacity utilisation, meaning
       a hard HRM approach is more appropriate to maximise labour
       productivity.
     * 
       Employees are not in direct contact with customers and are
       therefore more likely to be treated as peripheral workers.
     * 
       Maximising output while minimising costs can be achieved through a
       ‘produce or perish’ style of management, allowing the firm to
       maximise profits.
   Reasons why concern over production might not be more important than
   concern over people for a manufacturing firm looking to maximise
   profits include the following:
     * 
       Employees may become demotivated, leading to a fall in quality and
       hence an increase in waste, thus increasing costs.
     * 
       Employees may become demotivated, leading to a fall in quality and
       damaging the firm’s reputation, leading to a fall in sales.
     * 
       Low concern for employees might result in high labour turnover,
       forcing recruitment and training costs up and thereby having a
       negative effect on profits.
     * 
       The reputation of the firm may be damaged, leading to customers
       not wanting to buy from them, especially if the low concern for
       employees results in media attention, e.g. strike action being
       reported in the press.
     * 
       Social and ethical objectives may be compromised, losing customer
       loyalty.
   Overall, whether or not concern over production might be more
   important than concern over people depends on:
     * 
       how important the workforce is, e.g. is the manufacturer labour or
       capital intensive?
     * 
       the availability of the workforce — are employees likely to leave
       as a result of low concern or will they stay regardless due to a
       lack of alternative jobs?
     * 
       the fact that employees who are motivated by pay may appreciate
       concern for production if this is linked to a piece rate payment
       system (Taylor)
   2.2 Understanding management decision-making
   14 One example of a tactical decision could be which items to place
   close to the cash register to encourage impulse purchases.
   15 One example of a strategic decision could be where to locate within
   a town or village.
   16 Strategic decisions are medium- to long-term decisions that are
   designed to lead a business towards achieving its objectives. These
   are normally big decisions that, once made, are difficult to reverse.
   The size of these decisions, e.g. where to locate, whether to be
   capital-intensive, launch of new products or entering new markets,
   make these resource-heavy. They therefore require investment in terms
   of the time of management, but also financial investment, e.g.to buy
   new machinery, close one site and buy another site, invest in R&D.
   Therefore they tend to require a heavy investment of both time and
   money.
   17 A scientific approach to decision-making is one based on facts and
   figures to ensure a more informed decision-making process.
   Possible benefits might include the following:
     * 
       A more informed decision can be made, backed by data.
     * 
       It is easier to support and share the decision as it is backed by
       data, not just intuition.
     * 
       If it goes wrong it is possible to justify why the decision was
       made in the first place.
     * 
       It encourages a more thorough weighing-up of the options before
       making a decision.
     * 
       All parties are provided with information to help encourage a
       well-thought-out decision.
   18
   
   Website
   High success:
   £12,000 × 0.7 = £8,400
   Low success:
   Probability = 1 – 0.7 = 0.3
   £5,000 × 0.3 = £1,500
   £8,400 + £1,500 = £9,900
   Cost of website = £4,000
   £9,900 – £4,000 = £5,900
   Local shop
   High success:
   £20,000 × 0.4 = £8,000
   Low success:
   Probability = 1 – 0.4 = 0.6
   £2,000 × 0.6 = £1,200
   £8,000 + £1,200 = £9,200
   Cost of local shop = £1,000
   £9,200 – £1,000 = £8,200
   Therefore selling cards through local independent stores is better.
   19 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Decision trees are a quantifiable technique that aids managers in the
   decision-making process. They weigh up the potential financial outcome
   of each option against the probability of that outcome in order to
   calculate the net expected value of each option.
   Possible advantages include:
     * 
       Diagrammatic representation of the options will allow Moira, who
       may lack experience, to weigh up both options.
     * 
       It encourages a scientific approach rather than one based on
       intuition where a new entrepreneur may be influenced more by
       personal preference, e.g. currently selling through gift fairs.
   20 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Resource constraints are experienced when a lack of resources,
   including finance and human resources, presents an obstacle to a
   decision being implemented.
   Resource constraints faced by a printing company when deciding to
   introduce new technology may include:
     * 
       lack of finances to buy new printing machinery, which is likely to
       be expensive
     * 
       lack of skills to use new technologies
   2.3 Understanding the role and importance of stakeholders
   21 2 marks for the definition below, or similar:
   Stakeholder mapping is a technique used to help inform decision-making
   by analysing the position of a stakeholder based on their power and
   level of interest.
   22 Stakeholder mapping will indicate to a manager the degree to which
   each stakeholder group should be involved in and allowed to influence
   a decision. This is likely to reduce opposition to decisions as the
   opinions of the stakeholders with the highest degree of power and
   interest will have been factored into the decision-making process.
   23 The power of workers will be influenced by a number of factors that
   can change over time. These might include:
     * 
       the level of trade union membership
     * 
       the cost and availability of substitute (replacement) workers
     * 
       the level of dependency on workers to meet demand
   It is important that the needs of the stakeholders are considered when
   making business decisions. It is difficult to make decisions that will
   please all of the stakeholders, however, and therefore stakeholder
   conflict may arise.
   24 2 marks for the definition below, or similar:
   Stakeholder conflict is when there is a disharmony between the
   objectives of groups of people with an interest in the business’s
   activities.
   25 Both parties will have an objective to maximise their own gains.
   Employees may therefore want to improve pay and working conditions,
   which would add to the costs of the business. The investors, however,
   will wish to maximise profits in order to increase the return on their
   investment. They will therefore want to reduce costs, which may
   conflict with the workers.
   26 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   Stakeholders are those people or groups with an interest in the
   activities of a business. These include employees, investors,
   suppliers and the community. Conflict occurs when there is a
   disharmony between the objectives of groups of people with an interest
   in the business’s activities.
   Reasons why stakeholder conflict might be inevitable could include the
   following:
     * 
       Leaders, including CEO O’Leary, will have an objective of growth
       but this may conflict with employees as the move to long haul will
       affect their hours and working conditions, leading to conflict.
     * 
       Investors will have an objective to maximise return on their
       investment but even with one stakeholder group there may be
       conflict, depending upon individual objectives. This investment in
       new planes will require heavy expenditure and may mean investors
       have to wait to see a return. There will therefore be conflict
       between those with a short-term objective and those with a
       long-term objective.
     * 
       The suppliers who manufacture the long-haul planes will want to
       charge as a high a price as possible in order to meet their own
       profit objectives, whereas the management at Ryanair will also
       have an objective of profit and want to minimise the price they
       pay, leading to potential conflict.
   Reasons why stakeholder conflict might not be inevitable could include
   the following:
     * 
       Workers, especially if consulted, might see the change as a good
       thing that enhances their experience and career prospects by
       moving into long-haul flights, hence there will not be a conflict
       between management and employees.
     * 
       The community may see the expansion as creating greater employment
       in the area from Ryanair itself, but also as supporting services
       if the number of passengers is increasing. They may therefore
       support the strategy, showing both stakeholders can achieve their
       objectives without conflict.
   Overall:
     * 
       It depends upon how the changes are implemented, e.g. are workers
       consulted or informed?
     * 
       The extent of any conflict will be influenced by the relative
       interest and power of different stakeholder groups.
   Section 3 Decision-making to improve marketing performance
   3.1 Setting marketing objectives
   1
   
   2 2,070 units = 115%
   Therefore 2,070/115 = 18
   18 units = 1%
   18 × 100 = 1,800 units
   Sales volume last year = 1,800 units
   3 Sales value = 2,070 units × £25 = £51,750
   4 Market share = Business A sales/whole market sales × 100
   2,070/30,000 × 100
   Market share of Business A = 6.9%
   5 30,000 × 1.05 = 31,500 units
   6 Business A market share = 6.9%
   Market size = 31,500
   31,500 × 0.069 = 2,174 (rounded up)
   Selling price = £25 minus 1%
   £25 × 0.99 = £24.75
   2,174 units × £24.75 = £53,806.50
   7 Sales value this year = £51,750
   Sales value next year = £53,806.50
   (£51,750 – £53,806.50) × 100 = 3.97%
   £51,750
   3.2 Understanding markets and customers
   8 Primary market research is collected first hand for the specific
   needs of the business and is therefore likely to be more useful to
   inform the precise decisions that the business is having to make.
   9 Secondary market research involves the use of data that already
   exist and have therefore probably been compiled by an expert on a
   larger scale than primary research. The accuracy of the data is
   therefore likely to be greater, making the decision-making process
   more reliable.
   10 Quantitative data will provide the business with statistical
   information that will help inform decision-making. It will not,
   however, provide an explanation as to why consumers are likely to
   behave in a particular way. The qualitative data can support this by
   providing an insight into human behaviour and opinions. The business
   will therefore be better informed if using both qualitative and
   quantitative data.
   11 Sampling is selecting a proportion of the whole population as
   representative when carrying out market research.
   One factor influencing the value of sampling is the sample size. If
   the size is too small then the research findings will not be
   sufficient to provide the researcher with confidence regarding the
   accuracy of their results.
   12 a A negative correlation is when the variables have an inverse
   relationship, i.e. as one goes up the other goes down:
   
   The diagram shows that as the advertising expenditure of a competitor
   goes up the sales of company A go down, hence zero correlation.
   b Zero correlation is when there is no clear relationship between two
   variables:
   
   The diagram shows that there is no clear relationship between sale of
   newspapers and advertising expenditure at Heinz. The two factors are
   not related, hence a negative correlation.
   13 2 marks for the definition below, or similar:
   Confidence intervals provide a range within which the researcher will
   be confident that the outcomes lie.
   14 2 marks for the definition below, or similar:
   Extrapolation means extending a trend into the future based upon past
   data.
   15 D A weak negative correlation
   16 AO1 Knowledge = 3 marks (including 1 for diagram)
   AO2 Application = 3 marks (including 1 for diagram)
   Market mapping is the ranking of products or business according to
   predetermined criteria, e.g. price and specialism.
   
   An entrepreneur could identify the degree of competition amongst
   existing coffee shops to help identify where there is a gap in the
   market. For example, the entrepreneur might find the market is
   saturated with high-price chains — such as Starbucks or Nero — that
   offer a range of goods, but that there is no one specialising just in
   the sale of coffee.
   17 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   Correlation is the relationship between two variables. It can be
   positive, negative or zero.
   A digital magazine may look to see if there is a correlation between
   downloads and any other variable. For example, is there a positive
   correlation between a particular type of feature — maybe live
   interviews and sales — or a negative correlation between the amount of
   space given over to advertising and sales?
   18 Price inelastic demand is when a change in price leads to a less
   than proportional change in demand, for example if a business were to
   raise selling price by 5% but demand fell by less than 5%, e.g. 3%.
   19 A YED of +1.5 means that the demand has a positive income
   elasticity of demand. This means that a change in income will lead to
   a more than proportional change in demand, in the same direction. For
   example, a 5% increase in income could lead to a 7% increase in demand.
   20 A PED of –1.5 means that the demand is price elastic. This means a
   change in price will lead to a more than proportional change in
   demand, in the opposite direction. For example, a 5% increase in price
   could lead to a 10% fall in demand.
   21 An understanding of PED will help a marketing manager know what the
   impact of a change in price will be on demand and therefore revenue.
   If PED is elastic and a decision is made to lower price, demand will
   go up by a greater proportion than the fall in demand, and therefore
   revenue will increase.
   22 B If income rises by 1%, demand will fall by less than 1%.
   23 A Demand will go up by 7.5%.
   24 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Price elasticity of demand (PED) measures how sensitive quantity
   demanded is to changes in price.
   Possible uses to a bed and breakfast venture could include the
   following:
     * 
       An understanding of how the PED varies at different times of year
       can help the entrepreneur set peak and off-peak tariffs.
     * 
       It will help the entrepreneur to decide on the best price to set
       to maximise capacity utilisation, i.e. sell all rooms.
   25 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   Price elasticity of demand (PED) measures how sensitive quantity
   demanded is to changes in price.
   Possible reasons why the PED of a bed and breakfast venture will vary
   at different points in time might include:
     * 
       High demand during peak seasons, e.g. the summer months, will mean
       many businesses will be operating at or close to full capacity,
       therefore a lack of alternatives will reduce the elasticity of
       demand.
     * 
       During a period of economic downturn consumers may be more
       sensitive to price changes.
   26 The price of a large-letter first-class stamp was 93p.
   2p/93p × 100 = 2.2% (rounded up).
   27 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   Ofcom is an independent organisation with a remit to regulate the
   communications industry. One of its key criteria will be to stop
   consumers from being exploited.
   Possible reasons why Ofcom may have decided to cap the cost of a
   second-class stamp might include:
     * 
       to protect individuals from being exploited as, despite increased
       use of e-mail, there is no substitute for Royal Mail for the
       delivery of letters (there are a larger number of alternatives for
       parcel deliveries)
     * 
       to protect business, including SMEs from being exploited, as they
       may rely on Royal Mail for delivery of letters to customers and if
       the prices were not capped they may see a sharp rise in costs
   28 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   Price inelastic demand is when a change in price leads to a less than
   proportional change in demand.
   Income inelastic demand is when a change in income leads to a less
   than proportional change in demand.
   Possible arguments as to why postage stamps are both price and income
   inelastic might include the following:
     * 
       There is a lack of direct substitutes, so even if prices go up
       there is likely still to be demand, e.g. a customer wanting to
       send a greeting card will still be willing to pay the higher
       price.
     * 
       Some postage may be seen as necessary, therefore even if income
       falls there would still be demand, e.g. payment of a bill.
     * 
       It may take time for consumers to switch to alternative forms such
       as e-mails or online payments, so in the short term the demand
       will stay inelastic.
     * 
       It is unlikely that if prices went up or incomes rose consumers
       would suddenly find they wanted to send more letters — there is no
       real clear correlation.
   Possible arguments as to why postage stamps are not both price and
   income inelastic might include the following:
     * 
       There is an increase in the number of alternatives, such as
       e-mails to send information and even greeting cards, online
       payment options and online banking, therefore consumers can switch
       if prices rise.
     * 
       If incomes fell as a result of job losses, this might actually see
       an increase in demand as the unemployed send job applications and
       CVs by post looking for new jobs.
   Overall:
     * 
       It depends on the size of the changes in price and income.
     * 
       It will be influenced by how willing consumers are to switch to
       alternatives — some may prefer traditional methods and fear new
       technology.
     * 
       The availability of alternatives will change over time.
   3.3 Making marketing decisions: segmentation, targeting, positioning
   29 2 marks for the definition below, or similar:
   Socioeconomic groups are groups with similar characteristics; market
   segmentation splits the market into target socioeconomic groups.
   30 A mass market targets a wide number of people without segmenting
   them, whereas a niche market is a smaller market that has identifiable
   characteristics in terms of specific needs and wants.
   31 Market mapping is the ranking of products or business according to
   predetermined criteria, e.g. price and convenience.
   Market mapping would help a business understand where its business
   sits and therefore what the perception is of the consumer. The
   business could then adapt its marketing activities accordingly to
   ensure it meets the needs and expectations of these consumers.
   32 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   AO3 Analysis = 2 marks
   The STP process involves:
     * 
       segmenting the market by identifying groups of potential customers
       with similar characteristics
     * 
       targeting the market by deciding which segment to focus on
     * 
       positioning the business by developing or adapting the market mix
       to appeal to that segment
   Possible ways in which a travel agent, with a marketing objective of
   increasing market share, might use the STP process include:
     * 
       segmenting the market to identify categories of holidaymakers and
       then deciding on a specific group, for example older couples with
       high disposable incomes
     * 
       adapting the business offering by launching an additional service
       aimed at this segment to bring in more bookings from this group
   Analysis requires a chain of argument to explain cause and effect, for
   example:
   A travel agent may segment customers by types and through market
   mapping identify a specific subgroup of customer that does not
   currently book with them. For example, customers may perceive the
   travel agent to specialise in low-cost family holidays. The travel
   agent could identify the opportunity to target elderly couples with
   high disposable incomes. They could then adapt their offerings to
   attract
   these customers, e.g. advertising in home and garden magazines,
   employing a cruise specialist or promoting luxury hotels in the
   window. This would bring in a new type of customer, allowing the
   business to achieve its objective of increasing market share.
   33 AO1 Knowledge = 5 marks
   AO2 Application = 4 marks
   AO3 Analysis = 6 marks
   AO4 Evaluation = 10 marks
   The STP process involves:
     * 
       segmenting the market by identifying groups of potential customers
       with similar characteristics
     * 
       targeting the market by deciding which segment to focus on
     * 
       positioning the business by developing or adapting the market mix
       to appeal to that segment
   Market research is the gathering of information to help inform
   decision-making. Reasons why the quality of market research carried
   out does determine the value of the process of segmentation, targeting
   and positioning to a new business might include the following:
     * 
       Market research will determine how accurately the segments are
       identified and therefore the firm’s ability to identify potential
       groups. The better the research:
     * 
       the more detailed will be the firm’s understanding of the
       characteristics and behaviours of these groups (qualitative data)
     * 
       the more accurate will be the firm’s understanding about the size
       of the segment (quantitative data)
     * 
       Market research informs the firm about which segment to target; if
       the sample is biased, wrong decisions may be made.
     * 
       An understanding of the market will be used to inform all
       decisions regarding changes to marketing activities, e.g. the
       price customers are willing to pay.
     * 
       A new business may lack previous knowledge and market experience
       and therefore is more likely to rely on market research findings.
   Reasons why the quality of market research carried out does determine
   the value of the process of segmentation, targeting and positioning to
   a new business might include the following:
     * 
       The entrepreneur behind the new business may have a wealth of
       previous experience in the market and therefore be able to rely on
       intuition.
     * 
       However good the quality of the research, it is still difficult to
       predict accurately future actions.
     * 
       Market research cannot take into account unexpected changes to the
       external environment, e.g. economic changes.
   Overall, it depends on:
     * 
       how dynamic the market and external environment is
     * 
       the amount of experience the entrepreneur behind the new business
       has
     * 
       the degree of information required and the importance of the STP
       process — are they entering a niche or a mass market?
   3.4 Making marketing decisions: using the marketing mix
   34 All 7 correct = 3 marks
   4–6 correct = 2 marks
   2–3 correct = 1 mark
   0 or 1 correct = 0 marks
   Product, Price, Place, Promotion, Process, People, Physical
   environment
   35 The marketing mix is the combination of the 7Ps of marketing, which
   act together to influence consumers’ spending decisions.
   It is important that the elements complement each other in order to
   portray a consistent message to the consumer and avoid confusion. For
   example, a consumer may expect a quality product to be associated with
   a premium price, sold in an upmarket store where the physical
   environment is aesthetically pleasing and staff offer a high level of
   customer service. Therefore the message being communicated is clear.
   36 The following are examples, but any reasonable response will be
   accepted.
   a Convenience (everyday items that the consumer wants to be able to
   purchase quickly without a great deal of time comparing the key
   features, e.g. groceries): Place.
   Customers want to be able to buy the products quickly and therefore
   the place is the most important, as this will determine how accessible
   the goods are, e.g. a corner shop.
   b Shopping (the customer spends time choosing which items to buy,
   weighing up key features such as product features and price, e.g.
   clothes): Physical environment.
   Customers will visit a range of retailers and weigh up the strengths
   and weaknesses of a variety of goods. However, the physical
   environment that attracts the customer more is likely to be the one
   where they spend more time, are comfortable and therefore more likely
   to complete a transaction.
   c Speciality (more unusual or one-off purchases where the consumer
   will be keen to ensure they make the right choice, e.g. designer
   sunglasses or a wedding dress): Product.
   Customers will spend time looking at a range of goods but ultimately
   it is likely to be the features and functions of the actual product
   itself that persuades the customer, as this is likely to be a purchase
   that has an element of emotion attached to it.
   37 2 marks each for the definitions below, or similar:
   a
   A problem child is one that has potential because it exists in a
   market with high growth but is currently failing to meet that
   potential, characterised by low market share.
   b A star is a product that has high market share in a growing market.
   It is therefore effectively generating revenues for the business and
   will continue to do so for the foreseeable future.
   c A cash cow is an established business that generates revenue for a
   business as, despite the market being stagnant with low growth, the
   cash cow enjoys high market share.
   d A dog is a product that is in the decline stage of its life cycle.
   The market is no longer growing and it has low market share.
   38 A dog is a product that is in the decline stage of its life cycle.
   The market is no longer growing and it has low market share.
   A dog will no longer be generating sufficient sales to ensure revenues
   are exceeding costs. It is likely, therefore, that it is having a
   negative impact on profits. The business will know that the market is
   no longer growing and therefore investing any further in the product
   is likely to be futile. The business is therefore most likely to
   remove this product from its portfolio.
   39 2 marks for the definition below, or similar:
   A balanced product portfolio is when a business has a range of
   products spread across different stages of the product life cycle
   and/or Boston matrix.
   40 New product development occurs prior to the launch stage of the
   product life cycle. At this point there is heavy investment in R&D but
   no revenue from sales and there is therefore a risk that the business
   may experience cash-flow problems. The costs of R&D should be
   recuperated following the successful launch of the product and as
   sales grow. There is no guarantee that the product will be successful,
   however, and it may fail to reach the growth and maturity stages of
   the product life cycle.
   41 Product life cycle is the stages a product goes through from
   conception through to it being launched on the market, then growing
   and reaching maturity before going into decline.
   A business would want to have products at different stages in order to
   balance the flow of cash into and out of the business and also to keep
   up to date with trends.
   Revenue generated from products at the maturity stage can be used to
   invest in R&D of new products. This will mean that by the time the
   mature products have gone into decline the new products are ready to
   be launched, giving some consistency to revenue flows.
   42 A product at the launch stage of the product life cycle is likely
   to be a problem child. The business has launched it as the market may
   be growing, but it has yet to become established. Similarities can
   also be made between rising stars, which are experiencing high market
   growth, and the growth stage of the product life cycle. By the time a
   product reaches maturity it has hopefully become a cash cow and the
   business may use extension strategies to maintain this stage.
   Eventually, when the product goes into decline it can be equated to a
   dog, with low market share in a low-growth market. The two models are
   not mirror images but similarities can be seen.
   43 Product life cycle is the stages a product goes through from
   conception through to it being launched on the market, then growing
   and reaching maturity before going into decline.
   A short product life cycle is when a product reaches maturity quickly
   and then continues to decline quickly. The line on the diagram is much
   steeper.
   With a long product life cycle the line will be flatter, with the
   product taking longer to reach maturity, longer at maturity and
   declining slower.
   Possible points may include the following:
     * 
       Fad products gain and lose popularity quickly.
     * 
       Fast-moving industries, e.g. technology, experience new products
       coming onto the market regularly. Therefore new products have to
       be able to recoup R&D costs quickly by rapid growth. Once a new
       product is launched, however, its time at maturity is likely to be
       relatively short and the decline rapid.
     * 
       Fashionable products may enjoy a rapid growth and prolonged
       maturity, while they are in fashion, but once trends change the
       decline will be rapid.
     * 
       Products that become part of a norm or have high brand loyalty may
       enjoy a long product life cycle.
   44 C Market share low, market growth low
   45 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   An extension strategy is an action taken by a business to extend the
   maturity stage of a product’s life cycle.
   For a manufacturer of energy drinks, uses may include:
     * 
       to extend the popularity of a drink by bringing out new flavours
       or improved functionality, e.g. better hydration, longer-lasting
       energy boost
     * 
       to stop an established brand from going into decline by keeping up
       to date and reflecting current trends, e.g. increasing interest in
       cycling or a major sporting event
   46 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   The Boston matrix is a tool used to analyse a business’s product
   portfolio by categorising each product based upon whether it has high
   or low market share and market growth.
   Possible uses of the Boston matrix to Sony might include the
   following:
     * 
       Sony has a diverse range of products that could be analysed using
       the matrix, giving them a better understanding of their strengths
       and weaknesses.
     * 
       Sony operates in a highly competitive market. It could analyse the
       position of its products in relation to competition, giving a
       greater understanding of the bigger picture within the electronics
       market.
     * 
       The Boston matrix will help Sony look at trends in a fast-moving
       industry to see what new products are being launched and marketed
       and which ones are in decline.
   Analysis requires a chain of argument to explain cause and effect. For
   example:
   Sony operates in a highly competitive market. It is therefore
   important to keep ahead of trends in order to be informed on new
   product development. The Boston matrix will enable Sony to see which
   products competitors such as Apple are investing heavily in and which
   they are removing from their portfolio. This will help Sony to
   understand the strengths and weaknesses of its own portfolio,
   potentially highlighting where the marketing budget and also the R&D
   budget should be targeted.
   47 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   A balanced product portfolio is when a business has a range of
   products spread across different stages of the product life cycle
   and/or the Boston matrix.
   Possible reasons why having a balanced product portfolio is crucial to
   the long-term success of Sony might include the following:
     * 
       There is a fast-changing market so it is important to maintain
       some consistency in sales revenue by having new products being
       launched to stay ahead with trends as old products become
       obsolete.
     * 
       Investment in R&D is crucial to long-term success, therefore
       finance from cash cows is crucial to cross-subsidise the growth
       and development of a problem child.
     * 
       Sony operates in a highly competitive market, therefore a balanced
       portfolio is crucial to satisfying a wide range of consumer needs
       and thereby maintaining market share.
   Possible reasons why having a balanced product portfolio is not
   crucial to the long-term success of Sony might include the following:
     * 
       Concentrating on a specific area of expertise could help Sony be
       cutting edge and allow it to be market leader rather than
       spreading its efforts too thinly. For example, Sony was well known
       for Walkman and PlayStation.
     * 
       Investment in too many areas can be seen as high-risk and if
       moving into a new market, success is not guaranteed due to a lack
       of knowledge.
     * 
       It may dilute a brand.
   Overall:
     * 
       How good Sony is at both market research and R&D influences its
       ability to be successful with a range of products.
     * 
       What is Sony’s objective and hence criteria for long-term success?
     * 
       Would Sony be better concentrating on building brand and
       reputation for a narrower range of goods where it has expertise
       and can gain first-mover advantage?
   48 2 marks for the definition below, or similar:
   An early adopter is a type of consumer who is willing to pay a high
   price when a product is launched in order to be one of the first
   people to own it.
   49 Fixed costs per unit = £3,000/2,000 units = £1.50
   Total costs per unit = fixed costs per unit + variable costs per unit
   £1.50 + £1.50 = £3.00
   £3.00 × 1.75 = £5.25
   50 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Price skimming involves setting a high price when a product is
   launched onto the market to attract early adopters. The price is then
   lowered at a later point to attract increased market share.
   Possible benefits to an electronics manufacturer might include:
     * 
       The costs of R&D will be recovered more quickly by selling at a
       high price when first launched.
     * 
       Early adopters will be attracted when bringing an innovative
       electronic product to the market.
   51 2 marks for the definition below, or similar:
   Branding is the establishment of a recognised name that consumers
   learn to associate with a consistent level of quality and
   satisfaction.
   52 2 marks for the definition below, or similar:
   Viral marketing is a promotional technique that relies on consumers
   using social media and other web-based methods to share an advertising
   campaign in order for it to reach a wide potential audience.
   53 Promotional activities are the range of actions taken by a business
   in order to attract, inform and persuade existing and potential
   consumers.
   Businesses might use a range of promotional activities for the
   following reasons:
     * 
       Different methods appeal to different consumers, e.g. viral
       marketing to attract younger consumers and traditional advertising
       to attract older customers.
     * 
       Using a variety of methods can serve to support the message being
       conveyed, i.e. the customer is targeted from a range of angles.
     * 
       Methods may perform different but complementary functions, e.g.
       attention, interest, desire, action (AIDA).
   54 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   AO3 Analysis = 2 marks
   Branding is the establishment of a recognised name that consumers
   learn to associate with a consistent level of quality and
   satisfaction.
   Possible benefits to a fashion retailer may include the following:
     * 
       The use of a recognised brand logo on items of clothing, e.g.
       Superdry, adds value.
     * 
       Advertising economies of scale from the ability to promote the
       brand, e.g. Nike, rather than individual products from within the
       portfolio, e.g. jeans, jackets, t-shirts.
   Analysis requires a logical chain of argument to explain cause and
   effect. For example:
   Branding will allow a fashion retailer to make its clothing range,
   e.g. hoodies and t-shirts, stand out from the competitors through the
   use of a recognised logo. Consumers will associate this with a quality
   product, e.g. Jack Wills, and this will therefore add value. As a
   result, the younger target market of 14–24-year-olds will be willing
   to pay a premium price.
   55 2 marks for the definition below, or similar:
   A physical market is a place where buyers and sellers meet face to
   face to carry out transactions.
   56 2 marks for the definition below, or similar:
   A virtual market is a non-physical (intangible) place where buyers and
   sellers can carry out transactions.
   57 2 marks for the definition below, or similar:
   Multi-channel distribution is the use by businesses of a range of
   outlets and methods to sell to customers.
   58 A wholesaler acts as an intermediary, buying in bulk from the
   manufacturer and breaking this down into smaller quantities to sell to
   retailers or other businesses.
   59 A retailer acts as an intermediary between the manufacturer and/or
   the wholesaler to make products available to the end customer.
   60 Channels of distribution are the routes a product takes from
   manufacturer to end consumer.
   Technology has made it easier for manufacturers to sell directly to
   consumers through e-commerce sites on the internet. This has cut the
   need for intermediaries, hence creating a shorter channel of
   distribution. One industry where this is apparent is the travel
   industry, where it is now much easier for customers to book flights
   and accommodation themselves directly with the providers rather than
   using the services of tour operators and travel agents.
   61 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   Multi-channel distribution is when businesses use a range of outlets
   and methods to sell to customers. Possible reasons why Sainsbury’s
   uses multi-channel distribution might include:
     * 
       responding to changes in consumer habits — opening more small
       Sainsbury’s stores
     * 
       responding to changes in consumer habits — offering an online
       shopping and delivery service
     * 
       maximising opportunities to meet customer needs in an attempt to
       turn around falling sales
     * 
       responding to competitors’ actions as other supermarkets such as
       Tesco use multi-channel distributions, e.g. Tesco Metro, online
       shopping and delivery
   Analysis requires a logical chain of argument to explain cause and
   effect. For example:
   Using a multi-channel distribution approach allows Sainsbury’s to
   respond to changes in consumer shopping habits. By opening small local
   shops as well as large out-of-town retail outlets they are making it
   more convenient for the customer. They are therefore better able to
   respond to their needs, increasing loyalty when customers are
   increasingly shopping around.
   62 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   Price is the amount a customer has to pay for a good or service.
   Place is the physical or virtual location from which a good or service
   can be bought.
   Arguments as to why price may be the most important factor to help
   Sainsbury’s improve competitiveness might include the following:
     * 
       It may be a response to the price war among the big four
       supermarkets, therefore Sainsbury’s needs to keep prices in line
       with Asda, Tesco and Morrisons to maintain its market share.
     * 
       There is increased competition from budget supermarkets such as
       Aldi and Lidl, who are attracting customers looking for a bargain.
   Arguments as to why place may be the most important factor to help
   Sainsbury’s improve competitiveness might include the following:
     * 
       It may wish to satisfy customers who are looking for greater
       convenience by offering smaller, more local Sainsbury’s stores to
       attract new and existing customers.
     * 
       It may wish to make use of a multi-channel distribution by
       offering online sales and delivery alongside competitors, to
       satisfy customer needs and ensure it is keeping up to date with
       social and technological changes.
     * 
       Sales at its convenience stores are rising by 14%, despite an
       overall fall in sales of 3%.
   Overall:
     * 
       Place and price must fit into the integrated marketing mix and
       therefore both are important.
     * 
       It may depend upon the actions of competitors.
     * 
       It will be influenced by changes in the external environment in
       the future.
     * 
       It depends upon Sainsbury’s marketing objectives.
   63 It is the workforce who may have direct contact with the customer
   and therefore determine the level of customer service. If the
   workforce is skilled, knowledgeable and content in the workplace then
   they will be better able to meet customer needs and do so in a manner
   that is enjoyable to the customer.
   64 A fully integrated marketing mix is one where the 7Ps of marketing
   complement rather than contradict each other. This is important to
   satisfying customer needs and ensuring a consistent message is being
   given. For example, if a business sold a high-priced product that was
   deemed to be of a high quality in a specialist store but employees
   lacked knowledge and did not treat the customer well, this would be
   likely to result in a loss of sales as the mix would not be fully
   integrated.
   65 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   The physical environment is the appearance, ambience, features,
   facilities and layout of the sales outlet. High street fashion
   retailers provide the customer with a shopping experience whereby they
   can spend time considering a range of goods, e.g. shirts, in a
   comfortable and friendly environment. The environment must therefore
   be conducive to this and offer additional facilities, such as changing
   rooms and mirrors.
   66 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   ‘People’ refers to the skills, qualifications, attitude, appearance
   and knowledge of those providing a service or selling a good.
   In a high street chemist the customer is buying a specialist product
   such as medicine and may therefore seek advice on which one is most
   suitable, e.g. for a child with a tickly cough. It is therefore
   important that the sales assistants are knowledgeable and able to
   offer accurate advice.
   67 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   Process refers to the ease with which a good or service is acquired.
   An online office stationery retailer is likely to be selling to other
   businesses. It is therefore important that it is quick and easy for
   the consumer to place an order in a limited number of clicks and that
   delivery is prompt, to meet the needs of the customer.
   68
   
   69
   
   70 2 marks for the definition below, or similar:
   Positioning involves developing or adapting the market mix to appeal
   to a pre-selected market segment.
   71 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   The marketing mix is the combination of the 7Ps of marketing, which
   act together to influence consumers’ spending decisions.
   Possible influences on the marketing mix of a private dental practice
   might include:
     * 
       the objectives of the owners, who may be partners in the dental
       practice
     * 
       the PED — will customers be willing to pay a high price, which may
       be influenced by the availability of alternative providers such as
       the NHS?
     * 
       the target market, i.e. is it all private customers or those with
       a high disposable income?
     * 
       the positioning of the practice, e.g. is it purely medical or
       cosmetic?
   Analysis requires the development of a logical chain of argument to
   explain cause and effect. For example:
   One influence on the marketing mix may be the availability of
   substitutes. If in a local area there are few places in dental
   practices for NHS patients and a lack of competition then the firm may
   be able to charge a higher price. This is because it is providing a
   service that many would see as a necessity, especially if in pain, and
   would therefore be willing to pay a high price due to low price
   elasticity of demand. This would therefore influence price as one P
   within the mix. If customers are paying a high price they will also
   want to see that people and physical environment match their
   expectations. The customer will expect the dentist and auxiliary staff
   to be well trained and the environment, e.g. car parking and waiting
   room, to be of a good standard.
   72 AO1 Knowledge = 5 marks
   AO2 Application = 4 marks
   AO3 Analysis = 6 marks
   AO4 Evaluation = 10 marks
   The marketing mix is the combination of the 7Ps of marketing, which
   act together to influence consumers’ spending decisions.
   Reasons why the target market is the most important influence on the
   marketing mix of a car manufacturer might include the following:
     * 
       The marketing mix must be designed to attract the target market.
       For example, if the target market is a low- to middle-income
       family there would be no point in the car manufacturer launching a
       premium-priced two-seater sports car.
     * 
       Understanding the needs and expectations of the target market will
       be important to inform positioning, e.g. where to promote or what
       price range to set.
     * 
       If the marketing mix does not match the target market it is
       unlikely that car retailers would want to stock the cars, e.g. a
       Cooper BMW at a car showroom.
   Reasons why the target market is not the most important influence on
   the marketing mix of a car manufacturer might include the following:
     * 
       The PED and YED might be greater influences on price within the
       mix and may change over time so the car manufacturer would need to
       factor this into pricing decisions.
     * 
       Technology may have a greater influence on product design, such as
       the use of green technologies for new car designs that are
       environmentally friendly.
     * 
       Competitors’ actions may influence the manufacturer to change
       features of their cars or change the way in which they promote
       them.
   Overall:
     * 
       Target market is just one influence. The mix will be influenced by
       a range of internal and external factors.
     * 
       It depends upon the objectives of the firm.
     * 
       What is the most important influence may vary depending upon each
       of the 7Ps.
   73 2 marks for the definition below, or similar:
   E-commerce is the use of the internet to provide a virtual location
   where buyers and sellers meet to carry out transactions.
   74 Digital marketing is the use of technologies to communicate with
   existing and potential customers. One benefit is the ability to reach
   a global market at a low cost, e.g. through the use of social media
   and blogs.
   75 AO1 Knowledge = 2 marks
   AO2 Application = 2 marks
   Flotation is the process of turning a private limited company into a
   public limited company by making shares available to the general
   public and investment companies via a stock exchange. In 1992
   Starbucks issued shares on the New York Stock Exchange. allowing the
   public to become part-owners by buying shares that were first traded
   for $17 but, due to high demand on the first day of trading, rose to
   $21.50.
   76 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   Stakeholders are any people or groups of people with an interest in
   the activities of a company, in this case Starbucks.
   Possible benefits to Starbucks of behaving in a responsible manner
   towards key stakeholders might include the following:
     * 
       Starbucks is a place that the customer should enjoy going to,
       whether it is the young parents or the businesspeople — important
       employees are treated well to ensure good customer service is
       offered, and the physical environment is conducive to customer
       needs.
     * 
       Starbucks operates in a highly competitive nature, with a range of
       independent stores as well as other high street chains such as
       Nero and Costa — customers have a choice and may look to choose
       the brand that looks after suppliers. Starbucks do this by selling
       fair-trade products.
   Analysis requires a logical chain of argument to explain cause and
   effect. For example:
   One benefit to Starbucks of behaving in a responsible manner to
   suppliers is shown by their use of fair-trade products. This means
   that they are paying a fair price to coffee growers. This will improve
   the reputation of Starbucks, who operate in a highly competitive
   market. This will attract customers who like to buy ethical products
   and gain loyalty from them. This can be further encouraged by looking
   after loyal customers with the loyalty card. Therefore Starbucks will
   benefit from greater word-of-mouth publicity as loyal customers
   encourage friends to meet them at the stores.
   77 AO1 Knowledge = 2 marks
   AO2 Application = 3 marks
   AO3 Analysis = 4 marks
   AO4 Evaluation = 7 marks
   The marketing mix is the combination of the 7Ps of marketing, which
   act together to influence consumers’ spending decisions. An integrated
   marketing mix is one where the individual components act in a
   complementary way to ensure a consistent message is being portrayed to
   the customer.
   Reasons why an integrated marketing mix is important to the success of
   the ‘Starbucks evening’ strategy might include the following:
     * 
       It will ensure the brand image of Starbucks is maintained even
       though the strategy involves product development, otherwise its
       core daytime business may suffer.
     * 
       It will attract the right target market with a quality new range
       of products supported by an acceptable price, good service and a
       pleasant environment with comfortable sofas etc.
     * 
       If the mix is not integrated the strategy is unlikely to attract
       sufficient numbers of customers and therefore it would be unlikely
       that the strategy would be rolled out to other outlets.
   Reasons why an integrated marketing mix is not important to the
   success of the ‘Starbucks evening’ strategy might include the
   following:
     * 
       The reputation of Starbucks among loyal customers may mean that
       they are willing to pay an above-average price for an average
       product due to the physical environment of the coffee shop during
       the evenings.
     * 
       The actions or reactions of competitors may influence the success,
       i.e. they operate in a highly competitive market — will other
       coffee shops start to do the same or will the more traditional
       providers of wines and beers of an evening fight back with lower
       prices?
   Overall:
     * 
       It depends on how competitors and customers respond.
     * 
       If the mix is not integrated, what is the degree of conflict
       between components?
     * 
       The mix may vary depending upon location. For example, at an
       airport where there is less competition a less integrated mix such
       as too high a price may not be seen as significant to the consumer
       due to the convenience of the place.
   0
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