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1.1 What is a business? 
Dabbawalla, p.61 

1 Inputs used in the transformation process. 

2 For example, labour and enterprise. 

3 Provides an efficient, low costs service with few mistakes for customers. Creates a 
business that employs staff, makes best use of a plentiful and inexpensive workforce, and 
generates returns for the owners. Customers like the product and are willing to pay for it. 
The business makes a profit. It is mutually beneficial. 

4 Could measure the speed of delivery or the number of deliveries against geographic area 
or number of dabbawallas (labour productivity), or the number of errors relative to the 
resource used or the number of jobs created. Could measure the financial returns of the 
business given minimal capital employed. The measure of success may depend on the 
perspective of different stakeholders – for example, customers, business owners or 
government.  

FedEx, p.63 
1 Any two from: labour, land, enterprise. 

2 For example, speed with which it can deliver products (relative to the time it would take 
you to deliver without investment in infrastructure); security of items and safety from 
breakages (versus risk of transporting yourself). It is worth paying FedEx compared with 
the time, resources, risk and opportunity cost of doing it yourself? 

3 Speed may be important, for example, important documents that have to arrive in time. 

But for some customers it may be about other factors such as security, certainty of delivery 
(aided by global infrastructure and reach in the context), ease of pick up and access to the 
service, drop off and collection points. Speed may be an expectation, a hygiene factor; the 
value derived from infrastructure requires long-standing capital investment. However, the 
significance of different factors will depend on the customer and reason for needing 
FedEx. 

IKEA, p.64 
1 Transforming inputs so that the value of the outputs is greater than the value of inputs used 

up. 

2 Advantages: greater control; may reduce costs; may enable faster development; better 
coordinated planning, reducing waste. 

Disadvantages: may not have same specialist knowledge, skills and equipment in all areas; 
spreading resource; opportunity cost of IKEA not focusing on the core business. 
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3 Customer is seen as most important part – what is produced and at what cost depends on 
customers’ tastes and what customers can afford. Ensuring customer needs and wants are 
at the heart of the process improves brand loyalty, and creates greater value added. Of 
course, to achieve the desired objective all the other aspects of the business must be 
managed properly – need to design, produce, distribute, stock, sell, etc effectively and 
efficiently – but all of this is determined by customer needs and wants. See Figure 1.1.5. 

Exam practice 1.1.1, p.65 
1 Service sector of economy; produces intangibles, for example, insurance. 

2 Primary, which is likely to be land-intensive, such as farming, versus secondary, which is 
likely to be capital-intensive, for example, car manufacture. 

Exam practice 1.1.2, p.67 
1 First stage of production, for example, farming. 

2 Money could have been used for domestic expansion, which may have been more 
attainable. 

3 Rising incomes in the economy may lead to more demand, dependent on the nature of the 
good or service, or its income elasticity. 

Lockdown, p.68 
1 Used to examine the external environment of a business: Social factors, Technological, 

Economic, Environmental, Political, Legal, Ethical. 

2 A structured model to help identify change and the nature of that change in the external 
environment. Understanding the nature of the change can lead to identifying opportunities 
and threats. 

3 Economic change can affect incomes and demand; social change can affect the number 
and age of customers; technological change can affect how customers want to shop, such 
as online versus in-store. 

4 Increase in online shopping, meaning investment in physical retail outlets is less cost 
effective, leading to closure of physical stores. Supply chain disruption through limited 
resources, leading to availability issues, increased prices, rising inflation. Economic 
contraction leading to job losses. Structural change will result in loss of demand due to 
changes in income. 

However, the level of impact will depend on the scale, time and intensity of lockdown, and 
whether COVID-19 has a longer-term impact on shopping habits. How structural demand 
is impacted will become apparent over time. 

Exam practice 1.1.3, p.70 
1 Deciding how much to pay someone; deciding whether to use local or international 

suppliers; deciding how much information to give customers. 
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2 Opportunity: new markets created for this age group; may create new labour pool. 
Challenges: higher taxes from the government to pay for the benefits for older people and 
their healthcare. 

3 Can reduce costs through greater efficiency increasing profits, although requires capital 
investment in the short term; can enable a better service or new products, generating 
higher revenues, increased value added and differentiation, although again requiring 
capital investment in R&D. 

4 Can create new markets, for example, through political agreements (trade agreements 
between countries) or social change (through improved education, rights, income). Can 
reduce costs, enabling more profits and investment, such as through access to lower-cost 
supplies globally. Changes to legislation may make some markets more attractive, or make 
an existing market cost prohibitive. The extent of the opportunities will depend on the 
ability of managers to identify them and take appropriate action and may apply across the 
industry, meaning no advantage can be gained. It will depend on the business, for 
example, an ageing population may create more opportunities for a health care business 
than a toy business. 

Chapter 1.1 Review questions, p.70 
1 Land, labour, capital, enterprise. 

2 First stage of production for example, extractive industries (mining). 

3 Farming, fishing, oil extraction. 

4 Manufacturing and assembling inputs into finished products. 

5 Service sector of the economy; intangibles such as finance. 

6 Subset of tertiary sector focused on skills such as research and development. 

7 Inputs (raw materials) and outputs (finished goods). 

8 Creating a different a different self image, transforming how others see you. 

9 Quartenary: labour skills very important; primary: land is key factor. 

10 A start-up may lack experience of the market and find it difficult to gain a foothold in the 
short term. This is because the start-up will lack brand awareness, and may not have the 
marketing investment to build awareness rapidly. This means market power may be 
minimal, so bargaining power with suppliers will be limited, increasing costs, and it may 
be difficult getting products distributed – for example, stocked in stores. Cash flow issues 
may be expected, dependent on the accuracy of forecasting and setting of budgets. 
Survival will depend on the intensity of competition, and the scale of the challenges 
depend on the financial backing to the start-up, who is controlling the start-up, and the 
relative size, scope, power and reaction of the competition. 



 

Business Management for IB Diploma       4 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 1 Introduction to business 
management 

1.2 Types of business entities 
Cuba, p.72 
1 Enterprises owned by the government. 

2 There may be a focus on social objectives, for example, availability and affordability for all. 

3 Market opportunity of a steadily increasingly affluent society will increase competition, 
which may impact local Cuban businesses and force local business and the remaining public 
sector to innovate and improve. Government subsidies may be removed in some areas, or 
introduced to protect local business. Private sector may be more efficient, dynamic, less 
bureaucratic than public sector, leading to more flexibility in decision making and increased 
rate of change. 

May be able to earn profits and use these for investment and to reward employees and 
business owners. 

The scale of impact will depend on how entrenched existing operations – public and private 
–are, the degree of competition and regulation that controls the market. The varying skills, 
experience and expertise of new entrants will mean some will thrive while others may not 
be able to compete. 

Exam practice 1.2.1, p.73 
1 Business owned by private individuals (rather than the government). 

2 In trying to generate higher profits, private business may be more innovative and efficient, 
delivering better value. Private businesses may not provide some services which are 
socially desirable but not necessarily very profitable. 

3 Public sector organizations may have social objectives rather than just profit; this may lead 
to services that are good for society, for example, education and healthcare for free or low 
prices. However, public sector business may lack the profit motive, and suffer from lack of 
competition, leading to inefficiency and lack of focus on the quality and value of the 
solution. They may have complete control and consumers may lack choice. 

4 A government may move a business into the private sector to raise finance; this can help 
government finances. Private businesses may be more efficient and dynamic in keeping 
with modern markets, driving innovation, growth and wealth that benefits the whole 
economy. This may create more competition, leading to innovation and efficiency and 
increased value. Private businesses may be able to raise more funds for investment, such 
as through selling shares. The effect depends on how the business is privatised and how it 
is regulated. 

Exam practice 1.2.2, p.76 
1 Individual who sets up a business on their own, with unlimited liability. 

2 Advantage: keep all rewards, make own decisions, own boss. 
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 Disadvantage: unlimited liability, possible lack of experience, may be solely responsible for 
all business pressures. 

3 Advantage: share decisions and expertise, all partners can contribute finance, can cover for 
holidays. 

 Disadvantage: may have to consult to make decisions, liable for actions of others. 

4 Advantage: limited liability means risk is limited to the investment, irrespective of the debt 
accrued by the company as a separate legal entity. Limited liability may help attract 
investors, with more perceived status. Can raise finance through the sale of shares. 

 Disadvantage: have to produce annual accounts and use an auditor, and subject to far more 
regulation via company law than as a sole trader. 

5 Need/desire for inputs, ideas of others, and the need to spread risk for the venture. The value 
of having a wider range of expertise available and willingness to share ideas and rewards. 
The decision would depend on the industry, level of risk, trust in partners and what skills, 
finance and other resources they bring. 

UK dividends, p.78 
1 Part owner of a company. 

2 Amount of profit; stability of the share price; need for reinvestment in the company; wishes 
of shareholders. 

3 Price per share, track record of returns, likely future returns. Risk profile, opportunity cost 
of invested capital, ability to influence outcomes possibly determined by voting powers. 

 Decision will vary from one investor to another depending on these factors. 

Tesla and Toyota, p.79 
1 Social trends, consumer confidence in the charging infrastructure, range, life span and 

technology of batteries. Concern for the environment and legislation/regulations 
concerning phasing out petrol and diesel; availability of government incentives/subsidies. 
As electric car production is scaled up, prices will lower; price and income elasticity, 
substitutes. 

2 Expected future performance, plans and market opportunity. Perception of, and faith in, 
leadership (Elon Musk) and strategy. Strength of brand and competitive advantage. Risk 
profile of investment, opportunity cost of alternative shares/investments. 

Exam practice 1.2.3, p.80 
1 Company in the private sector – owned by private individuals. 

2 Company with shares available publicly – normally on the stock exchange. 

3 As an investment, benefitting from increased share price and dividends paid. To have a vote 
and therefore influence of the direction of the company 
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4 To reduce risk through limited liability as the company is a separate legal entity to 
shareholders, responsible for its own debts. As an Ltd, capital can be raised by the sale of 
shares and gains from perceived status of being a company. However, the sole trader may 
not welcome additional regulations or wish to publish accounts. The decision would rest on 
whether the sole trader wants to raise capital from shares, against other sources of finance, 
and the risk inherent in the company. 

5 May want to raise finance from selling shares to the public – this may be a better source of 
finance than borrowing to finance an investment dependent on economic circumstance. 
Share capital could be used to support a growth strategy, or as the reward to founding 
investors. An IPO may court publicity having an impact on brand awareness and market 
potential. Timing should be considered, when the company is popular and market is 
buoyant. 

The Good Hotel, p.80 
1 Business set up to benefit society as a whole; aim is to give back to society; profits used for 

good causes. 

2 Investment of profits into social causes such as educational projects. 

 Reduced impact on the environment due to environmentally conscious operations. 

Cooperative facts and figures, p.81 
1 Individuals or organizations work together as co-owners with equal votes and power in the 

organization. 

2 Share rewards and share in decision-making; one vote each. 

3 Brings together the power of groups rather than acting individually; more bargaining power 
and benefits of greater scale. 

 Share in decisions and future of the organization – democratic and equitable. 

 But have to share decisions and rewards which some may not welcome, particularly if there 
is a perceived disparity in individual work inputs/efforts. 

Exam practice 1.2.4, p.82 
1 Non-profit organization. 

2 Through sales of items in stores or from donations. 

3 Influence will depend on the number and expertise of members and their political power, for 
example, ability to organize public relations campaigns and that to be impactful. The nature 
of the cause and extent it matches public interests – does it seem to gain public support, in 
the sphere of public consciousness? 

How open is government to external influence – willingness to give access and listen to 
information provided. 
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Wikipedia, p.82 
1 Takes words and transforms them into an information portal, enabling people to gain quick 

access to information. 

2 Influence of Wikipedia on information used, number of articles published and breadth of 
coverage of topics. Accuracy and timeliness of material presented. The number of visitors to 
the site, length of time on a page, and return rate. Numbers of visitors that donate to the 
Foundation. 

Chapter 1.2 Review questions, p.83 
1 Private sector is owned by private individuals; public sector comprises enterprises owned by 

the government. 

2 No distinction in law between business and the individual; individual owns and runs the 
business, making all decisions; capital cannot be raised through the sale of shares. 

3 Part owner of a company. 

4 Non-profit organization focusing on social and political issues but operates independently of 
government. (NGO) 

5 Political access and negotiating skills. 

6 Access to public markets for share capital; public profile of being a ‘public’ rather than 
‘private’ company. 

7 Non-profit enterprise uses surplus to reinvest to improve society; for-profit companies uses 
profits to invest into the business or reward owners. 

8 Both forms of company have shareholders and limited liability; shares of private companies 
are not traded publicly whereas public-held companies are available to the general public. 

9 Depends on: 

• desire/willingness to work with others 
• need for input and finances of others 
• need for/benefits of expertise of others 
• risk of working with others and being liable for their actions. 

10  Depends on: 

• desire for/value of limited liability, risk inherent in the type of business 
• desire for/need for/value of more investors 
• willingness to share control and rewards. 
• Acceptance of increased legislation and regulation, submittal and audit of accounts. 
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1.3 Business objectives 
Exam practice 1.3.1, p.86 
1 Sets out where the business wants to be in the future. 

2 Strategy is the plan to achieve the objective. The objective could be achieved by different 
routes, therefore strategic choice is the choice of which route is most suitable given the 
environment, limitations, and competences of the business. 

3 Helps all employees understand what the business wants to be; helps decision making as 
employees know what they are trying to contribute towards. Expresses to investors what the 
business is concerned with. 

4 Objectives clarify what the business is working towards and therefore provide a check 
against any actions that may not support the objective. Objectives unify approach and 
coordinate decision-making, clarifying what people should work towards; positive impact 
on employee motivation if objectives are understood, supported and accepted. 

 Objectives can be used to assess business and individual progress, and therefore timely 
changes made if necessary. However, objectives need to be appropriate and accepted, 
appropriate and realistic. 

Starbucks, p.88 
1 A target; it is usually specific, measurable, time specific. 

2 To deliver improved financials, revenues and profits in the medium to long term, and 
therefore increased investor return. Benefitting from increased scale, market power, brand 
accessibility, loyalty, buying power and geographic reach. Economies of scale. 

Exam practice 1.3.2, p.91 
1 To keep investors happy and keep their job. 

To ensure that shareholder investment is secure, risk is minimised, and additional 
investment is seen as an attractive proposition. 

2 Profit: 

• is used to reward owners 
• is a key source of finance for reinvestment, not without cost, but with no need to 

repay, or pay interest. 
• may lead to increased demand for shares, which will drive the share price and 

therefore value of the company up. 

3  

• Growth may lead to economies of scale; this reduces unit costs and may enable 
higher profits or lower prices. 
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• Growth may lead to more market power, allowing for better positioning of goods in 
stores. 

• Growth may involve more market share and greater profile, increasing brand 
awareness and boosting sales further. 

4 The private sector may focus on profits to keep investors content. The public sector may 
focus more on social objectives, such as the service being available to more people, keeping 
prices affordable, reducing environmental damage. 

Social objectives at Intel, p.93 
1 The mission sets out what a business is. 

2 CSR occurs when a business accepts obligations to society over and above those set by law. 

3 It sets ethical objectives: 

• because it is the right thing to do/it fits with the code of conduct. By setting and 
communicating as an objective, progress can be better assessed, transparency. 

• to avoid criticism by media and other stakeholders. 

4 Publishing the mission statement communicates Intel’s intentions, priorities and focus. This 
may attract stakeholders as partners – for example, suppliers may be happy to work with 
Intel, investors may be more willing to buy shares. It also helps employees understand what 
to do, what to prioritise and what not to do. 

 However, it depends on whether the mission actually represents reality and what action is 
taken if staff act against the mission statement. How much do stakeholders care about the 
mission statement? Is it a piece of corporate PR or a worthwhile blueprint to direct the 
company? 

Ethics at Texas Instruments, p.95 
1 It sets out objectives: 

• to attract stakeholders such as employees 
• to make it visible what the company wants to happen, which puts more pressure on 

employees to behave in this way for fear of being exposed if they do not. 

2 Shows how seriously TI views the need for ethical behaviours to be constant at all levels of 
the organization. Sets out expected standards of behaviour and therefore employees should 
behave in the desired way. May attract stakeholders and lead to greater cooperation. 

 But depends on: 

• what the objectives are 
• whether actions are taken to ensure they are enforced. 

Exam practice 1.3.3, p.96 
1 Planned expenditure or income against which actual financials can be compared 
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2 Tactics are short-term actions to implement and deliver the longer-term strategy to achieve 
the objective. 

3  

• May attract and retain employees. 
• May attract investors. 
• May avoid unwanted media attention. 

4  

• May avoid criticism from stakeholders. 
• May be the ethical/moral thing to do. 
• May attract stakeholder support. 

5  

• May attract investors. 
• May attract and retain employees. 
• May attract suppliers. 
• May help the environment. 
• May result in added value to the consumer/customer, resulting in increased 

profitability despite initial increase in costs. 

 But need to consider: 

• costs of action 
• exactly what behaviour is involved 
• response of stakeholders, competition. 

Chapter 1.3 Review questions, p.96 
1 What is seen as the right thing to do. 

2 Long-term plan to achieve objective. 

3 Sets out what the business wants to be in the future. 

4 Sets out what the business is. 

5 A target which is usually specific, measurable and time specific. 

6 Strategy is long term; tactics are how to implement and deliver the strategy and are more 
short term. 

7  

• Makes it clear what it wants to achieve – helps focus activities and can motivate. 
• Can measure performance and what has or has not been achieved. 
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8  

• May be the right thing to do. 
• May attract stakeholder support. 
• May gain positive media attention or avoid negative comment. 
• May prepare for future changes in legislation. 

9 Objectives depend on the external environment, market conditions, which may result in 
changes to the objectives. What internal resources are available or are required are further 
influence. Finally, what shareholder/investor/owner expectations are. 

10 Ethical behaviour may reduce profits particularly in the short term, for example, by not 
acting in certain ways or providing certain products, revenues might decrease or costs may 
rise. However, ethics can increase profits by attracting customers, delivering greater value 
and differentiation and leading to greater employee, supplier and investor support. 

11 Depends on: 

• time and resource used to produce the mission. 
• what the mission is and how it affects behaviour 
• whether employees actually follow the mission 
• whether stakeholders are attracted by the mission – does anyone care? 

1.4 Stakeholders 
Gold Fields Limited engages stakeholders, p.99 
1 Individuals or groups that are affected by the activities of a business or have/believe they 

have an interest in the business. 

2  

• Government ministers: to ensure activities benefit the country. 
• Local people: to gain employment 

3  

• Pay taxes to government. 
• Treat employees legally. 

4  

• May win support of stakeholders which may make change easier. 
• May attract and help retain employees. 
• May identify and help solve potential stakeholder issues. 
• May win support and cooperation of employees. 
• Depends on issues discussed, extent of cooperation, ideas circulated and actions 

taken. 
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Exam practice 1.4.1, p.100 
1 An individual or group outside of the business affected by its activities, for example, 

consumers. 

2 The right of a local community for their environment to not be adversely affected by the 
actions of a business e.g pollution of a waterway 

The rights of employees to not be at risk in the work environment and their right to be paid 
for work done 

3 Owners and shareholders to ensure good corporate governance e.g tax is paid and investors 
are kept informed 
Suppliers ensure that contractual terms are met, deliveries as required. 

4  

• Investors may seek profits, high dividends, increase in share price. However, 
customers may seek greater choice and lower prices, both of which could reduce 
profits, which may limit share price growth and the availability of dividends. 

• These may overlap – for example, customers may be willing to pay more, seeing 
greater value. However, they may conflict – lowering prices will result in decreased 
profits and so the reward to investors may be reduced. 

Hitachi: contributing to a sustainable society as a good corporate citizen, 
p.102 

• 1  
• Reducing negative impact on the environment. 
• Protecting human rights. 

2 Advantages: 

• Greater cooperation, for example, from suppliers, resulting in a more positive, 
favourable relationship. 

• Positive media coverage, improving brand image. 
• May attract customers, employees and investors who see value in what Hitachi 

stands for. 

Disadvantages: 

• Some stakeholders may have conflicting objectives 
• May slow decision making, but if stakeholders are not involved, Hitachi may be 

accused of not following through on being a ‘good corporate citizen’. 
• Stakeholders’ objectives and willingness to compromise. 

Foxconn and Amazon, p.105 
1  
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• Employees may not welcome the way they were allegedly treated. 
• The government may not welcome the way local employees are allegedly treated. 

2  

• May benefit investors due to lower costs in the short term. 
• May put off customers if they care about the treatment of employees and if 

consumers of Amazon and Apple products are aware of Foxconn being the supplier. 
• May put off some employees who do not want to be associated with the business. 
• May lose some contracts. 

 Depends on: 

• How staff are actually treated. 
• The need for work by Chinese workers and cultural acceptance of alleged working 

conditions. 
• How much different stakeholders really care, where a conflict exists, and which 

stakeholder has more influence. 

Exam practice 1.4.2, p.105 
1 Plots different stakeholder groups, using axes of stakeholder power and stakeholder interest. 

2 For example, employees want employment, motivating jobs, fair rewards. 

3 Employees might: 

raise issues in meetings 

join a trade union to represent them 

take industrial action. 

4 Stakeholder mapping allows managers to identify where groups are in terms of their interest 
and power. 

 This enables managers to decide on prioritising different groups and the best way of 
responding to them – for example, how much information to provide, how much to consult 
and involve them. 

 This is useful as it enables managers to plan communications with different groups and 
better identify conflicts. 

 However, managers have to:  

• correctly identify the interest and power of different groups, free from bias; in 
addition, the influence of different groups can change rapidly, depending on the 
environment 

• correctly identify and implement the action that needs to be taken. 
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Chapter 1.4 Review questions, p.106 
1 Individual or group affected by the activities of a business – has a real or perceived interest. 

2 Gain higher rewards. 

3 Gain higher dividends or higher share prices. 

4 Be paid on time. 

5 Buy goods that present value for money. 

6 Gain local jobs. 

7 Employees can: 

• withdraw their cooperation, for example, not offer to do overtime 
• take industrial action, for example, go on strike. 

8 Suppliers can: 

• withdraw cooperation, for example, not be flexible on their contract and not 
prioritize this customer 

• stop supplying completely. 

9 A business can use stakeholder mapping to identify the actions to be taken with different 
groups, for example, which groups need to be kept well informed, which groups should be 
consulted, based on a prioritisation of the groups according to power and influence. 

10  

• Objectives may conflict, for example, higher pay for employees may mean less 
reward for investors. 

• Objectives may overlap, for example, better treatment of suppliers may lead to 
greater cooperation from suppliers, leading to less wastage, better quality and 
ultimately higher returns for investors through customers seeing value in paying 
more for the higher quality. 

 Depends on: 

• which stakeholder groups are being considered, and whether short or long term. 
• which action is being considered. 

1.5 Growth and evolution 
Vertical farms in Japan, p.110 
1 Occur when unit costs fall as output expands. 

2  
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• Fixed costs of robots can be spread over more units (fixed cost cover). 
• Fixed costs of building the facility can be spread over more units. 

3 Scale can reduce unit costs and this enables this type of farming to be competitive through 
increased margin. Without this the price may mean food produced this way is too expensive 
relative to alternatives. Of course, other factors will matter, such as the taste, the look and 
the size of the food, but price will also be an important factor, dependent on the type of 
produce (commodities).  

WarnerMedia, p.110 
1  

The benefits of large scale in terms of the market power it provides. 

The need to provide high returns for shareholders. 

2 Benefits are:  

• lower unit costs through internal economies of scale 
• greater market power and greater presence in markets 
• increased budgets to produce media that lead the industry. 

 But success will also depend on: 

• quality of the content 
• reaction and scale of competitors 
• whether regulators prevent further growth 
• whether diseconomies of scale occur. 

Exam practice 1.5.1, p.113 
1 Occur when unit costs at every level of output are lower due to external factors. 

2 Communication problems, coordination issues. 

3  

• Availability of specialist skills needed in the workforce specific to geography. 
• May be that suppliers are clustered in an area due to the availability of raw 

materials in that area, and this has driven unit costs lower, lowering prices through 
price competition. 

4  

• Expansion may bring lower unit costs, for example, through technical, managerial, 
marketing economies of scale. 

• But also may bring higher unit costs, for example, due to increased complexity, 
communication, control, coordination. 

• Depends on relative extent of internal economies and diseconomies of scale. 
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Exam practice 1.5.2, p.115 
1 When two or more businesses join together to create a new organization. 

2  

• Possible advantages: new job opportunities; greater job security due to 
competitiveness of larger business. 

• Possible disadvantage: potential job losses due to duplication of roles. 

3 External growth may lead to: 

• faster growth 
• quicker access to new markets, technologies, skills 
• acquisition of brands, experience, resources. 

 But need to consider: 

• risk 
• potential culture clashes 
• potential diseconomies of scale. 

Toni & Guy, p.118 
1  

• Needs good location – usually with easy access and parking if necessary. 
• Clear positioning – who is it targeting? How does it compare to rivals? Even more 

important if rivals are close by. 
• Good staff/skills – a lot will depend on word of mouth. 

2 Depends on: 

• cost of franchise 
• desire to be own boss 
• need for this type of salon in the area they are considering 
• terms and conditions of the deal 
• need for support 
• financial position 
• strength of the brand. 

7-Eleven, p.119 
1 When one business sells the right to use its name and sell its products to another business. 

2  

• Faster growth. 
• Raises finance. 
• Reduced capital outlay for the franchisor 
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• Motivated staff who buy and want to make their franchise a success. 

3 Depends on: 

• franchise costs 
• desire to be own boss 
• need for this type of store in the area they are considering 
• terms and conditions of the deal 
• need for support 
• financial position 
• strength of the brand.  

Chapter 1.5 Review questions, p.120 
1 Growing through merger and acquisition. 

2 To maintain control; avoid diseconomies of scale. 

3 To gain internal economies of scale. 

4 To raise finance; to grow quickly; to reduce the need for capital investment to expand. 

5  

• To gain from the experience of the franchisor. 
• To use an established brand name. 
• To benefit from the expertise and experience of other franchisees. 

6 Technical, for example, using production lines to produce on large scale; buying in bulk; 
managerial economies. 

7  

• To gain expertise, brands, patents, distribution channels of the other business. 
• To expand/scale quickly. 
• To quickly enter a new market. 

8  

Internal growth is likely to be safer in that the business understands its existing markets and 
products; slower but tailored growth. 

External growth is likely to be quicker and lead to sudden increases in scale, increased risk, 
for example, due to culture clashes. Synergies not realised. 

9 A joint venture establishes a new business to enable cooperation; a strategic alliance 
involves cooperation but there is no new business set up for this. 

10 Advantages:  
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• potential economies of scale 
• more market power 
• more market presence. 

 Disadvantages:  

• potential diseconomies of scale 
• may be prevented from further growth by government. 

 Depends on: 

• method of growth 
• speed of growth. 

11 Advantages:  

• raise finance 
• grow quickly 
• bring in motivated franchisees. 

 Disadvantages:  

• do not have complete control 
• vulnerable to actions of each franchisee which can damage the brand. 

  Depends on: 

• terms and conditions 
• actions and success of franchisees. 

1.6 Multinational companies (MNCs) 
Multinationals under the spotlight for tax 
Avoidance, p.124 
1  

• Can benefit from lower costs in different countries for aspects of the transformation 
process, such as lower labour or land costs. 

• Can benefit from the expertise and availability of resources in different countries to 
achieve lower costs. 

2  

• May move operations elsewhere – this will have an impact on jobs, spending and 
investment. 

• May look for subsidies to offset higher taxes. 
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• May have fewer profits for investment in research and development, so reducing 
innovation and investment. 

• May have fewer profits to reward investors leading to increased investor pressure. 

 Depends on: 

• extent of taxes 
• what taxes are elsewhere 
• other benefits of a given location, e.g raw materials, market access. 

Exam practice 1.6.1, p.125 
1 A business that has operations and production bases in more than one country. 

2 May lobby government and ask for changes in policies in return for investment and jobs. 

3 May bring jobs and investment. However, may exert pressure on governments and may 
exploit the country’s resources. 

4 To benefit from access to cheaper resources such as labour and land. To overcome 
protectionist measures. To benefit from government incentives. To spread risks by 
operating in more than one country. The reasons will depend on the business and how and 
where it has expanded. 

Chapter 6 Review questions, p.126 
1 Company operating in more than one country. 

2 Quota –limits quantity of imports into a country; tariff – tax on imported products. 

3 May put pressure on the government to change laws by threatening to move production 
elsewhere, with an impact on jobs and taxation revenue. 

4 Laws can affect where production occurs, what minimum wages are, how production can 
occur and taxes to be paid. 

5 Difficulty is that operations are not just in one country. The multinational can threaten to 
move operations out of the country; can also change operations to move some elsewhere to 
avoid aspects of regulation that do not suit it. 

6 Brings jobs; brings investment and expertise; brings tax revenue. 

7 May exploit local labour; may not reinvest profits; may not share technology or expertise. 

8  

• Reduces risk because changes in any one country can be offset by what is 
happening elsewhere, for example, fall in demand in one country may be offset by 
increase in demand elsewhere. 

• Increases risk because of the challenges of operating in different countries, for 
example, cultural and legal differences. 
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9 Possible benefits: 

• access to lower-cost resources 
• access to new markets 
• spread risk 
• can pay tax in lower-tax countries 
• can benefit from government incentives in different countries 
• can overcome trade barriers 
• scale. 

10 Depends on: 

• what will happen to profits 
• whether jobs are created – how many and what type 
• what happens to the profits 
• terms and conditions of employment 
• long-term commitment to the country 
• long-term impact on the country 
• terms and conditions of the agreement 
• actions the government needs to take to attract the business. 
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2.1 Introduction to human resource management 
The First State Bank, p.129 
1 The process of making the most efficient use of an organization’s employees. 

2 The bank employs 44,000 people and managing this number effectively is a challenge. The 
use of HRM will be vital to ensure the bank’s entire workforce is as productive as possible, 
maintaining its competitiveness.  

 The bank is a service industry and is able to differentiate itself by the performance of its 
staff and the quality of its service. Using technology to promote the best people will help it 
keep its customers satisfied. 

SWOT analysis and New Zealand’s supermarkets, p.131 
 It would enable it to identify its own strengths at the current time and build on these to help 

it to compete against other supermarkets. For example, it might sell groceries at very low 
prices. It would help the supermarket to recognize the opportunities in New Zealand’s 
grocery market. These might be, for example, the need for greater choice, especially of 
overseas products, and the foreign retailer may be able to provide these, increasing its 
chances of success in the market. Weaknesses could be identified versus the domestic 
supermarkets and strategies developed to address these weaknesses. 

Exam practice 2.1.1, p.132 
1 Assesses the business’s future labour needs and sets out the actions the business should take 

to acquire, develop and train the desired labour force. 

2 Analyse the following points, ensuring arguments consider the impact on human resource 
planning: 

The change in the technological environment might result in the business seeking to replace 
labour on the production line with technology. Rising labour costs/technological advances 
make this more desirable and feasible. The impact on HR planning may be in terms of 
number of production line workers required/potential for some redundancies. 

In these circumstances there will be a need for new workers with different skills and the 
possibility for different working patterns with an automated production line. The impact on 
HR planning could be seen in the need for recruitment/training of existing employees. 

Immigration, p.136 
1 Assesses the current and future capacity of a business’s workforce and sets out actions 

necessary to meet the business’s future human resource needs. 

2  

An increasing inflow of migrants might push wages down and encourage Canadian 
businesses to engage in more recruitment rather than investing in production technology. 
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Increasing numbers of migrants might increase demand for the products supplied by 
Canadian businesses and lead to a business seeking to increase the productivity of its 
workforce. 

Exam practice 2.1.2, p.137 
Geographic mobility of labour is the ability and willingness of people to move to jobs in 
different areas – for example, someone in southern Italy moving to work in Turin in 
northern Italy.  

Occupational mobility of labour is the ability and willingness of people to move to jobs in 
different occupations. An example might be an IT manager taking employment as a maths 
teacher. 

New laws affect the USA’s gig economy, p.138 
1 A labour market in which short-term contracts or freelance work are common, as opposed to 

permanent jobs. 

2  

• The new law will almost certainly increase labour costs for firms with gig 
employees and they may respond by replacing these workers with technology 
wherever possible. 

• The managers may invest in training to improve labour productivity to enable them 
to avoid increasing labour costs impacting prices and/or profits in the longer term. 

3 Some businesses may operate in markets where demand is very sensitive to prices that they 
charge. Increasing costs of employment may lead to higher prices and falling sales, making 
it difficult to forecast future labour needs. 

COVID-19 and the future of working from home, p.141 
The driving forces might include reduced fixed costs as less office accommodation may be 

required, as well as possibly higher levels of motivation for employees through 
increased flexible working. 

Restraining forces may be loss of control over employees, less effective internal 
communication, and investment and training in networking technologies to enable 
homeworking.  

A new old town, p.142 
1  

• Overall resistance to change. 
• Self-interest – the inhabitants may have thought that the new town and their 

property within it might not meet their needs as well. 
• Different opinions – the townspeople may not have thought it necessary to mine for 

the minerals. 
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2  

• Facilitation and support – the government may have offered financial and practical 
support to help the townspeople to move – incentives.  

• It may have provided more information on the reasons why a move was needed to 
reduce potential misunderstanding.  

• The best approach will depend on the reasons why the townspeople might have 
opposed the relocation of their homes. 

Chapter 2.1 Review questions, p.143 
1 The process of making the most efficient use of an organization’s employees. 

2  

• Internal influences include corporate objectives, the extent of use of flexi-time, the 
nature of the product sold, organizational culture. 

• For example, a corporate objective of expansion could mean that human resource 
planning has to focus on increasing the number of people in the business’s 
workforce with suitable skills, so increasing the need for recruitment.  

3  

• External influences include demographic change, migration, the gig economy and 
changes in labour mobility.  

• For example, a change in the number of people of working age in a population may 
help to hold wages down and encourage more labour-intensive methods of 
production. This may increase the need for recruitment and training.  

4  

• Reasons include self-interest, a preference for the present situation, a differing 
assessment of the situation and misunderstanding.  

• For example, production line employees may oppose the increased use of 
technology in operations as their job security may be threatened as a consequence.  

5  

• Relevant strategies may include education and communication, facilitation and 
support, participation and involvement, and negotiation and bargaining.  

• As an example, negotiation and bargaining may help to reduce the extent of 
misunderstanding about a proposed change and help employees to reassess the 
extent to which their self-interest is affected by the proposed change, possibly by 
offering guarantees on jobs. 

2.2 Organizational structure 
China’s banks need to review organizational structures, p.147 
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1 The way in which a business is arranged to carry out its activities. 

2 Advantage: 

• Redesigning their organizational structures might help the banks to meet the 
changing needs of their customers by, for example, delegating authority to allow 
junior employees to look after the needs of increased numbers of small business 
customers.  

 Disadvantage: 

• A new structure might mean that the company has to invest more in recruitment and 
training to ensure employees have the right skill level to have authority delegated to 
them, which could reduce profits.  

Exam practice 2.2.1, p.150 
1 A reduction in the levels of hierarchy within an organizational structure. 

2 The number of layers of authority within an organization. That is, the number of levels that 
exist between the chief executive and a shop-floor employee. 

3 Advantages: 

• reducing wage costs 
• shortening chains of command 
• junior employees having greater authority.  

 Disadvantages: 

• negative impacts of job losses, such as reduced levels of motivation and employee 
performance 

• losing employees with unique knowledge about the business’s activities.  

 Helios Ltd may benefit from delayering as it is struggling to keep up with competitors in 
terms of price. Delayering will reduce its workforce and wage costs, perhaps allowing it to 
reduce its prices while maintaining profits and competing more effectively. 

The structure of HSBC, p.154 
1 Uses teams of employees with suitable skills drawn from across the vertical functional 

departments to respond to customers’ needs. 

2  

• Communication might be an issue for such a large multinational organization with 
operations scattered across the globe and employees in different time zones, using 
different languages and from different cultures. 

• It may be difficult for senior managers to maintain a high degree of control as 
operations are spread widely, costs may be too high due to role duplication, as in 
this case. 



 

Business Management for IB Diploma       25 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 2 Human resource management 

3  

Its customers in 64 countries will have different needs and require different products –
organizing by region allows these diverse needs to be met as fully as possible.  

A matrix structure allows HSBC to meet changing customer needs.  

However, the costs of this structure appear to be too high.  

Overall, it presumably meets the bank’s needs more fully than alternative structures or it 
would be changed. 

The BBC, p.155 
1 Give greater decision-making power to employees further down the organizational structure. 

2  

• Might allow the BBC to offer programmes which attract listeners and viewers in 
diverse countries as more junior employees may have a greater understanding of the 
needs of these customers.  

• Junior employees may take decisions which make it more difficult for the BBC to 
meet its objectives which are set by the Trust – for example, breaching impartiality 
rules. 

3 This division of roles may make it more difficult for the organization to operate effectively. 
For example, the Trust may have expectations in terms of managing costs which cannot be 
met by those responsible for producing programmes if they are to be of sufficient quality. 

Uber and flexible contracts, p.159 
1 Advantage: 

• helps Uber to reduce its costs as it does not offer holiday pay to its workers – this 
has the potential to make the business more profitable.  

 Disadvantage: 

• Might make it more difficult for Uber to attract the most able and motivated 
workers, so reducing the quality of its service.  

2 The organizational structure has been successful thus far and the company has ‘grown 
rapidly over recent years’. However, Uber is still not profitable and is facing pressure from 
workers whom it treats as contractors to improve their working conditions. It may be that 
Uber’s organizational structure is not sustainable, for example, if it is found to have 
breached minimum pay laws. 
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Chapter 2.2 Review questions, p.161 
1  

Can have positive effects on motivation, speed up and improve the quality of decision-
making, reduce managers’ workloads, and improve the skills and potential performance 
of junior employees.  

Might allow more decisions to be made by junior employees who have a better 
understanding of the issues involved – being closer to the customer – and are therefore 
more likely to make a decision which is in the business’s best interest, though they may 
lack the experience to take the right decisions. 

2  

• A matrix organizational structure enables a business to focus directly on the task in 
hand and can assist it in achieving its overall objectives.  

• It can also help a business to meet its customers’ needs as fully as possible. This 
can help it to maintain customer loyalty in a market where customers’ needs are 
changing. 

3 Flat organizational structure:  

• Chain of command is shorter, helping communication to flow more effectively up 
and down the organizational structure than might be the case in a tall structure.  

• Offers more opportunities for delegation than would be possible in a tall structure, 
but less opportunity for promotion. This might result in a more motivated and 
productive workforce. 

4  

• Might produce different products for each region. This could add to the business’s 
costs of production and reduce its profits.  

• Communication may be less effective as the business has managers in different 
regions who may speak different languages. This could result in slower decision-
making. 

5  

• May be able to respond more quickly and effectively to changing levels of demand 
from consumers. This may assist the business in maximizing sales without incurring 
unnecessary costs and profits may be higher as a consequence.  

• Avoids the need to pay employees when there is no work to be done. This helps to 
maintain price competitiveness and to protect its market share. 
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2.3 Leadership and management 
Tesco Clubcard, p.164 
1 Based on the use of data and employs a logical, rational approach to management and 

decision-making. 

2  

• Scientific management helps managers at Tesco to take informed decisions. This is 
important for a company which sells a wide range of products in different countries 
around the world. This makes it more difficult for effective management to be 
based purely on instinct as data is used to evidence decisions. 

• However, this approach to management will not help managers to make quick 
decisions, perhaps on whether to stock more of a particular product, or to make 
decisions about a specific marketing campaign. The data Tesco collects is clearly of 
value and it supports effective decision-making in some circumstances. 

Saudi Arabian company wins airport car park contract, p.167 
1 Planning, organizing, directing and controlling all or part of a business enterprise. 

2  

• Planning: the company’s managers need to plan for flights in and out of the airport 
and to ensure that all necessary facilities are available, such as restaurants, toilets 
and, of course, car parking. 

• Organizing: the managers need to organize staffing to ensure that there are 
sufficient employees to carry out all the necessary roles, such as baggage handlers, 
airport security staff as well as cleaners and maintenance staff. 

3 The company’s managers will need to plan how to raise the finance to install the required 
technology within the airport as well as testing to ensure that it works as expected from the 
first day of the company operating the car park.  

 Organizing will be a significant activity as managers will need to assemble the necessary 
resources. For example, they will need to hire or redeploy employees to install and maintain 
the technology that is to be used within the car park. Some of these employees may be 
highly skilled. The company already has operations elsewhere within the UAE and may be 
able to use existing staff for this work.  

 The relative importance of these functions will change over time as the decision is 
implemented. Thus, planning will be vital at the outset as without effective planning, the 
entire project will fail. Later, other functions such as organizing and directing will be 
essential. 

What to look for in a top CEO, p.169 
1 The functions of ruling, guiding and inspiring people within an organization in pursuit of 

agreed objectives. 



 

Business Management for IB Diploma       28 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 2 Human resource management 

2 Leaders have to establish a clear sense of direction and purpose for the organization, and 
establish objectives to move the organization towards its overall aims. This is a particularly 
important role in a large multinational which has many employees in different locations 
across the globe. Without effective leadership the company’s managers may not make 
coordinated decisions and the business is much less likely to achieve its objectives. 

 The leader will decide on the type of organizational structure and the extent of the use of 
important techniques such as delayering and empowerment. The leader’s decisions on these 
matters as well as establishing lines of communication and control will shape the business’s 
culture. This will shape the competitiveness of the company and help determine its success. 

Steve Jobs, p.172 
1 Autocratic leadership exists when managers keep control of information and make major 

decisions alone.  

2  

• An autocratic leader will want to retain control over decision-making, while a 
democratic leader would be likely to delegate at least some authority to more junior 
employees.  

• Autocrats mainly communicate downwards, whereas democratic leaders engage in 
both downward and upward communication. 

3 Steve Jobs was a good communicator. This was vital to ensure that his vision was 
communicated to the organization’s employees. This helped to establish a sense of direction 
and to promote co-ordinated decision-making. 

 Being ‘meticulous’ and demanding helped Jobs to win over stakeholders to his point of 
view and persuading them to support Apple by becoming a customer or lending money to or 
working for the business. This helped Apple become one of the world’s most successful 
companies. 

Exam practice 2.3.1, p.174 
1  

a. Exists when managers keep control of information and make major decisions alone.  
b. The passing down of authority through an organizational structure. 

2 The business is entering new markets. This will require Ali to set clear objectives for these 
markets and to inspire employees to achieve them. Without this, the expansion may fail, 
reducing dividends paid to the company’s shareholders. The company will be employing 
new workers to fulfil its expansion plans. It will be important for Ali to communicate with 
these new employees to help ensure that they work efficiently. Without this, the productivity 
of the company’s workforce may be reduced, possibly posing a threat to job security. 

3 The style suits Ali’s character – he is a natural autocrat – and changing his style may be 
difficult and unsuccessful, especially as his employees are used to his current approach. 
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 The business is growing quickly, with sales rising at an average of 19 per cent per year. 
Over time, Ali will find it more difficult to have all the necessary information to make 
effective decisions and he could be overwhelmed by work. His decision making is likely to 
become less effective, and the need to delegate and use his management team to 
complement his strengths will increase. 

 The business is changing, and its growth makes an autocratic leadership style less suitable. 
A weakness of this leadership style is that it is not suitable for larger businesses. Ali will 
need to consider a more democratic approach to leadership. 

Chapter 2.3 Review questions, p.176 
1  

• Scientific management is based on the use of data and employs a logical, rational 
approach to management and decision-making.  

• Intuitive management is quite different and occurs when managers rely on their 
instinct and experience, rather than data, when making decisions and solving 
problems.  

• It may be that scientific management is more appropriate for major decisions where 
time is available to gather and analyse relevant data. Intuitive management is better 
suited to smaller, more immediate decisions. It also depends on the risk involved 
with decisions – the greater the risk the more scientific the decision making needs 
to be. 

2  

• Autocratic leadership is likely to be suitable when a quick decision is required and 
time is not available for democratic approaches. An autocrat can make and 
implement a decision quickly, allowing the business to respond as soon as possible. 
Autocratic leadership is the default in the armed forces. 

• Autocratic leadership may be suitable with an inexperienced and unskilled 
workforce. In these circumstances, the workforce may not be able to contribute 
effectively to decision-making. 

3  

• Paternalistic leadership is not democratic, but leaders take decisions in what they 
think are the best interests of the workforce. This can engender loyalty among 
employees.  

• Leaders and managers explain decisions that they take. This helps to involve more 
junior employees and it can help to reinforce that the decisions have been taken in 
their best interests, for example, in meeting employees’ social needs. 

4  

• Laissez-faire leadership can be highly effective with creative and professional 
groups. These groups are often self-motivated and usually have the necessary skills 
and knowledge to make many of their own decisions.  
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• This approach can help to create loyalty among employees and may reduce rates of 
labour turnover, helping to lower recruitment costs. 

5  

• The nature of the subordinates will help to shape the circumstances faced by a 
leader. If the employees are highly skilled and experienced and used to making 
decisions, a more democratic style of leadership may be effective. This would not 
be the case with inexperienced and unskilled employees who may be more reliant 
on leaders and managers to take decision on their behalf. 

• The external environment, economic cycle and stakeholder demands. 
• Other factors that might determine a leader’s circumstances include the tasks facing 

the subordinate employees and the business’s objectives. 

2.4 Motivation and demotivation 
Al Rashed International shipping company, p.178 
1 Demotivation exists when an employee has no interest in, or enthusiasm for, their work.  

2  

• The employees may be more productive and able to reduce the costs of providing 
shipping services to the company’s customers. This should increase the company’s 
profits.  

• Highly motivated employees are more likely to enjoy working for the company. 
This may help it to attract the most talented and productive employees, and to retain 
them, resulting in lower staff turnover. 

3  

• Fewer employees will be absent from work, meaning that the business does not 
have to hire additional employees to cover for those who are absent or to delay 
shipping movements temporarily.  

• The business may experience good relations between its employees and its 
managers. This may result in fewer interruptions in its services to customers and 
help it to retain shipping contracts.  

• Al Rashed supplies a high-quality service and would certainly appreciate low levels 
of absenteeism, which help it to provide good customer service using long-serving 
staff who are familiar to customers. 

Motivating accountancy graduates, p.180 
1 The factors that arise then maintain and channel behaviour towards a goal. 

2 Taylor believed that workers were motivated by money. Because of this, linking payment to 
output was a key method of motivating employees. 
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3 Pay was the most important motivational factor for only 18 per cent of employees. This may 
reflect rising incomes in many countries and is very likely to be the case for graduates who 
are likely to be earning higher incomes. However, nearly half the people surveyed (44 per 
cent) rated training as most important – it is a means of acquiring new skills and knowledge, 
possibly securing promotion – career development that may in turn lead to increased pay in 
any case.  

 This survey is limited in its scope (just 1,000 graduates in one industry) and therefore it is 
risky to draw conclusions from it that are too wide-ranging.  

Frederick Herzberg, p.183 
1 Exists when an employee has no interest in, or enthusiasm for, their work. 

2  

• Herzberg’s motivators are satisfiers which relate to the job itself and can create 
positive motivation. Examples include personal achievement, recognition and 
responsibility. 

• His hygiene factors all relate to the job environment and possess the potential to 
cause dissatisfaction amongst employees. Examples include supervision, pay and 
working condition. They do lead to motivation in themselves, but their absence 
would lead to demotivation. 

Motivating generation Y employees, p.185 
1  

• A person with a need for power (n-Pow) can have a need for personal power and to 
direct or control other employees – a need which may be considered undesirable, 
depending on the context.  

• People who have a high need for achievement (n-Ach) aim for excellence. They are 
likely to avoid low-risk situations as they gain little satisfaction from meeting 
unchallenging targets. Equally, they avoid high-risk situations for fear of not 
achieving their targets.  

2  

• Younger people may be less happy at being forced to do something as they are 
perhaps used to exercising their own judgement on what needs doing. Older people 
are more likely to be in senior positions and thus used to exercising authority.  

• Latifa Pini admits that one way to handle generation Y employees is to give them 
challenging work but also to give them instructions. Thus, it appears that being 
ordered to do something may be acceptable, especially if the tasks are challenging. 

• The differing behaviour of the two groups may be related to people’s status within 
the organization more than necessarily their age groups.  
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Indian women not treated fairly, p.188 
1  

• It may make it more difficult for Indian firms to recruit women. This could cause a 
scarcity of labour and force up wage rates, damaging the competitiveness of Indian 
businesses.  

• Female workers in India may become less productive, pushing up the labour costs 
in industries such as textiles, which use high proportions of female labour. Profits 
could decline as a result. 

2  

• Female workers may have compared their earnings to those of men carrying out 
similar roles in the same business. A lack of equity (possibly because so many 
missed out on promotions) may lead to demotivation, increased staff turnover, 
absenteeism. 

• Indian women may also feel that they are not adequately rewarded for the amount 
of effort they put into their work. Demotivation may occur if their inputs are not 
matched by outputs (rewards). 

Exam practice 2.4.1, p.189 
1 The most recent financial year = 50 ÷ 750 × 100 = 6.67%. 

2 The previous year = 6.67 ÷ 0.67 = 9.96%. 

Kiri Ltd, p.191 
1  

• Formative appraisals are planned and continuous processes encouraging managers 
and employees to communicate effectively and to discuss those aspects of the 
employee’s work which have been successful and those that may have room for 
improvement, and how this may be achieved.  

• Summative appraisals describe and record an employee’s achievements and 
performance at work over a period of time, conducted at the end of that period. 

2  

• Kiri Ltd has expanded rapidly recently and will need to promote some employees to 
more senior positions as the workforce grows. Summative appraisal will help the 
company to identify the best people for promotion.  

• The company’s managers are dissatisfied with the performance of some of their 
employees. The use of summative appraisals will help to pick out those who are not 
performing well and allow managers to take suitable action. 

Job advertisement, p.195 
• A strength is that it provides a degree of detail about the job and the organization. 

This will help applicants to make informed judgements about whether or not to 
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apply for the position. In turn, the organization will be more likely to attract 
applications from suitably qualified candidates, enabling it to make a productive 
appointment.  

• A weakness is that some of the information (such as the job’s location) is not in the 
advert and people may not look online for this information. 

IHG uses online recruitment in Dubai, p.196 
1 Some potential applicants may not have access to the necessary technology (or have the 

required skills) to complete the online applications – for example, making a video of their 
neighbourhood and uploading it to IHG’s website. This approach to recruitment is only 
likely to reach those potential employees who are IT literate and use the internet to search 
for jobs from around the world. Thus, it may be a very successful method of recruiting IT 
workers, but not for others. 

2 This allows businesses in the UAE to target potential employees globally, giving businesses 
the chance to recruit the most highly skilled workers and increasing their competitiveness. 
However, some potential employees may be put off by having to use technology, others 
may not find online adverts, and online screening systems may exclude people who are 
actually well suited to a particular position. In the case of lower-paid positions (cleaning 
staff), potential applicants may not have access to the technology, or the skills needed to use 
it. 

 Online recruitment offers significant benefits, notably the chance to recruit globally at a low 
cost. Thus, it is likely the companies in the UAE will increasingly rely on it. However, it 
may not be suited to some jobs, particularly senior positions where at least part of the 
recruitment process should be face to face to allow in-depth analysis of candidates’ 
strengths and weaknesses.  

Salary packages important for Indian employees, p.200 
1 Many younger people have little financial security and therefore salaries are particularly 

important to them in order to meet what Maslow identified as physiological needs. Most 
younger people do not expect to have jobs with high status at what is the start or early part 
of their working lives. As unemployment is high among young people in many countries, 
they seek jobs with sufficient pay to cover their basic needs. 

2 Many people are not motivated by money, so using salaries encourages managers to think 
about other means of motivating their workforces, such as empowerment. This might prove 
to be more effective in the longer term, boosting the business’s performance. A 
disadvantage is that there is no direct relationship between pay and performance and, for 
some people, in some roles, this might detract from their performance at work. 

Profit sharing at Ford, p.202 
1 A reward system whereby employees receive some of a business’s profits in relation to how 

much profit the business makes. 

  



 

Business Management for IB Diploma       34 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 2 Human resource management 

2  

• Employees will receive this payment if the company is profitable. This additional 
payment is linked directly to the size of Ford’s profits. This could be expected to 
motivate employees to work productively and efficiently to help to boost the 
company’s profits and their incomes.  

• Many of the company’s employees may feel they are valued by senior managers 
who have agreed to share profits with them. This could motivate employees by 
providing a sense of belonging and improve the performance of the workforce. 

3  

• Employees may be dissatisfied with what is a fall in pay. The share of profits is 13 
per cent lower than it was in 2019 and employees may feel this is due to the 
decisions of others, for example, senior managers’ decision to launch a new model 
of car – the Explorer.  

• Some hourly-paid workers at Ford do not receive a share of the company’s profits. 
This is likely to prove divisive, even when the payment is declining. Those 
employees may be less likely to be motivated and may be less productive and 
efficient.  

• The decline in the level of profits paid and the fact that they are lower than those 
given by two rivals may be short-term factors and employee performance may not 
be affected significantly by this.  

Empowerment in India, p.205 
1 A series of actions designed to give employees greater control over their working lives. 

2 Empowerment requires employees to take more decisions and they may lack the skills and 
knowledge to do so effectively. Expenditure on training will be needed to rectify this, 
thereby increasing the business’s costs. 

3 Empowered employees are likely to perform better as they should be more motivated to do 
so. Empowerment increases motivation as it offers employees more responsibility and this, 
according to Frederick Herzberg, it is a positive factor leading to motivation.  

Motivation during the COVID-19 pandemic, p.207 
1 The factors that arise, maintain and channel behaviour towards a goal. 

2  

• They may be motivated by the chance to make a difference – in this case the 
possibility of saving people’s lives during the pandemic. This can give a very strong 
sense of purpose to their working lives, driving towards self-actualisation in 
Maslow’s theory.  

• Some health care workers may feel a strong responsibility to continue providing 
their services, despite the risks involved.  

• Many health care workers are empowered to control their working lives and this 
may shape the decision to continue working whatever the risks. 
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Exam practice 2.4.2, p.208 
1 Also known as vertical loading – occurs when employees’ jobs are redesigned to provide 

them with more challenging and complex tasks to develop the employees and increase 
motivation. 

2 The company might offer piece-rate pay or a profit-sharing scheme. Piece-rate pay would 
reward employees financially according to the quantity that they produce. Employees would 
be likely to produce more quickly under a piece-rate pay scheme. The outcome should be 
that the workforce has a higher rate of productivity.  

3 Flattening the organizational structure would give junior employees more challenging roles 
at work and greater authority to take decisions. This would allow the company’s relatively 
junior employees to fulfil their esteem needs and thereby improve levels of motivation.  

4 Gibble Ltd might use non-financial methods to motivate its workforce because the 
organizational structure is tall and this suggests that there is relatively little delegation 
within the business. This may lead to poorly motivated employees and consequently poor 
performance by the workforce. The company’s products are ‘recognized as being of the 
highest quality’. It would be possible for the company to raise its prices to fund financial 
methods of motivation, allowing them to be implemented without harming profit margins. 

 It is not inevitable. There are arguments for and against each approach to motivation. 

Center Parcs, p.209 
1 A process whereby an individual acquires job-related skills and knowledge. 

2  

• It presents the company as a good employer and a business for which people want 
to work. This is known as creating a good employer brand and helps a business to 
acquire and retain loyal, talented and productive employees.  

• This website will be read by many of the company’s customers. The quality, 
commitment level and attitude of staff in a service business such as Center Parcs is 
a major determinant of the quality of the product supplied. Hence this may help the 
company to attract customers. 

3 Good programmes of training help to provide employees with the knowledge and skills 
essential to carry out their jobs efficiently. Employee skills and performance are very 
important to the success of Center Parcs in meeting its consumers’ needs given the nature of 
its business. The company is expanding and therefore will be hiring staff regularly. If this 
expansion is not to dilute the quality of its services, it is vital that new employees are trained 
to ensure they have the knowledge and skills to achieve the required standards of service. 

 The quality of customer service can act as a USP in this industry. If Center Parcs can 
develop this (and maintain it as it expands), this may help it to attract new customers and 
maintain its brand loyalty. 
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Primark in Bangladesh, p.211 
1 Occurs when employees’ jobs are redesigned to provide them with more challenging and 

complex tasks. 

2 Herzberg argued that motivation in these circumstances would improve because employees 
in the factories in Bangladesh would receive recognition for their roles on the committees 
and may also have a sense of personal achievement. Herzberg presented these as positive 
motivators which can work independently of other factors such as pay. Maslow would argue 
that this form of motivation would not be effective if earlier, more basic needs had not been 
met. Are the physiological and security needs of these employees met? 

 Herzberg’s may be the best explanation as it operates independently, recognizing that other 
factors such as pay may be dissatisfying simultaneously. Maslow assumes that lower needs 
will be fulfilled at this stage and that may not be the case for low-paid workers in 
Bangladesh.  

Chapter 2.4 Review questions, p.211 
1 Key elements include piece-rate pay and close supervision. For example, the use of piece-

rate pay is intended to motivate employees to work as productively as possible by rewarding 
them for the quantity produced. 

2  

• Herzberg identified a number of hygiene factors (also called maintenance factors) 
which cannot motivate and may result in employee dissatisfaction at work. Working 
conditions and pay are examples.  

• Herzberg’s motivators are a series of factors with the power to positively motivate 
people in the workplace. Examples include achievement and recognition.  

3  

• Physiological needs, such as food, shelter and clothing. These are met through pay 
and a suitable working environment.  

• Security needs, including a safe and secure working environment. Effective health 
and safety policies and permanent contracts of employment can meet these needs.  

• Contact and friendship with other employees are examples of social needs which 
can be met through the provision of sporting and social facilities, and working in 
teams. 

4  

• McClelland’s need for power can be a need for personal power to control other 
employees or a need for institutional power to direct other employees to achieve the 
organization’s objectives.  

• His need for achievement exists in people who aim for excellence. Such people 
avoid low- and high-risk situations as they are unchallenging or unlikely to be 
achieved. They set themselves realistic aims. 
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5 Labour turnover = 90 × 100 ÷ 1,500 = 6.0% 

6  

• External recruitment offers the advantage to a business of selecting from a much 
wider field of candidates, with the likelihood of attracting a more effective 
employee who may bring new skills into the business.  

• However, the costs of this form of recruitment can represent a significant 
disadvantage for some businesses. 

7  

• Piece-rate pay operates when employees are paid for the volume of products that 
they produce. For example, a bricklayer may be paid $25 for each 1,000 bricks laid.  

• Hourly pay is a rate per hour worked, for example, $11 per hour. 

8  

• Job enrichment occurs when employees’ jobs are redesigned to provide them with 
more challenging and complex tasks. For example, a team leader might be given 
authority to recruit and train employees as well as to organize their work and deal 
with problems.  

• Job enlargement entails employees being given more tasks of a similar degree of 
complexity. For example, a data input operator might be required to input additional 
types of data into a business’s databases.  

• So, job enlargement is essentially more of the same, while enrichment increases the 
degree of challenge at work. 

9 It can be costly. Empowerment will almost certainly mean that expenditure on training is 
essential to ensure that employees have the necessary skills and knowledge to carry out their 
empowered roles effectively. 

10  

On-the-job training does not require the employee to leave the workplace. Employees learn 
from experienced employees through observation and work shadowing.  

Off-the-job training involves training outside the workplace, either at a college, university 
or some other agency. 

2.5 Organizational (corporate) culture 
Valve, p.215 
1 Takes place when managers allow subordinates freedom to make their own decisions. 

2  

• Having a culture which encourages creative risk-takers is important for this 
business as it is seeking to encourage its employees to develop new computer 
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games. This culture gives them the necessary freedom to develop new ideas without 
fear of criticism.  

• Operating this culture will help the business to attract the type of creative and 
independent-working employees that are most likely to help it to be successful. 

3  

• An insurance company: in most roles no, as the senior managers will want 
employees to follow rules to ensure that the agreed level of service is provided to 
satisfy customers and protect its finances.  

• A hospital: again no, in most circumstances to protect patients’ well-being by 
following procedures.  

• An advertising agency: mostly, yes, to develop advertising campaigns to meet 
particular customers’ needs. 

Exam practice 2.5.1, p.217 
1 The importance of an employee begins to be defined by their position in the hierarchy and 

their job title. Role cultures are common in larger businesses. This type of culture relies 
quite heavily on rules and procedures. 

2 Emily had the right skills and attributes to lead a business with a power culture. She was 
knowledgeable, decisive and enjoyed being in control. This led to the business being 
successful – for a period of time. 

3 The use of a power culture was very successful while the business was small. Emily was 
able to make all the decisions and to remain in control of the entire business. However, as it 
grew to 34 branches, this was not possible. She needed to bring other people into decision-
making and giving them clear roles and responsibilities was an effective development of the 
business’s culture. She could not continue to operate a power culture and the business would 
have become less successful. 

Cultural differences, p.220 
1 The values, attitudes and beliefs of the people working within a business. 

2  

• Power distance is much greater in China. This would mean, for example, that junior 
employees in China would not normally be expected to challenge the views of their 
seniors or to protest against decisions made. In the US this is more likely to happen 
and managers there may ask for the views of juniors before taking a decision.  

• People in China are more likely to be restrained than those in the US. Therefore, US 
employees might react less well to decisions which would require them to make 
sacrifices and would not satisfy their needs and desires as much as they would like.  
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The Enron Corporation, p.221 
• The Enron Corporation was large, with 20,000 employees. In an organization of 

this size, subcultures may exist, especially if the business operates facilities in 
different regions or countries.  

• A large business might be the result of a merger or takeover. The two (or more) 
original businesses may retain their original and different cultures even after the 
business has become a single entity. 

The merger between Daimler-Benz and Chrysler, p.223 
1 The combining of two or more firms into a single business, following an agreement by the 

firms’ management teams and shareholders. 

2  

• The two companies were unsuited to merging as Daimler-Benz had a flat 
organizational structure while Chrysler had a tall structure. The two management 
teams and other employees would be used to different degrees of delegation, which 
would make the new business difficult to manage.  

• Decision-making was centralized at Chrysler but not at Daimler-Benz, so the new 
business would represent a major – and perhaps unacceptable – change for one 
group of employees. Overall, the merging of two different cultures was always 
likely to fail. 

3 Countries can have very different cultures based on measures such as Hofstede’s power 
distance and indulgence versus restraint. Companies may reflect the cultures where they are 
based as well as the leadership style, and differences can make successful mergers less 
likely. Other factors influence culture, such as the views of a leader and the organization 
structure that is employed. These may not reflect national cultures. Whether this is true 
depends on a range of factors, such as the extent to which the businesses involved are 
multinationals and may not reflect a single national culture. 

Jaguar, p.224 
1 A series of actions designed to give employees greater control over their working lives. 

2 Jaguar invested heavily in preparation for this change. This investment would have reduced 
the possibility of opposition if employees understood why this change was necessary and 
accepted the vision that was presented to them. Jaguar’s managers were wise in that they did 
not rush these changes. This gave employees a chance to prepare themselves for the change 
and for their new roles. This made it more likely that these changes would be accepted. 

Chapter 2.5 Review questions, p.225 
1  

• The stories, for example, about great employees, past and present, who have shaped 
the way the business operates.  

• Rituals which refer to the events the business stages and the ways in which it does 
things. These become a part of the way it operates.  
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2  

• Under a power culture, there is one dominant person (or a few key people) who 
makes all the major decisions and all employees refer to them if they want to know 
what to do. The ‘boss’ is in charge of all the operations of the business.  

• With a task culture, teams are formed for particular projects and individuals are 
brought into these as and when they can contribute. An employee’s value depends 
on what they can add to the team rather than their age or how long they have been 
working for the business. 

3  

• Short- and long-termism: in some countries individuals tend to plan for only a few 
years ahead, as in the UK where governments last a maximum of five years; in 
other countries people seem to plan many years ahead – China is an example.  

• Masculinity versus femininity: according to Hofstede, masculine traits include 
focusing on the self, work, being competitive, winning and material rewards. By 
comparison, femininity refers to an approach that is more relationship centred, 
consultative, caring and involving, and focused on a work–life balance. 

4  

• The organization’s leaders: leaders will set an example in terms of what is valued 
and what is expected. Leaders will create the vision of what people within the 
organization are trying to create.  

• The performance of the business: a business that is performing well (increasing 
market share, for example) will tend to stick with its current culture. One that is 
performing less well is more likely to consider a change in culture. 

5  

• Divisions within the business’s workforce: a business’s employees may be 
separated into two or more groups – subcultures – as they recognize that their 
values and beliefs may not be supported by another part of the workforce. 
Performance may suffer as a consequence.  

• Increased resistance to change through entrenched beliefs: this would make it 
difficult for managers to change the culture to one that is more likely to be 
effective. 

2.6 Communication 
Cathay Pacific, p.227 
1 The exchange of information between people. 
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2  

• The airline operates internationally and needs to be able to communicate 
immediately over long distances and across 46 countries. The use of electronic 
methods achieves this relatively cheaply.  

• The use of electronic methods of marketing enables the airline to promote and sell 
its products cheaply to a global audience. This helps the airline to compete 
effectively with rivals while minimizing its marketing costs. 

Vina Casa Rosa, p.230 
1  

• Formal communication is the exchange of information and ideas within and outside 
a business using official channels, such as annual general meetings and official 
letters. 

• Informal communication is the exchange of information and ideas using unofficial 
channels, such as at social events, via conversation and word of mouth. 

2 Strength: 

• Spoken communication facilitates two-way communication which can improve the 
performance of the business – this might be important for this business, which has 
an authoritarian leader, which may otherwise have one-way communication.  

 Weakness: 

• For external purposes, spoken communication may not be effective. Although the 
vinery has developed good personal relations with its buyers, this approach does not 
help it to develop new customers and to enter new markets, explaining why sales 
and profits have fallen. 

3 The company is losing sales to competitors who are promoting themselves successfully to 
new markets and achieving higher sales overseas. This requires the use of technology to 
communicate with potential customers. The vinery needs to respond by using technology 
such as a website. The use of daily meetings is unpopular and the level of labour turnover 
has risen. The company could improve the performance of its workforce by implementing a 
different system of communication. Much evidence points towards the advantages of using 
technology to improve both internal and external communication.  

Golden Screen Cinemas’ Facebook page, p.232 
1 The popularity of Facebook has increased rapidly in recent years and the cinema has 1.89 

million followers, which indicates the importance of this method of communication. Using 
Facebook is also a relatively cheap means of promoting the cinema’s offerings to potential 
customers and provides a closely targeted form of communication. This combination of 
low-cost and accurate targeting is very attractive for Golden Screen Cinemas. 

2 Electronic communication offers a cheap means of communication for the company and 
controlling costs is important for Golden Screen, given that it is facing tough competition 
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from rivals in the cinema market. Using this form of communication may assist the business 
in remaining price competitive. The use of electronic communication will not enable Golden 
Screen Cinemas to target all of its potential customers. Some customer groups may not use 
electronic methods of communication and, if the company wants to maximise sales, it will 
need to consider other methods such as the use of newspapers and radio. In addition, the use 
of a social media platform should reflect the target market, and Facebook may not be the 
optimum choice going forwards. 

Exam practice 2.6.1, p.232 
1 A response to communication that may confirm it has been received and understood. 

2 The company’s employees argue that there is no feedback from much of the electronic 
communication. This weakens communication, especially between highly skilled employees 
working in teams. 

3 The company could organize more face-to-face meetings in its offices. This would allow its 
employees to meet and discuss issues. As employees deal with complex problems and have 
different skills, such a two-way exchange of information would improve communication. 
The company could rely on the use of mobile phones, which would allow employees to 
discuss issues and give/get immediate feedback. This would enable employees to challenge 
ideas. It may be that a combination of methods allowing spoken communication would be 
the most effective measure.  

Khosa Law Chambers, p.234  
1 The exchange of information and ideas within and outside a business using official 

channels, such as annual general meetings, written documents. 

2 Precise communication of legal matters will be essential for a successful law business as 
many decisions are based on the wording of documents and of evidence provided by 
witnesses. Errors could be very costly. 

3 Security and the need to protect certain sensitive documents in legal cases would influence 
Khosa Law Chambers in its use of certain methods of communication such as encrypted 
electronic communications. The company operates globally, with affiliates in cities such as 
London and Toronto, meaning that electronic communication may be suitable where quick 
information or decisions are necessary. Overall, the key factors shaping the decision 
regarding the choice of method of communication will depend on the precise circumstances, 
but any method of communication would have to be secure to prevent clients’ personal 
information becoming available to other people. 

Exam practice 2.6.2, p.239 
1 Any factors that prevent information being passed successfully between two or more people. 

2 Rapid Games Ltd has just merged with another software company. This has the potential to 
create a barrier to communication as the two companies may use different management and 
leadership styles and may be used to communicating in different ways. The company has 
appointed a large number of employees recently, including many new managers. These 
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managers work in different countries and speak different languages and may not be used to 
how communication works within Rapid Games Ltd.  

3 Manuel and the company’s other senior managers should start by analysing the business’s 
communication to determine solutions. This may extend beyond the overuse of information 
technology and include issues such as a lack of understanding of the objectives of the newly 
merged company and of the chains of command and channels of communication that should 
be used. The company will almost certainly need to invest in some communications training 
to establish common procedures and clear lines of communication throughout the business. 
Such training will help the managers to create a framework for communication and to 
ensure that all employees understand it and can use it appropriately. The key is for 
business’s senior managers to identify the problems and to establish how communication 
should take place within the business in the future.  

Black Fern Media Limited, p.240 
1 The company operates across two large countries using teams. This increases the volume of 

communication needed while making it more difficult to carry out. It operates in different 
markets and relies on electronic communication, which may not encourage feedback and 
could result in too much communication. 

2 BFM uses different teams to collect a large volume of information, which is passed on to 
other teams within the business for publishing or broadcasting. It is vital that these teams 
communicate effectively with each other to ensure that the information broadcast and 
published is as entertaining and accurate as possible. The company uses communication 
technology including video conferencing to keep its costs as low as possible. Given that the 
company works throughout Australia and New Zealand, this avoids the need to devote time 
and financial resources to travelling.  

Chapter 2.6 Review questions, p.242 
1  

• Formal communication is the exchange of information and ideas within and outside 
a business using official channels, such as annual general meetings and written 
documents.  

• Informal communication is the exchange of information and ideas using unofficial 
channels, such as at social events and via conversation. 

2  

• Vertical communication is the exchange of information between individuals or 
groups who are at different levels within the organization – for example, between 
managers and shop-floor employees.  

• Horizontal communication involves individuals or groups at the same level of 
hierarchy within the business exchanging information – for example, a meeting of a 
company’s board of directors. 

3 Strength: 
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• Email is very rapid, irrespective of the distances involved, helping managers to 
gather information and making quick, informed decisions.  

 Weakness: 

• It is easy for email to lead to too much communication as people are copied in. This 
means that important messages may be missed. 

4  

• Some managers do not appreciate that there is a problem with communication 
within a business. While this continues, a major barrier to communication exists.  

• Mergers and takeovers create larger, more complex businesses which may contain 
elements with different cultures. All of these factors can inhibit effective 
communication. 

5 Autocratic leadership may result in a lack of two-way communication as leaders retain 
information and control at the top of the organization. This could lead to a lack of feedback 
and poor exchange of information. 

2.7 Industrial/employee relations 
Work-to-rule follows strike action in Irish industrial dispute, p.247 
1  

• A work-to-rule is a type of industrial action during which employees will not carry 
out any duties that are not a part of their contract of employment.  

• Strike action (or a strike) occurs when a group of employees refuses to work during 
a dispute with an employer. 

2  

• The union may have decided not to take strike action yet as it hopes that the 
pressure imposed on the company by the work-to-rule will be sufficient to force a 
settlement.  

• The IWU may feel that a strike would be less acceptable to its members as they 
have already lost pay from engaging in four strikes recently. 

3 ESB may fear that any settlement reached will encourage further action by the union to 
improve the conditions of its members. This might make it more difficult for ESB to reach 
its objectives – which may have been set by the Irish government. 

Employer uses a lockout in dispute, p.249 
1  

• A lockout is a situation in which an employer prevents employees from entering 
their place of work as a means of applying pressure during an industrial dispute.  
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• Strike action (or a strike) occurs when a group of employees refuses to work during 
a dispute with an employer. 

2 The company may have felt this would impose a financial penalty on its employees and 
encourage them to pressure the trade union to sign the agreement which has been negotiated 
already. 

3 This might make it more difficult to reach a decision. The company’s employees have 
already taken strike action and this suggests that they may not be prepared to settle when 
facing a lockout. This move could just harden negotiating positions and not hasten a 
settlement.  

Exam practice 2.7.1, p.252 
1  

• A ‘no-strike agreement’ is a deal between employers and trade unions (or other 
employee representatives) whereby in return for a pay and conditions package a 
union agrees to refrain from strike action for an agreed period.  

• Under a single-union agreement, employees agree to be represented by one union. 
This makes negotiation simpler for the employers. 

2 Advantage: 

• Mario thought industrial action would have been damaging and the use of 
arbitration avoided this. The business’s profits may have been higher in the long run 
as a consequence.  

 Disadvantage: 

• Through arbitration, if negotiation had not proved effective, Mario still risked an 
industrial dispute, his employees might have reached a less costly settlement. 

3 The workforce was loyal and long-serving. Announcing redundancies to settle a dispute 
could inflame the situation and make it more difficult to reach a settlement. It may also lead 
to loyal, motivated and skilled employees leaving the business, which could damage its 
future performance. 

Primark in Bangladesh, p.252 
1 A culture of involving employees in decision making that results in gaining employees’ 

acceptance and support of decisions. Employees are able to influence decisions taken within 
a business. 

2 The company believes that this action will be likely to improve the motivation and 
productivity levels of its employees. This will help to control labour costs and boost 
Primark’s price competitiveness. The company could receive marketing benefits from this 
decision. It will help it to attract customers who believe that it is important to treat workers 
in less developed countries fairly. 
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3  

• Conflict may still occur if Primark does not implement – or implement fully – the 
proposals that its employees in Bangladesh suggest. In these circumstances, the 
employees may judge that the changes are only token and not really designed to 
improve their working lives. In addition, it depends on the level of influence 
Primark has in dictating working conditions for outsourced production operations 
and suppliers. 

• The company may not benefit from better industrial relations if it does not extend 
these policies to all of its factories in Bangladesh. Employees in those factories who 
do not have such schemes may be demotivated and further disputes may occur. 

Airbus and European works councils, p.254 
1 The involvement of employees in the process of decision-making within a business. 

2  

• Works councils encourage communication between managers and the workforce. 
This can avoid decisions being made which may cause industrial conflict. For 
example, the company’s plans to cut more than 2,000 jobs might be discussed and 
agreement reached before a final decision is taken.  

• The existence of a works council can send a message to employees that the 
company intends to involve its employees in decision making. This can help to 
avoid damaging disputes by creating an atmosphere in which employees’ needs are 
considered and where communication is effective.  

3 Employees might have improved working conditions compared with those that might exist 
elsewhere. This improvement could take the form of higher pay rates, greater job security or 
more generous holiday entitlements. The works council is likely to negotiate these improved 
conditions as a form of collective bargaining, and ensure that they are maintained over time. 

Chapter 2.7 Review questions, p.254 
1  

• Disputes over pay can cause conflict in the workplace. For example, if employees 
press for a pay rise during a period of inflation and managers make only a small 
offer, a dispute may result.  

• Poor management can cause conflict. This is often associated with poor or 
insufficient communication where employees are unaware of what is happening 
within the business. This is particularly likely to cause conflict during a period of 
change. 

2  

• Strike action (or a strike) occurs when a group of employees refuses to work during 
a dispute with an employer.  

• A work-to-rule is a type of industrial action during which employees will not carry 
out any duties that are not a part of their contract of employment.  
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3  

• Collective bargaining can be expected to result in higher pay rates for employees. 
This occurs because trade unions (or other organizations representing employees) 
have skills in conducting negotiations and the threat of industrial action behind 
them.  

• Collective bargaining means that an employee’s job is more likely to be secure. If a 
job is at risk, the employee will be represented and there is a credible threat of 
industrial action if negotiations fail.  

4  

• Conciliation is a method of resolving individual or collective disputes in which a 
neutral third party encourages the continuation of negotiations.  

• Arbitration is different in that it is a procedure for the settling of a dispute, under 
which the parties agree to be bound by the decision of a third party. 

5  

• The employer benefits from the certainty that strikes will not occur and that the 
supply of products to customers will be uninterrupted, ensuring revenues continue to 
flow into the business.  

• Employees lose pay when they are on strike. The absence of strikes means they will be 
paid each week or month and their standard of living will be protected. 
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3.1 Introduction to finance 
Vardhman Textiles, p.257 
1 The purchase of items such as fuel and raw materials that will be used up within a short 

period of time. 

2 The spending by a business on non-current assets which will be used for more than one 
year, such as premises, production equipment and vehicles. 

3 The company’s decision could increase its profits in the longer term. The capital 
expenditure is to purchase new machinery as part of an expansion. If successful, this 
expansion could increase sales and profits. 

Exam practice 3.1.1, p.257 
1 Paying for shampoo, conditioner and other hairdressing materials. Paying rent for the 

hairdressing salon. 

2 The business might fail to make a profit if expenditure is too high. This might result in the 
failure of the business as a start-up business may not have any financial reserves. 

Chapter 3.1 Review questions, p.258 
1  

• To start up or to expand the business.  
• To pay for day-to-day expenses such as fuel and rent. 

2 The money invested into a business and used to purchase a range of assets, including 
machinery and stocks. 

3  

• Capital expenditure is the spending by a business on non-current assets which will 
be used for more than one year – examples include property and vehicles.  

• Revenue expenditure refers to the purchase of items that will be used up within a 
short period of time – employees’ wages and fuel costs are examples. 

3.2 Sources of finance 
Tata Power sells shipping assets, p.260 
1 Finance within a business, such as savings belonging to the owner of the business or 

retained profit. 

2  

• The bid of $212.76 million might have generated a profit for Tata Power and thus 
have made it the most attractive source of finance for the company.  
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• The company wanted to reduce the amount of its borrowing, so selling an asset 
such as this would have been an appropriate source of finance.  

Asif’s decision, p.263 
1 A long-term loan with fixed rates of interest, where the capital is not repaid until the end of 

the agreement. Land or property is often used as security for this type of loan capital. 

2 Share capital is finance raised by a company from selling shares in its business to 
shareholders. 

3 Advantage: 

• A debenture offers Asif a certain return, even if the company is not profitable.  

 Disadvantage: 

• The company is currently profitable and the returns in the form of dividends may 
have been higher than the interest paid on the debenture.  

4 There is a strong argument for providing finance in the form of share capital because his 
cousin is a successful entrepreneur and his business is highly profitable. Buying shares 
would allow him to share in its success in the form of dividend payments and rising share 
prices. Asif may be concerned that the expansion would not be successful, at least for 
several years, and would wish to invest using a debenture. Overall, Asif’s decision may 
depend upon his confidence in his cousin’s skills and any financial forecasts that he might 
see. 

Crowdfunding: a different source of finance, p.264 
1 A small business will avoid the need to pay interest charges which would have to be met if 

it raised the finance through agreeing a loan.  

2  

• George Christakos owns and manages a reputable and successful business and is 
seeking to expand it. He might expect a bank to grant a loan as his record suggests 
that he would make repayments and would not represent a high degree of risk.  

• George has assets to use as collateral for his loan, most notably the restaurant that 
he and his father own. In the event of him failing to repay the loan as agreed, the 
bank could sell the restaurant and recoup its loan, thus it is not a high-risk loan and 
the agreed interest rate may reflect that, lowering the cost of the debt. 

3  

• The customers might enjoy the food and service that they receive at the restaurant 
and wish it to continue to trade. Helping it to expand is one way of achieving this 
aim and helping the father and son.  
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• The investors might have been attracted by the proposition of future meals, 
especially those that could last for the duration, and considered the relatively small 
investment required to be worthwhile. 

Lendwithcare, p.265  
1  

• Ecuadorean banks may doubt Maria’s ability to repay a loan.  
• The banks may not traditionally lend to small entrepreneurs such as Maria because 

they consider the sums involved to be of no interest to them.  

2 For: 

• A loan of a small sum of money would not represent too great a risk. Even if the 
money is not repaid, the loss of the sum advanced may have little impact on those 
giving the loan.  

 Against: 

• Maria may not be able to offer any security for a loan and there is a distinct risk that 
she may not be able to repay it. Less risky investments exist. 

Exam practice 3.2.1, p.266 
1  

• Internal sources of finance are from within the business. An example is savings 
belonging to the owner of the business, or retained profit. 

• External sources of finance are from people outside the business or organizations 
such as individuals, banks or governments. Examples are bank loans or government 
grants. 

Raising finance, p.267 

• Preparing a business plan would help Sam to assess how much finance she needed 
to start the business and therefore how much she needed to raise. This would be the 
first step to financing the business.  

• Sam needs a ‘substantial sum of finance’ and is likely to need a bank loan. A bank 
would be more likely to grant a loan if it could analyse a business plan to help it to 
assess the risk involved in making the loan.  

Pakistan’s cement industry faces high borrowing costs, p.270 
1 Many of the loans taken out by the Pakistani cement industry are long-term loans and may 

have been agreed some time ago when interest rates were significantly lower. If the interest 
rates on at least some of these loans are fixed, they remain a good source of finance. 

2 The cement firms would currently have to pay very high rates of interest to borrow money 
(at least 13 per cent) and the businesses are not performing well and may be unable to afford 
the repayments. Share capital would be an attractive alternative as it does not involve fixed 
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payments. The cement industry’s performance is currently poor, with ‘flat sales’. This may 
make it difficult to attract new shareholders.  

Spotify announces major expansion plans, p.273  
1  

• Spotify is planning a major expansion, taking it into many new countries. It is likely 
to have to market these new services heavily in the countries concerned and this 
will require significant capital expenditure.  

• The company has yet to make a profit and therefore needs to raise funds from 
external sources as it cannot rely on reinvesting existing profits. 

2 Share capital might be a good source of finance for Spotify in the circumstances. Its share 
price rose 6 per cent on the announcement of the expansion, suggesting that its shareholders 
might support it. The company may be able to raise loan capital as it is earning substantial 
revenues – these totalled $9.5 billion in 2020. This might reassure banks of its ability to 
repay loans. The option of share capital looks more attractive as it does not involve fixed 
payments and the company is not yet profitable. 

Exam practice 3.2.2, p.274 
 A business angel might be a good option for Cathy and her sisters. Apart from providing 

finance, they may be able to offer advice as the sisters may not have the business experience 
necessary in these circumstances. It may be that a bank would be willing to lend to this 
business as it does not appear too risky. The sisters are talented and their products are 
proving popular. Therefore, they are likely to generate revenue and be able to repay loans. A 
bank loan may be a preferable option as the sisters can retain control of the business. Their 
father may also be willing to invest or provide a loan. 

Chapter 3.2 Review questions, p.272 
1 Advantage: 

• The use of this source of finance avoids the need to make any repayments as the 
asset is already owned. This can help to boost future profit levels.  

 Disadvantage: 

• The asset may no longer be available to the business. If it is required in the future, 
the business may have to lease it, increasing costs and reducing future profits. 

2 Advantage: 

• Using retained earnings as a source of finance avoids the need for the business to 
pay any interest charges and therefore makes it more able to control its future costs.  

 Disadvantage: 
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• The owners of the business will not receive the profits (as dividends if it is a 
company) and may be dissatisfied with this. They may be less willing to invest in 
the business in the future as a result. 

3  

• Share capital is finance raised by a company from selling shares in its business to 
shareholders. 

• Loan capital is money that is borrowed over a medium or long period of time. 
Examples of loan capital include bank loans and mortgages.  

4 Trade credit is, in effect, a free source of finance as suppliers do not normally charge 
interest. This is not the case with an overdraft which is therefore more costly.  

5 The business’s financial position. If the business is not very profitable, it will not be able to 
use retained earnings and will have to use some other source of finance such as a bank loan 
or the sale (and possible leaseback) of an asset. 

3.3 Costs and revenues 
High fixed costs in Mauritius, p.277  
1 Fixed costs do not change when a business alters its level of output. For example, a 

business’s rent will not vary if there is an increase or decrease in the level of production. 

2 A new enterprise will face considerable start-up costs such as buying premises and 
machinery as well as advertising its products to win customers. If the newly-established 
business is able to minimize its variable costs, this will help it to make a profit as soon as 
possible – or at least minimize losses for a period of time.  

3 High fixed costs make it difficult for new businesses to enter the industry and act as a 
barrier to entry. Any business proposing to join the industry will be able to do so only if it 
can raise a large sum of capital to buy these non-current assets. High fixed costs make it 
difficult for a new business entering the cement industry in Mauritius to make a profit, 
especially in the short term. Any new entrant would need to achieve a high level of sales to 
cover the high fixed costs and to generate a profit. This is not likely to be achieved in the 
short term, if at all.  

 Importantly, the cement market in Mauritius is relatively small due to the small size of the 
island, making it difficult for businesses to achieve a sufficient scale of sales to cover the 
high fixed costs. It would be impossible for a large number of businesses to achieve enough 
sales to cover costs in such a small market.  

Exam practice 3.3.1, p.278 
1 Mike’s average cost per customer = $275,000 ÷ 125 = $2,200. 

2 Mike’s fixed costs  = $275,000 − (125 × $1,500) 

    = $275,000 − $187,500 



 

Business Management for IB Diploma       53 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 3 Finance and accounts 

    = $87,500 

Exam practice 3.3.2, p.280 
1 Total revenue  = (12 × $100) + (9 × $120) 

   = $1,200 + $1,080  

   = $2,280 

2 Revised revenue  = (13 × $95) + (10 × $114)  

    = $1,235 + $1,140  

    = $2,375 

3 Lucy’s revenue from sales might be reduced if the reduction in price does not produce a 
sufficient rise in sales to compensate. (However, the calculation in answer to question 2 
suggests that this is not the case.)  

The International Federation of the Red Cross and Red Crescent Societies 
(the IFRC), p.281 
1 The earnings of a business from its full range of trading activities, including renting assets 

such as property. 

2 This is the major way in which most charities raise funds. The IFRC is not different in this 
regard and it does not engage in significant amounts of activities for which it can change 
those receiving its services. Many of the people it looks after have very low incomes and 
could not provide the amount of finance it would require. The organization is well known 
across the world and has considerable potential to raise money through donations. This is 
the organization’s most important and productive revenue stream and it makes perfect sense 
for the IFRC to rely upon it. The data in the case study supports this view. 

Chapter 3.3 Review questions, p.282 
1  

• Fixed costs do not change when a business alters its level of output. Examples 
include insurance costs and rent for property.  

• Variable costs alter directly with the level of a business’s output. In consequence, 
increasing output will lead to higher variable costs – for example, raw materials. 

2  

• Direct costs can be related to the production of a particular product and vary 
directly with the level of output. Examples include the costs of raw materials and 
fuel.  

• Indirect costs are overheads that cannot be allocated easily to the production of a 
particular product and relate to the business as a whole. Indirect costs include the 
costs of marketing and administration. 
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3 Total revenue = ($45 × 1000) + ($39 × 25,000) = $45,000 + $975,000 = $1,020,000. 

4 Dividends, donations, interest paid on bank deposits. 

5  

• Profit is the extent to which a business’s total revenue exceeds its total costs over a 
period of trading 

• Loss is the amount by which a business’s total costs exceed its total revenue during 
a trading period. 

3.4 Final accounts 
Malé Traders Ltd, p.290 
1 The managers would want the information from the statement of profit or loss to allow them 

to decide on the extent to which the company’s marketing is effective. They could consider 
whether they need more advertising, for example, if sales have declined compared with the 
previous year. 
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2  

Item Original figures 

$ 

Revised figures 

$ 

Sales revenue  4,899,750 4,899,750 

Cost of sales (3,023,250) (3,325,575) 

Gross profit 1,876,500 1,574,175 

Expenses (975,450) (956,425) 

Profit before interest 
and tax 

901,050 617,750 

Interest (56,625) (91,200) 

Profit before tax 844,425 526,550 

Tax (@ 20%, later 22%)  (168,885) (115,841) 

Profit for period 675,540 410,709 

Dividends (380,000) (380,000) 

Retained profits 295,540 30,709 

 

 As a result of these changes, profit for the period was $30,709. 

3 The company’s shareholders perhaps would have been relieved that in the circumstances of 
falling profit for the period, the level of dividends has remained unchanged from what was 
originally decided. Most other important figures have declined, notably profit for the period 
and retained profit. They would be unhappy about a 10 per cent rise in the company’s cost 
of sales. Retained profits are tiny and would not finance any significant investment, which 
might prevent the company expanding or improving its production methods. Overall, their 
view might depend on how the final version of the statement of profit or loss compares with 
those for the previous year. 
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Exam practice 3.4.1, p.291 
1 Gross surplus = $758,000 − $405,000 = $353,000. 

2  

Item Original figures 

$ 

Sales revenue  758,000 

Cost of sales (405,000) 

Gross surplus 353,000 

Expenses (202,000) 

Surplus before interest and tax 151,000 

Interest (33,000) 

Surplus before tax 118,000 

Tax on profits  0 

Surplus for period 118,000 

Retained surplus 118,000 

3 As a non-profit enterprise, Condor Ltd does not pay dividends. Thus, there is nothing to 
deduct from surplus for period and the two figures are the same. 

Carle Ltd’s statement of financial position, p.296 
1 Working capital = current assets − current liabilities. 

 Working capital = $1,215,000 − $1,849,000 = ($634,000). 

2 Net assets = (Non-current assets + Current assets) − (Non-current liabilities + Current 
liabilities) 

 Net assets = ($8,968,000 + $1,215,000) − ($4,626,000 + $1,849,000) 



 

Business Management for IB Diploma       57 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 3 Finance and accounts 

   = $10,183,000 − $6,475,000 

   = $3,708,000. 

3 The information is useful to the extent that it shows that Carle Ltd is worth nearly $4 million 
and is significantly larger than the size of the loan under consideration. It also shows that the 
company’s working capital position is relatively weak – its current liabilities exceed its 
current assets – and this might affect its ability to repay the loan if it had insufficient cash at 
any point. However, Carle Ltd is a retailer and customers tend to pay in cash, so this may 
not be too much of a problem.  

 However, this information is for a single point in time – 31 December 2021 – and this may 
not be representative of its position generally. There is no information on profits or losses 
for this and previous years or on assets and liabilities in earlier years. Other data, such as 
market share, would also be helpful. The data is helpful, but only to a limited extent and a 
bank would be unlikely to make a decision on this alone. 

Exam practice 3.4.2, p.297 
1  

• Assets are items owned by a business such as cash in the bank, vehicles and 
property.  

• Liabilities represent money owed by a business to individuals, suppliers, financial 
institutions and shareholders. Examples include overdrafts and share capital. 

2  

• Creditors are organizations such as suppliers to which the business owes money.  
• Debtors are the opposite in a sense – they are people or organizations that owe 

money to the business. 
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3  

Statement of financial position for Carle Ltd, 31 December 20XX  

 $000s $000s 

Non-current assets 

Non-current assets 7,977  

Accumulated depreciation (1,000)  

  6,977 

Current assets 

Cash 1,000  

Stock 1,500  

Debtors 1,075  

Current assets  3,575 

Total assets  10 552 

Current liabilities 

Bank overdraft 2,000  

Trade creditors 1,500  

Other short-term loans 1,220  

Current liabilities  4,720 

Non-current liabilities 

Borrowings – long term 1,041  

Non-current liabilities  1,041 

Total liabilities  5,761 

Net assets  4,791 

Equity 

Share capital 1,860  

Retained earnings 2,931  

Total equity  4,791 
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L’Oréal remains a highly valuable brand, p.300 
1 An item owned by a business which does not have a physical form. They include brands and 

goodwill. 

2  

• The brand represents an intangible asset and it will increase the company’s net 
assets and make it a more attractive business for potential shareholders.  

• Having a valuable asset means that the company is more able to borrow money at 
attractive interest rates given that it is valued more highly in financial terms. 

Marlin Ltd, p.304 
1 The reduction in the value of a non-current asset over a period of time. 

2 Depreciation is essential for a business to be able to present its true value to interested 
stakeholders and to allow them to make important decisions, such as whether or not to lend 
the business money. 

3 Annual straight-line depreciation = ($150,000 − $25,000) ÷ 5 = $25,000. 

 After four years, the production line equipment will have depreciated by $100,000 (4 × 
$25,000), so its book value at the end of year 4 will be $50,000. 

The new tractor, p.306 
1 The value at the end of an asset’s working life when it is sold or scrapped. 

2  

 Year 1 Year 2 Year 3 

Units of use (or 
hours of use) 

8,000 12,000 5,000 

Value of equipment 
at the start of the 
year ($) 

250 000 186 000 90,000 

Calculation  (8,000/25,000) × 
($250,000 − 

$50,000) 

(12,000/25,000) × 
($250,000 − 

$50,000) 

(5,000/25,000) × 
($250,000 − 

$50,000) 

Depreciation ($) 64 000 96,000 40,000 
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Value of equipment 
at the end of the 
year ($) 

186,000 90,000  50,000 

Chapter 3.4 Review questions, p.307 
1 Employees may use the business’s financial performance to guide them when deciding on 

the size of a pay claim that they intend to make. The financial information on the statement 
of profit or loss can provide an indication of the business’s ability to pay. 

2  

Gross profit is simply sales revenue less cost of sales.  

Profit before tax has two further deductions: expenses and interest. Profit before tax is likely 
to be a lower figure. 

3 Sales revenue − gross profit = cost of sales. $12.5 million minus $7.1 million = $5.4 million. 

4  

• Current assets are items owned by a business that will be kept within the business 
for only a year or less – for example, stocks.  

• Non-current assets are used for a longer period – examples include property and 
vehicles. 

5 Current liabilities, non-current liabilities, equity. 

6 Net assets represent what would be left to the owners of a business if all its assets were sold 
and all its liabilities paid. Thus it shows the value of the business which would be paid to its 
owners. 

7 Patents, goodwill, brands. 

8  

• The straight-line method of depreciation reduces the value of a non-current asset by 
the same amount during each year of its working life.  

• The units of use method of depreciation reduces the value of a non-current asset in 
any year according to the volume of production undertaken by the asset. 

3.5 Profitability and liquidity ratio analysis 
Sola Ltd, p.312 

1 Current gross profit margin = ($320.0m ÷ $800.5m) × 100 = 39.98%. 

2 The new cost of sales will be $432.45 million. Gross profit = $800.50m − $432.45m = 
$368.05m.  
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 The new gross profit margin = ($368.05m ÷ $800.50m) × 100 = 45.98%. 

3 The higher gross profit margin might please the company’s shareholders and help it to 
attract more investment, thereby improving its prospects. The company’s share price might 
increase and it may be able to raise funds to improve the efficiency of its production 
methods. However, its customers might be dissatisfied if the materials from the cheaper 
supplier reduce the quality of the product. The quality of Sola’s products is probably 
important to its customers and any significant decline could reduce sales (and its gross profit 
margin). It may depend on the extent of change in the quality of its supplies as well as the 
quality of rivals’ solar panels. 

Exam practice 3.5.1, p.315 
1  

(i)  Last year gross profit = $975m − $545m = $430m. 

  Gross profit margin = ($430m ÷ $975m) × 100 = 44.10%. 

  Previous year gross profit = $860m − $480m = $380m. 

  Gross profit margin = ($380m÷ $860m) × 100 = 44.19%. 

(ii)  Last year profit = $430m − $300m = $130m. 

  Profit margin = ($130m ÷ $975m) = 13.34%. 

  Previous year profit = $380m − $200m = $180m. 

  Profit margin = ($180m ÷ $860m) = 20.93%. 

(iii) Last year ROCE = $130m ÷ ($505m + $580m)  

    = ($130m ÷ $1,085m) × 100 

    = 11.98%. 

  Previous year ROCE  = $180m ÷ ($408m + $410m)  

     = ($180m ÷ $818m) × 100 

     = 22%. 

2 Because GXZ’s net profit margin is very low in comparison with the average figures for the 
industry in which it trades. Its figure for the last year is 13.34 per cent, which compares 
poorly with the average industry figure of 20 per cent and suggests much room for 
improvement. 

3 GXZ Ltd should increase its prices. It has an excellent reputation and loyal customers who 
could reasonably be expected to remain with it following a relatively small price increase, 
say 5 per cent. The company may also be able to reduce its production costs as it focuses 
increasingly on its online operations. It has invested in new technology and may be able to 
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lower its labour costs as it could be in a position to reduce the size of its labour force. 
Assuming the company does not increase its capital employed, the combination of increased 
revenue and lower costs should assist its managers in achieving their aim of a higher ROCE 
figure by increasing the company’s profits. 

Exam practice 3.5.2, p.318 
1 Working capital = current assets − current liabilities.  

 Heinlein Ltd’s working capital = ($600,000 + $175,000 + $490,000) − ($205,000 + 
$375,000 + $225,000). 

 Heinlein Ltd’s working capital = $1,265,000 − $805,000 = $460,000. 

2 Current ratio = current assets ÷ current liabilities 

 Heinlein Ltd’s current ratio = $1,265,000 ÷ $805,000 = 1.57:1 

 Acid test ratio = current assets − stock ÷ current liabilities. 

 Heinlein Ltd’s acid test ratio = $1,265,000 − $490,000 = $775,000 

     = $775,000 ÷ $805,000  

     = 0.96:1. 

3 Heinlein Ltd has quite substantial short-term loans. If it converted some of these into long-
term loans, its current liabilities would decline and its liquidity ratios would improve. With 
no short-term loans its current ratio would be 2.18:1. The company could alternatively use 
some of its cash to repay its short-term loans. As a result, its current assets would fall to 
$1,040,000 and its current liabilities would total $580,000. Its new current ratio would be 
1.79:1. 

Chinese steel manufacturers face liquidity problems, p.320 
1 The Chinese steel producers may have needed to borrow short term to finance the purchase 

of materials required to continue producing substantial quantities of steel. This increased 
borrowing would have resulted in the companies incurring rising current liabilities and 
weakening their liquidity positions. 

2 Steel manufacture requires huge quantities of coal and iron ore. If the companies could 
negotiate better trade credit terms with the suppliers of these products, they could reduce 
their current liabilities, improving their liquidity positions as a consequence. This action 
would not involve any costs and as steel sales appear to rise in the summer months, this 
would give the producers the revenues needed to pay for the raw materials when payment 
became due a few months afterwards. Thus, this action could improve the steel companies’ 
liquidity position without damaging their sales or profitability. 
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Chapter 3.5 Review questions, p.321 
1  

• Profits can be defined in a number of ways but are essentially the surplus of 
revenues over costs over a period of trading.  

• Profitability is a more precise measure of a business’s performance in which profits 
are compared to another piece of data, such as sales revenue or the value of assets 
used by the business.  

2 Gross profit margin = (Gross profit ÷ Revenue) × 100. 

 Profit margin = (Profit before interest and tax ÷ sales revenue) × 100. 

3 A business may seek to reduce its cost of sales by, for example, negotiating lower prices 
with its suppliers if it places large orders with them. This would increase its gross profit 
without affecting its sales revenue and thus improve its gross profit margin. 

4  

a  

Current ratio = current assets ÷ current liabilities 

This current ratio=$960,000 ÷ $576,000 = 1.67:1 

Acid test ratio = current assets − stock ÷ current liabilities. 

This acid test ratio = ($960,000 - $96,000) ÷ $576,000 

   = $864,000 ÷ $576,000 

   = 1.50:1 

4b  

• A manager could sell some assets which the business no longer requires for 
production, such as surplus land. Some of the receipts from the sale could be held 
as cash. This would improve the business’s liquidity by increasing its current assets.  

• Alternatively, a manager could decide to delay some payments. This would result in 
larger amounts of cash remaining in the business, strengthening its liquidity 
position.  

3.6 Debt/equity and other efficiency ratio analysis 
Late payment legislation in the UK, p.324 
1 People and organizations that owe the business money. 
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2  

• A small business is quite likely to be short of cash and could be unable to pay its 
bills if it is not paid on time. Delays could threaten the future of the business.  

• A small business will want to avoid expensive short-term borrowing to protect its 
profitability. Customers paying on time can reduce short-term borrowing needs.  

More on Punjab Paper Mills Ltd, p.325 
1 Debtor days ratio = Debtors × 365 ÷ Total sales revenue. 

 Punjab Paper Mills Ltd debtor days in 2020 = ($2,465m × 365) ÷ $18,965m = 47.44 days. 

 Punjab Paper Mills Ltd debtor days in 2021 = ($3,149m × 365) ÷ $22,241m = 51.67 days. 

 Creditor days ratio = Creditors × 365 ÷ Cost of sales. 

 Punjab Paper Mills Ltd creditor days in 2020 = ($2,216m × 365) ÷ $16,459m = 49.14 days. 

 Punjab Paper Mills Ltd creditor days in 2021 = ($2,528m × 365) ÷ $19,578m = 47.13 days. 

2 In 2020, Punjab Paper Mills Ltd paid its creditors in an average of just over 49 days. In the 
same year, its customers paid the company in an average of 47.44 days. This performance 
helped it to manage its cash position as it was taking longer to pay its creditors than its 
customers took to pay. This helped it to manage its cash reserves effectively. In 2021, the 
situation had changed. The company took an average of 49 days to pay its suppliers, but its 
customers took more than 51 days to pay, on average. This meant that it might be waiting 
for payment from customers when it was due to pay its suppliers and other creditors. 
Therefore, it managed its creditor and debtor days more efficiently in 2020. 

Exam practice 3.6.1, p.327 
1 Gearing = (Non-current liabilities ÷ Capital employed) × 100. 

 Next plc’s gearing = £1,852.8m × 100 ÷ £2,513.7m = 73.71%. 

 Petrobas’ gearing = BRL341,184m × 100 ÷ BRL649,594m = 52.52%. 

 Novo Nordisk’s gearing = DKK11,324m × 100 ÷ DKK74,649m = 15.17%. 

2 These three results are very different. Novo Nordisk has a sound gearing position as its 
result – at 15 per cent – is very low and it could engage in more long-term borrowing 
without threatening its future in the event of a rise in interest rates. Petrobas’ gearing is just 
above the 50 per cent limit. Its current position is acceptable, but it would probably be 
unwise for the business to raise further capital through long-term borrowing. Next plc is 
possibly in a more risky position as it has borrowed heavily on a long-term basis. Its gearing 
figure is 73.71 per cent and it is vulnerable to rising interest rates leading to heavy cash 
outflows from the business. However, other factors affect gearing – if Next is growing 
quickly and generating high profits, its high gearing figure may not be too much of a 
problem. 
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Exam practice 3.6.2, p.329 
1 Gearing = Non-current liabilities × 100 ÷ Capital employed. 

 Capital employed = Non-current liabilities + Equity. 

 Elrik Ltd’s gearing  = $575,000 ÷ ($1,100,000 + $575,000 + $250,000). 

    = ($575,000 ÷ $1,925,000) × 100 

    = 29.87%. 

2 Positive: 

• Elrik Ltd has managed to raise additional capital while keeping its gearing ratio at a 
very low level. It is not vulnerable to rising interest rates as it has borrowed less 
than one-third of its capital employed.  

 Negative: 

• However, selling shares to raise capital can weaken the business’s existing owners’ 
control. Selling additional shares may result in other owners having sufficient 
shares to gain control of the business. 

Chapter 3.6 Review questions, p.330 
1 Stock turnover ratio = Cost of sales ÷ Average stock. 

2 If managers compare creditor days and debtor days, they can assess the company’s liquidity 
position. If the figure for creditor days is lower than for debtor days, it is more likely that 
the business will suffer liquidity problems. This is because, on average, it is paying 
suppliers and other creditors more quickly than it is receiving payment from its customers. 

3 Gearing = (Non-current liabilities ÷ Capital employed) × 100. 

 Capital employed = Non-current liabilities + Equity. 

 This gearing  = ($14.5m ÷ ($14.5m + $22.3m)) × 100 

   = ($14.5m ÷ $36.8m) × 100 

   = 39.40%. 

4 It might reduce its holdings of stock. Assuming there is no change in its cost of sales for the 
relevant trading period, this would improve its ratio. 

5 It might sell shares and use the funds raised to pay off some of its long-term borrowing. 
This would reduce the proportion of its long-term capital that is borrowed and thereby 
improve its gearing ratio. 
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6  

• Bankruptcy occurs when an individual, a sole trader or a partnership is judged by a 
court of law to be unable to pay its debts. 

• Insolvency exists when a business’s debts (or liabilities) exceed the assets available 
to pay it. 

3.7 Cash flow 
Bank note printer runs short of cash, p.332 
1  

• Cash is a business’s most liquid asset – it is notes and coins as well as funds held in 
the business’s bank accounts. 

• Profit can be defined in a number of ways but is essentially the surplus of revenues 
over costs during a period of trading.  

2 A profitable company such as De La Rue may run short of cash if it has an expected 
shortfall in its revenue. De La Rue suffered a surprise when the Venezuelan Central Bank 
did not make a payment of £18 million that was due. This could mean that De La Rue had 
insufficient cash to make its planned payments. 
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Forecasting cash flow at Miri Jewellers, p.336 
1 An opening balance is the amount of cash held by the business at the start of the month. A 

closing balance is the amount of cash held by the business at the end of the month. 

 

2  

 April May June 

Opening balance 11,000 (12,000) (35,000) 

Cash inflows    

Cash sales 213,000 240,000 292,000 

Total cash inflows 213,000 240,000 292,000 

    

Cash outflows    

Purchase of stock 124,000 151,000 160,000 

Rent 20,000 20,000 20,000 

Salaries & wages 60,000 60,000 60,000 

Telephone heating and 
lighting 12,000 12,000 12,000 

Bank loan repayments 20,000 20,000 20,000 

Total cash outflows 236,000 263,000 272,000 

Net monthly cash flow (23,000) (23,000) 20,000 

Closing balance (12,000) (35,000) (15,000) 

3 The cash position of Ling’s business is weak throughout the three-month period but shows 
some signs of improvement in June. The encouraging figure is the net monthly cash-flow 
figure for June. This is the first positive figure after two negative months of −$23,000. It 
suggests that Ling’s business might not have long-term cash-flow difficulties, so long as her 
forecasts are accurate. She will, however, need to make arrangements to cover her negative 
cash positions across the three months, arranging to borrow $35,000.  
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Exam practice 3.7.1, p.339 
1  

 

 September 

Opening balance (13,855) 

Cash inflows  

Savings & borrowings  0 

Cash sales 9,215 

Credit sales 10,000 

Total cash inflows 19,215 

  

Cash outflows  

Purchase of lease on 
shop  0 

Purchase of books 6,100 

Wages 1,500 

Marketing costs 2,150 

Other costs, for example 
rent 1,630 

Total cash outflows 11,380 

Net monthly cash flow 7,835 

Closing balance (6,020) 

2 Steve’s cash-flow position is a cause for some short-term concern. His closing balance is 
negative for the first four months of his business. He will need to arrange some short-term 
finance to cover this shortfall and to ensure that his business is able to pay its debts as they 
fall due for payment. An overdraft might be appropriate in these circumstances. However, 
the extent of the problem – at least the worst of it – may be relatively short-lived. Once the 
College has settled its account for the books, the size of the negative balance declines 
sharply. Although the problem is lessening, it is still there, meaning that Steve has only had 
limited success in managing the cash position of the new bookshop. 

  



 

Business Management for IB Diploma       69 
© Malcolm Surridge and Andrew Gillespie 2022 

Business Management for IB Diploma 
Unit 3 Finance and accounts 

Diana’s business, p.339 
1  

All figures in $000s January February March 

Opening balance 150 5 (61) 

Cash inflows    

Cash sales 250 340 465 

Total cash inflows 250 340 465 

    

Cash outflows    

Rent 75 75 75 

Materials 55 83 97 

Wages 160 172 178 

Delivery costs 35 48 50 

Other costs, for example fuel 70 28 31 

Total cash outflows 395 406 431 

Net monthly cash flow (145) (66) 34 

Closing balance 5 (61) (27) 

2  

• Diana needs to manage her business’s cash position carefully as it is potentially 
weak. Drawing up a forecast enables her to identify when cash problems might 
occur and make plans to deal with them.  

• Diana is due to meet her bank manager. She will be able to use the evidence in her 
cash-flow forecast to support any application she makes for a loan to help her to 
manage her negative cash balance.  

Otago Communications Ltd suffers cash-flow problems, p.344 
1 OC Ltd is a large business with substantial non-current assets. It is also profitable. These 

factors mean that the business should be able to arrange a short-term loan to cover its weak 
cash position, allowing it to make longer-term changes to overcome the difficulties. 

2 The sale of the factory will raise a large sum of cash for the business – NZ$200–300 
million, far in excess of its urgent cash requirement of NZ$75 million. This will also help to 
protect the company against further cash crises. However, OC Ltd is not highly profitable – 
its profits are ‘disappointingly low’. Reaching a sale and leaseback agreement commits OC 
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Ltd to regular rental payments for the factory which will further increase its costs and limit 
profitability. This might be a good method, but it depends on a range of factors, including 
the cost of the future rent of the factory and of alternative approaches such as short-term 
borrowing. 

Chapter 3.7 Review questions, P347 
1  

• Cash is a business’s most liquid asset – it is notes and coins as well as funds held in 
the business’s bank accounts. 

• Profit can be defined in a number of ways but is essentially the surplus of revenues 
over costs during a period of trading.  

2  

• Cash inflows are the total of the flow of cash into a business over a period of time, 
usually one month.  

• Net cash flow records the balance between cash inflows and cash outflows over a 
period of time. This figure can be negative or positive. 

3  

a $255,000 − $205,550 = $49,450. 

b $120,000 + $49,450 = $169,450. 

4  

• To identify possible future cash-flow problems. This will enable the business’s 
managers to put in place suitable remedies.  

• Because it wants to arrange short-term loans. Any bank or other lender will want 
evidence of financial planning before agreeing to grant a loan. 

5  

• Overtrading – this occurs when a business expands rapidly without putting in place 
suitable plans to manage its cash position. The outcome is frequently cash-flow 
problems.  

• Allowing too much trade credit – allowing customers time to make payments can 
help to win their custom but can also delay inflows of cash, weakening the 
business’s cash position. 

6  

• A business might arrange short-term borrowing, particularly the use of an overdraft, 
to increase its cash balance and overcome any shortages of cash. This will enable it 
to pay its bills on time.  

• A business might seek to arrange trade credit with its suppliers or to have improved 
trade credit terms. This will delay outflows of cash, improving its cash balance. 
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3.8 Investment appraisal 
Miller Reprographics Ltd, p.353 
1 Total net cashflow = ($30,000 + $40,000 + $50,000 + $54,000 + $46,000) = $220,000. 

 Total profit = Total net cashflow – Capital cost = $220,000 − $120,000 = $100,000. 

 Average annual profit = Total profit ÷ Expected lifespan of investment in years. 

 = $100,000 ÷ 5 = $20,000. 

 ARR = $20,000 ÷ $100,000 × 100 = 20%. 

2  

• The payback method of investment does not address total profits from an 
investment project but only the time period required to recover the cost of the 
investment. This would be insufficient for a profit-making business such as Miller 
Reprographics.  

• The company’s profits (as measured by ROCE) have been very low recently (7.5 
per cent). Calculating ARR for this project will help managers to judge whether the 
investment is likely to increase the company’s future profitability. 

Exam practice 3.8.1, p.353 
1 Payback = Number of full years + (Amount of investment not recovered ÷ Revenue 

generated in next year). 

 Technology option: 3 years + $3.2m ÷ $7.9m = 3 2
5
 years.  

 Retraining option: 3 years + $3.2m ÷ $11.4m = 3 7
25

 years  

2 Average rate of return for the technology option:  

 The total net cashflow = ($7.2m + $7.4m + $7.7m + $7.9m + $8.3m) = $38.5m. 

 Total profit  = Total net cashflow − Capital cost  

   = $38.5m − $25.5m  

   = $13m. 

 Average annual profit  = Total profit ÷ Expected lifespan of investment in years 

      = $13m ÷ 5  

     = $2.6m. 

 ARR = $2.6m ÷ $25.5m × 100 = 10.20%. 

 Average rate of return for the retraining and empowerment option:  
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 The total net cashflow = ($1.9m + $5.1m + $8.5m + $11.4m + $13.6m) = $40.5m. 

 Total profit  = Total net cashflow − Capital cost  

   = $40.5m − $18.7m  

   = $21.8m. 

 Average annual profit  = Total profit ÷ Expected lifespan of investment in years  

     = $21.8m ÷ 5  

     = $4.36m. 

 ARR = $4.36m ÷ $18.7m × 100 = 23.32%. 

3 The retraining and empowerment option might impact the company’s rate of labour 
turnover. If effective, it could reduce its operating costs further. 

4 The company should opt for the retraining and empowerment option. Although the payback 
is quicker for the technology option, the difference is very marginal: just over one month. In 
contrast, the average rate of return for the retraining and empowerment option is much 
higher and indicates a far more profitable option. In addition, the net cash flow for this 
option exhibits a strongly rising trend. Furthermore, the retraining and empowerment option 
may help the company to reduce its high level of labour turnover, offering further 
improvements in the company’s performance. 

The investment decision, p.356 
1  

a Payback = Number of full years + (Amount of investment not recovered ÷ Revenue 
generated in next year). 

 Builder 1: 4 years.  

 Builder 2: 3 years. 

1  

b Average rate of return for Builder 1:  

 The total net cashflow = ($150,000 + $100,000 + $160,000 + $116,000) = $526,000. 

 Total profit  = Total net cashflow − Capital cost  

   = $526,000 − $250,000 

   = $276,000. 

 Average annual profit  = Total profit ÷ Expected lifespan of investment in years  

     = $276,000 ÷ 6  
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     = $46,000. 

 ARR = $46,000 ÷ $250,000 × 100 = 18.40%. 

 Average rate of return for Builder 2:  

 The total net cashflow = ($60,000 + $50,000 + $90,000 + $90,000 + $90,000 + $90,000) = 
$470,000. 

 Total profit  = Total net cashflow − Capital cost  

   = $470,000 − $200,000  

   = $270,000. 

 Average annual profit  = Total profit ÷ Expected lifespan of investment in years 

     = $270,000 ÷ 6  

     = $45,000. 

 ARR = $45,000 ÷ $200,000 × 100 = 22.50%. 

Year 
Builder 1 

Net cash flow £s 

Builder 2 

Net cash flow £s 

0 (250 000) (200 000) 

1 - 60 000 

2 - 50 000 

3 150 000 90 000 

4 100 000 90 000 

5 160 000 90 000 

6 116 000 90 000 
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c  

 Builder 1 Builder 2 

Year Annual 
cash 

flows ($) 

Discounting 

factors at 
10% 

Present 
value ($) 

Annual 
cash 

flows ($) 

Discounting 

factors at 
10% 

Present 
value ($) 

0  (250,000) 1 (250,000) (200,000) 1  (200,000) 

1 - 0.91 - 60,000 0.91 54,600 

2 - 0.83 - 50,000 0.83 41,500 

3 150,000 0.75 112,500 90,000 0.75 67,500 

4 100,000  0.68 68,000 90,000 0.68 61,200 

5 160,000 0.62 99,200 90,000 0.62 55,800 

6 116,000 0.56 64,960 90,000 0.56 50,400 

 Net present value 94,660 Net present value 131,000 

2 All three methods of investment appraisal indicate that Builder 2 represents the best 
investment project. This shows that in terms of time taken to repay the capital cost, the 
average profit per year and the net present value, Builder 2 is the better option. 

Cargill plans $113 million expansion in the Ivory Coast and Ghana, p.359 
1 The company is investing $133 million, which is a large sum of money. Cargill’s managers 

would not consider making such a large investment without investigating the timing and 
scale of likely returns. Cargill is likely to be considering other investments as well. The use 
of investment appraisal techniques will allow the company’s managers to compare them 
with other possible projects and to choose the best one or ones.  

2 The company is considering investing in several locations overseas and it would be difficult 
for its managers to use instinct (or non-scientific) approaches in these circumstances as there 
will be an opportunity cost to pursuing a project. Thus, the use of investment appraisal 
techniques will be of particular value to Cargill to ensure financial resources are allocated to 
maximise returns. The investments that Cargill is contemplating have strong ethical 
elements. These include enhancing the company’s sustainability and a ‘safer environment 
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for those living in areas surrounding cocoa farms’. If ethics are underpinning the decisions 
on these investments, techniques of investment appraisal may be less appropriate. Overall, 
investment appraisal techniques will play a role, but perhaps less fully than in other 
circumstances. 

Chapter 3.8 Review questions, p.361 
1 When investing in new technology or when purchasing other businesses. 

2 Advantage: 

• A quick and simple technique. Therefore, it can be used by most businesses, 
including the very smallest.  

 Disadvantage: 

• Only considers the time taken to recoup the cost of the initial investment and not 
future profitability beyond the point of payback.  

3 Advantage: 

• ARR produces a result which is a return expressed as a percentage. This allows 
easy comparison with alternatives such as ROCE, making judgements more 
straightforward.  

 Disadvantage: 

• ARR ignores the timing of payments and receipts, and does not indicate when the 
project will recoup the initial investment. 

4 It means that the present value of the returns is less than the cost of the investment. 
Therefore, it is not worth undertaking.  

5  

• The rate of interest: ARR and net present value techniques produce results that can 
be compared with the prevailing rate of interest.  

• Alternative investments: it is rare for a business to consider a single investment and 
it is common for alternative investments to be ranked. 

6  

• Corporative objectives: businesses may consider whether a particular investment 
will help them to achieve their corporate objectives, for example, fulfilling social 
objectives such as protecting the natural environment.  

• Corporate image: a business may seek to undertake investments which may not be 
the most profitable but which protect its corporate image by, for example, using 
sustainable sources of supply. 
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3.9 Budgets 
Gregory’s Diners, p.364 
1  

Location of diner Total income $ Total expenses 
$ 

Net income (or 
profit) $ 

Mitte 125 750  98 550 Z = 27,200 

Pankow 180 000 141 950 38 050 

Neukölln X = 129,500 118 000 11 500 

Spandau 155 900 Y = 131,675 24 225 

2 A cost centre is a distinct part (perhaps a division or department) of a business for which 
costs can be calculated. A profit centre is similar to a cost centre, being a part of a business 
for which costs and revenues (and thus profits) can be determined. 

3 The use of profit centres often allows employees to have greater control over their working 
lives. This can be highly motivational. Profit centres can also allow managers to judge the 
most efficient parts of their business. Employees in the most efficient parts can receive 
greater financial rewards.  

Hotels in Singapore, p.366 
1 Financial plans. 

2 Prices for rooms in Singapore’s hotels have fallen sharply. This change was not predicted 
and would mean that forecasting sales budgets accurately would be difficult in these 
circumstances as demand would be influenced by external environmental factors and 
competitor supply. Hotel occupancy rates fell by nearly 24 percentage points between 2020 
and 2021. This was unexpected and it meant that sales forecasts were likely to be 
overestimated in 2021. 
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Setting a first budget, p.368 
1  

 

January 

$ 

February 

$ 

March 

$ 

Sales of scented/flavoured soaps 7,450 12,560 17,500 

Sales of organic soaps 2,765 3,400 4,125 

Total income 10,215 X = 15,960 21,625 

    

Purchases of raw materials 19,500 14,010 15,550 

Packaging 1,215 1,105 1,350 

Wages & salaries 3,000 2,850 2,995 

Marketing & administration 2,450 2,400 2,450 

Other costs 975 1,100 1,075 

Total expenses 27,140 21,465 Y = 23,420 

Net income (16,925) (5,505) Z = (1,795) 

 

 

2 Constructing this budget might help the owners of Vixen Soap Ltd to make – or to confirm 
– their decision to go ahead with starting their business. The figures show a declining loss 
over its first three months, which may suggest that this business has good prospects, 
indicating that the business will go into profit in the fourth month. This budget might help 
the business if it needs to borrow money to ensure the future of the business. Any lender 
would wish to see evidence of careful financial planning.  
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More on Ko Samui Ltd, p.370 
1  

 Budgeted figures  

$000s 

Actual figures  

$000s 

Income   

Sales revenue  32,250  31,500  

Other income 0 35  

Total income  32,250  X = 31,535 

   

Expenses   

Materials  12,900  12,700  

Wages and salaries  7,095  7,015  

Research and development 2,500  2,500  

Rent 550  550  

Marketing and distribution 3,500  3,750  

Fuel and other costs 4,150  4,200  

Total expenses 30,695 Y = 30,715 

   

Net income (or profit) 1,555  Z = 820 

 

 

2 The company’s budgeted sales revenue figure was $32,250,000 and its actual revenue was 
$31,500,000. The variance is $750,000 adverse. 

3 The company may be pleased that it managed to record favourable variances on key 
expenses such as materials and wages and salaries; however, overall expenses are adverse 
by $20,000. Additionally, there are many reasons for the company’s managers to be 
displeased, most notably adverse variance on net income (or profit).  
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BMW’s new factory in Mexico, p.371 
1  

• An adverse variance occurs when the difference between the figures in the budget 
and the actual figures will lead to the firm’s net income or profit being lower than 
planned. 

• A favourable variance exists when the difference between the actual and budgeted 
figures will result in the business enjoying higher net income or profit than shown 
in the budget.  

2 Initially the factory was producing below capacity and its sales may be lower than BMW’s 
managers forecast due to the intense competition from rivals such as Audi and Mercedes. 
This could lead to an adverse variance for sales revenue. There may be teething difficulties 
with the new production systems and this may lead to some unexpected costs. The outcome 
could be an adverse variance for expenses.  

Exam practice 3.9.1, p.373 
1 The variance for the company’s sales revenue is ($3,347.8m − $3,999.4m) = $651.6m 

favourable.  

 The variance for the company’s total expenses is ($2,985.0m − $3,560.9m) = $575.9m 
adverse. 

 The variance for the company’s net income is ($362.8m − $438.5m) = $75.7m favourable. 

2  

• The managers might make a decision to increase production in future periods as the 
company has recorded a significant favourable variance on its sales revenue. This 
will help to avoid it being in a situation where it is unable to supply customers’ 
orders.  

• The company’s managers may also decide to increase the prices of their products. 
They are clearly more popular than forecast and there may be an opportunity to 
increase the company’s profit margins without a heavy loss of sales. 

Chapter 3.9 Review questions, p.374 
1 A cost centre is a distinct part (perhaps a division or department) of a business for which 

costs can be calculated. A profit centre is similar to a cost centre, being a part of a business 
for which costs and revenues (and thus profits) can be determined. 

2 Financial roles – for example, the use of cost centres permits managers to compare the less 
cost-efficient areas of the business. Managers may then be able to take remedial action to 
improve their performance. Profit centres offer the opportunity for senior managers to 
delegate authority to more junior employees to manage the finances of their area. This can 
be motivational for the employees. 

3 Advantage: 
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• Profit and cost centres allow businesses to permit employees to make decisions at 
local levels. For example, a large business may be able to set prices locally at prices 
which reflect local market conditions. This may result in the business generating 
higher profits.  

 Disadvantage: 

• It can be difficult to divide up costs to create a cost of profit centre. Thus, a 
manufacturing firm might find it difficult to accurately divide costs such as rent and 
rates between the various products that it produces. 

4 Income or sales revenue budgets set out the business’s expected income from selling its 
products. Expenses budgets set out the business’s planned expenditure on labour, raw 
materials, fuel and other items which are essential for production to take place. These 
budgets can also be called production or expenditure budgets.  

5 A favourable expenses variance occurs when the actual expenditure on a particular item is 
lower than the budgets figure. An adverse income variance occurs when the actual revenue 
from sales is lower than the budgeted figure.  

6  

• The figures in a budget can provide a guide to the business’s financial performance. 
For example, comparing actual net income with the budgeted figure can help 
managers make important decisions such as whether to expand production or to 
launch new products.  

• The information from budgets can help managers make decisions about how to 
allocate resources. Areas of the business that produce favourable variances may be 
allocated more resources, for example. This can help to improve the business’s 
overall performance.
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4.1 Introduction to marketing 
Amazon, p.379 
1 Person who buys the product; they may or may not consume it. 

2 What it develops and produces should have customers and should ensure there is demand and it 
remains competitive relative to rivals. 

3 Operations need to be efficient to keep costs low. Finances need to be managed closely to avoid any 
wasteful spending. 

Exam practice 4.1.1, p.379 
1 The focus of the business is on the customer and their needs rather than what the business has 

experience of or prefers to produce. The market determines what the business does. 

2 Disadvantage: the product may not match customer needs Advantage: may develop products which 
are differentiated from rivals. 

3 Can meet needs effectively, for example, if there are changing fashions the business will still be 
meeting customers’ needs. This can lead to higher sales. It may also enable the business to charge 
more because its clothes match what customers want. Being market oriented may also mean there is 
less unsold stock. 

Exam practice 4.1.2, p.382 
1 Market share = (40,000/600,000) × 100 = 6.67% 

2 Annual value of sales = (40 × 30,000) × 52 = $62,400,000 

3 May want a high market share as this may involve higher sales if the market share is measured by 
volume, and this can lead to economies of scale. Higher sales with lower unit costs can increase 
profits. 

Exam practice 4.1.3, p.383 
1 5% = $5000. 

 1% = $1000. 

 100% = $100,000. 

2 Market share was $50,000 ÷ $300,00 × 100 = 16.67%. 

 Market share now is $60,000 ÷ $300,00 × 100 = 20%. 

 An increase of 3.33%. 

3 10% = $50,000. 

 1% = $5,000. 
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 100% = $500,000 (size of market). 

 5% = $50,000. 

 1% = $10,000. 

 100% = $1,000,000 (size of market). The market has increased by 100% ($500,000). 

Ford retail sales, p.384 
1  

 

Ford retail 
sales 2019 

(million units) 

Industry 
volume 2019 
(million units) 

 
Market 
share 

United States  2.4 17.5 
 

13.71% 

Europe  1.4 21 
 

6.67% 

India  0.1 3.8 
 

2.63% 

China  0.6 26.1 
 

2.30% 

Middle East 
and Africa  0.1 3.1 

 
3.23% 

 

2 Differences may be due to: 

• local competition 
• local regulation 
• suitability of design 
• local experience and network. 

Exam practice 4.1.4, p.385 
1 Has the largest market share measured by volume or value. 

2 Growth rate = $6000 ÷ $3000 × 100 = 20%. 

3 5 ÷ 100 × 800,000 = $40,000; market size = $840,000. 

4 -10 ÷ 100 × 800,000 = $80,000. Market size = $720,000. 

5  High market share may: 

• lead to more market power 
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• lead to economies of scale 
• lead to greater brand awareness. 

6 High market growth means increasing sales which creates opportunities for the business. However 
success depends on: 

• competitiveness relative to rivals 
• actions of rivals 
• external environment. 

Chapter 4.1 Review questions, p.386 
1 To achieve growth and economies of scale. 

2 Sales could be falling but market share is rising as the market as a whole is getting smaller at a faster 
rate than sales are falling. 

3 Marketing objectives may depend on: 

• size of market 
• competitiveness 
• budget. 

4 Marketing activities: 

• generate demand and revenue that affect profit 
• incur costs, for example, spending on advertising. 

5 Marketing function: 

• identifies customer needs 
• shapes development of the product 
• shapes the marketing mix 
• generates revenue. 

 However, the success of the business will also depend on: 

• activities of rivals 
• the external environment 
• activity of the operations, human resources and finance functions. 

4.2 Marketing planning 
Exam practice 4.2.1, p.389 
1 Shows the results of a marketing audit and sets out the marketing objectives, strategy and tactics. 

2 Marketing objectives; marketing strategy; marketing tactics (mix). 
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3  

• Sets out what has to be achieved which directs activity. 
• Enables actions to be assessed in terms of effectiveness. 
• Helps coordinate activities. 

Exam practice 4.2.2, p.392 
1 Age, gender, income, geographically. 

2 Advantage: 

• Enables more targeted marketing activity; less waste and more impact. 

 Disadvantage: 

• Requires research to break down consumer groups into segments, which has a cost 
implications. 

Exam practice 4.2.3, p.394 
1 Person who uses the product (whereas the customer buys it). However, the product may be bought 

and consumed by the same person. 

2 Shows the features of one product or business relative to others in the way they are perceived by 
customers. 

3 Allows the business to see what exists already and to categorize it. This may highlight a gap in the 
market or a segment of the market which is already well served. 

4  

May enable better marketing planning. 

• Enables the business to choose a suitable position in the market. 
• Can lead to more targeted, cost-effective marketing to position the business appropriately 

relative to rivals. 

 However, the value depends on: 

• how well the position map is constructed (are customer views appropriately represented, for 
example?) 

• whether the manager interprets the findings appropriately 
• whether the actions are implemented effectively. 

Exam practice 4.2.4, p.396 
1 Clothing for very tall people; watches for deep-sea divers. 

2 To enable large volumes to be produced which may lead to economies of scale. 
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3  

• May not attract the attention of larger producers, which may make it a safer strategy.  
• Does not require large-scale production and capital investment, so may be more feasible 

given limited resources of a start-up business. 

Jaguar Land Rover, p.396 
1 Sales objective; marketing strategy and objectives. 

2 The product is positioned at the ‘top end’ of the market, i.e. high-quality, high-price item. 

3 Premium positioning fits with the brand and enables premium pricing. This may be essential to cover 
the high unit costs and/or enable an appropriate profit margin. 

Head and Shoulders, p.397 
1  

• Marketing activities can be more targeted and therefore have more impact (and be less 
wasteful). 

• Better understanding of needs and wants enables a product to be developed to more closely 
fit customer requirements. 

2 USP can be used in marketing for promotional messages to help develop the brand and brand loyalty. 
It can justify a premium price. 

Chapter 4.2 Review questions, p.399 
1 Feature of a product that differentiates it from rivals. 

2 Planning helps coordinate activities, resulting in more impact and less waste. 

3  

• Helps businesses identify where to position their business. 
• Enables more coordinated and focused marketing to ensure a given position is 

maintained/developed. 

4  

 Advantage: 

• Can clearly focus on customer needs and develop marketing mix precisely to meet these. 
• May avoid the risk of attracting the attention of larger firms because sales are only in a niche. 

 Disadvantage: 

• The market is small which may limit the profits available 
• May be vulnerable to changes in demand as total sales are relatively low and economies of 

scale may be difficult to achieve. 
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5 Differentiating can help justify a higher price, build brand image and loyalty, and attract and retain 
customers. But the business needs to protect the differentiating features as they may be copied over 
time. Also, there may be costs associated with differentiation, so the business needs to ensure the 
benefits justify the costs. 

4.3 Sales forecasting 

ATL 4.3.1, p403 

Month Sales $ 1. MAT 2. MAT 

January 25   

February 32 32.33 35.55 

March 40 39 41.75 

April 45 45 40 

May 50 40 37.5 

June 25 35 37.75 

July 30 33.67 30.25 

August 46 32 36.5 

September 20 38.67 46.5 

October 50 46.67 50 

November 70 60  

December 60   
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Exam practice 4.3.1, p.404 
1 Estimate of future sales. 

2 Estimates future sales built on patterns from the past. 

3 To plan production and human resources and to undertake financial planning. 

 

Health-care bed crises, p.405 
1 To plan for demand for beds; to plan for staff. 

2  

• Population size. 
• Population age. 
• Income. 
• General infrastructure and living standards. 
• Effectiveness of education and health system to prevent serious accidents and illnesses. 
• External factors such as a global pandemic. 
• Relative importance can vary, for example, demographic factors will be an important 

influence on long-term demand but we saw how a global pandemic can suddenly shift 
demand rapidly. 

The flawed market research of new Coke, p.406 
1 Interviews/focus groups; surveys. 

2 The mistake may have been due to: 

• the way the research was conducted, for example, sample size, the way interviews were held, 
the questions asked, prompts given 

• the way results were interpreted – perhaps there was an unconscious bias influencing 
interpretation to give the result that was wanted; the power of the brand as a key influence 
was not accounted for. 

 This does not mean market research is a waste of time but highlights that it is important to consider 
how it is conducted and used. 

Exam practice 4.3.2, p.409 
1 Correlation measures the relationship between two variables, for example, price and sales. 

2 Sales forecasting helps a business with its financial planning, its production scheduling and its 
human resource planning. 

3 Quantitative sales forecasting involves the use of data to arrive at sales figures. Qualitative 
forecasting is based on opinions, views and instinct. 
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BP, p.409 
1 Estimates of future sales. 

2  

• Demand for energy for production, for example, the amount of economic growth. 
• Pressure to use alternative energy sources (for example, due to environmental issues) and 

availability and price of these alternatives. 

3 It is important to plan HR, finance and operations. But this depends on: 

• accuracy of the forecast 
• accuracy of interpretation of data in terms of its impact on other functions. 
• whether the forecast is reviewed regularly as market conditions change. 

Chapter 4.3 Review questions, p.410 
1 Estimate of future sales values and volumes. 

2 There is an apparently direct relation between income and sales. If income increases, so do sales and 
vice versa. 

3 An increase in advertising spending increases sales. This would encourage more spending on 
advertising to boost sales provided the increase in sales justifies the extra spending financially. 

4 Benefit: 

• Relatively simply way of estimating sales provided records exist – project forward from the 
past. 

 Possible problem: 

• However, it does not work well if the future does not look like the past, i.e. there has been a 
change in the business environment. 

5 Sales forecast determines what has to be produced and when; it influences estimates of cashflows and 
profit; it affects staffing requirements, production plans and costs. The sales forecast drives planning 
throughout the business. 

6 Forecasting is valuable for planning throughout the business. But it depends on: 

• the accuracy of the forecast 
• the accuracy of interpreting the forecast in terms of implications for other functions 
• whether the right decisions are made now and the right actions taken and implemented 

effectively 
• the need to review forecasts regularly given that conditions change. 
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4.4 Market research 
Exam practice 4.4.1, p.412 
1 The process of gathering, analysing and presenting information relevant to marketing. 

2 Individual who buys the product (whereas the consumer uses it). However, the customer may be the 
consumer. 

3 Advantage: 

• Better marketing decisions with more understanding of customers, for example, product 
design, pricing and promotion. 

 Disadvantage: 

• Costs and time taken. 

4  

Helps identify market size, positioning of existing businesses and opportunities that exist. 

Helps identify segments. 

Helps develop an effective marketing mix. 

But depends on: 

o how it is conducted 

o how it is interpreted, bias 

o what actions are taken and how they are implemented 

o costs 

o time taken. 

Exam practice 4.4.2, p.414 
1 Small group of people interviewed as part of qualitative research. 

2 They can explore ideas, feelings and opinions in depth; they can follow up immediately on responses 
to understand customers. 

3 Advantage: up to date; specific to needs of the business. Disadvantage: can be expensive and takes 
more time compared with secondary research. 

Exam practice 4.4.3, p.415 
1 The process of gathering and analysing data relevant to marketing that uses data that already exists. 
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2  

• You can use government data, which is quick and cheap and generally reliable (depends on 
the government). 

• You can use company data if available, which is specific to the company and can give 
insights into issues facing the business. It is likely to be presented in a way that is favourable 
to the business. 

Africa, p.417 
1 The process of gathering, analysing and presenting information relevant to marketing. 

2 Large population; fast-growing economies; growing middle class. 

3 Advantage: 

• A survey is relatively cheap and quick but has set questions and responses cannot be followed 
up there and then. 

 Disadvantage: 

• It may be biased as possibly only certain types of people complete surveys. Being able to 
reach the target market with the survey is vital; this may be difficult in some locations. 

4 Market research: 

• provides insight into the market, its size, growth and segments 
• helps identify market opportunities and threats – useful in market strategic planning 
• helps to understand issues in the business environment such as social, political and legal 

issues. 

 But its benefit depends on: 

• how it is undertaken 
• how data is gathered 
• how recent data is 
• how the business uses the data. 

Coca-Cola, p.418 
Opportunities for future growth. 

• Looks like it could grow in the hot non-alcoholic sector where it has a small presence; even 
in the cold sector there is possibly room to expand from 20 per cent? 

• Opportunities in developing and emerging markets – Coca-Cola’s market share is relatively 
small there and yet there are big populations. 

• Market research may affect the areas Coca-Cola targets and where it puts resources into 
product development and marketing activities. 
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Exam practice 4.4.4, p.419 
1 Market research using data that can be expressed in numbers, for example, market share of 5 per cent. 

Focused on volume of data, using closed questions. 

2 Gives insights into why customers buy, what they think of the product, how it compares with rivals. 
Involves open questions, focusing on opinions, beliefs and perceptions. This can affect new models of 
a product or help develop entirely new products. 

3 Quantitative shows how much of something has happened, for example, an increase in sales of 20 per 
cent this year, while qualitative helps to show why, for example, positive response to new packaging. 
The two forms of research therefore complement each other. 

Exam practice 4.4.5, p.421 
1 A small number of people or items assessed to given an insight into the features of the whole 

population. To be valid the sample should be representative of the entire population of the target 
market. 

2  

• May undertake convenience sampling as this is quick and cheap – but may not be 
representative. 

• May use random sampling which means each person is randomly selected but this can be 
relatively slow and expensive. 

• Depends on how important the information is and how accurate the business wants it to be. 

Esports, p.422 
1 (865 −130) ÷ 130 × 100 = 565%. 

2 Game design; technology; population size and structure; availability and popularity of gaming 
consoles or computers. 

3  

• How it is gathered, for example, primary or secondary. 
• If using a sample, what type and size? 
• When was it gathered and when published? 
• Is the data representative of the target market? 

Chapter 4.4 Review questions p.423 
1 The process of gathering, analysing and presenting information relevant to marketing. 

2 The process of gathering, analysing and presenting information relevant to marketing that can be 
expressed in a numerical form. 

3  

• Primary: specific, up to date but can be slow and expensive. 
• Secondary: usually quick and cheap but may not be up to date or specific enough. 
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4  

• Interviews can allow for in-depth insights but usually provide small numbers so they are not 
statistically significant.  

• Surveys can be done on a larger scale so they can be more statistically valid but do not offer 
the opportunity for immediate follow-up questions. 

5  

• Can use government data which is generally reliable and will give an insight into country 
issues such as national income and population trends. 

• Can use published company data which will provide specific insights into that organization 
but will probably be presented in a way that is favourable to the business – bias. 

6  

• Convenience sampling is easy, quick and relatively cheap; however, the sample is non-
random and may be biased.  

• Random sample should lead to a relatively representative sample; however, this may be a 
difficult way of sampling, it may not be easy to select randomly. 

7 The value of secondary research depends on: 

• quality of the source 
• how original data was gathered 
• what data refers to (for example, how relevant) 
• how easy/cheap it is to access 
• what it is being used for. 

8 Spending depends on: 

• information needed: what will it be used for? 
• how much risk there is in the decision to be made 
• opportunity cost 
• overall financial position of the business 
• likely returns from the project being researched 
• importance placed on scientific decision-making versus instinct. 

4.5 The seven Ps of the marketing mix 
Segway, p.428 
1  

• Loss making/no longer making a contribution. 
• Superseded by a better product. 
• Regulations limited sales. 
• Design needed to be developed and, due to the above points, further investment was not 

worthwhile. 
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2 As it moves to growth: 

• may broaden distribution 
• may change promotion, messages, media now that the product is known, moving from 

creating awareness to converting into sales 
• may be planning product developments, extension, R&D 
• may hold price if demand is there 
• competition enters the market or increases its focus. 

Coca-Cola, p.429 
1 Position of all the products of a business in relation to market share and market growth. 

2  

• Spreads risk: a fall in sales in one product may be offset by growing sales elsewhere. 
• To ensure a balanced portfolio with some products in the growth stage as others enter 

maturity. 

3 The company uses portfolio analysis to identify which products to invest in, which to protect, which 
to ‘milk’ and which to consider ending. Portfolio analysis enables the managers to take an overview 
of the products a business has and take appropriate actions. 

4 May: 

• decide to end production of dogs or change aspects of product design/promotion to relaunch 
• invest heavily in promotional mix for question marks to grow them and stars to protect them; 

may spend relatively less on cash cows as already established 
• keep prices low with question marks to gain sales 
• reduce prices if cash cow sales begin to falter 
• reduce costs further on cash cows to maximise profits 
• look to broaden distribution of question marks to help sales. 

Dyson, p.430 
1 Introduction, growth, maturity, decline. 

2 Costs, the way it will be used, what it will be used for, aesthetics. 

3 May cut price to prolong sales (but need to consider brand image); may modify design or colours 
offered; may include an offer, for example, on another product. Seek segments that have not been 
targeted so far – geographic or demographic. 

Exam practice 4.5.1, p.431 
1 It shows sales of a product over time. 

2  

• May need to invest to develop the product initially for launch and introduction. 
• May need to invest in promotion to stimulate the growth phase. 
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• May need to invest to modify the product to try to extend sales or replace the product in the 
maturity phase. 

3 Factors include: 

• different ways of extending sales 
• costs involved 
• likely impact of different actions on sales 
• time for action to take effect and how long it will last 
• opportunity cost. 

Exam practice 4.5.2, p.432 
1 Revenue minus costs. 

2 Spending on the launch of the product; spending on promoting the new product; sales will be low. 

3  

• In the introduction stage, cash flow may be negative – cash will have been spent on 
developing, launching and promoting the product but inflow from sales will be low. 

• In the maturity phase, inflow should be positive – sales have stabilized, bringing in cash at 
relatively high levels and relatively little is being spent on promoting an existing, established 
product. 

The biggest global brands, p.434 
1 The extent to which customers return to buy the brand and the extent to which they prefer it over rival 

brands. 

2 All these are valuable brands and therefore well-established products. Several are IT businesses, such 
as Apple and Microsoft, which show the importance of this sector in modern economies. They are 
very different in the ways they have built the brands, for example, tangible products with Toyota 
versus information with Google. 

3 The business: 

• can charge more 
• can build loyalty so that customers return and it does not have to attract new ones, which is 

cheaper 
• can launch new products under the same brand more easily 
• finds the brand becomes an asset of the business 
• finds the brand is price inelastic. 
• finds access to distribution channels easier. 

 But it depends on: 

• the strength of the brand 
• time – brands can lose value over time. 
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Swatch, p.434 
1 Dividing markets into similar groups of customer needs and wants – for example, demographic (age, 

gender), psychographic (lifestyle). 

2 It: 

• reduces risks by having several different brands 
• can target different segments effectively by matching the brand to the needs of the customers 
• can build a portfolio with question marks and stars as well as cash cows. 

Vertu, p.437 
1 Tangible: size and shape; intangible: brand name. 

2 It can charge higher prices because of the strong brand and position of that brand. 

3 Advantage: 

• Can make a higher profit margin per sale; fits with the brand image. 

Disadvantage: 

• May reduce sales (impact depends on the price elasticity of demand). 

4 Factors include: 

• cost of manufacture, patents, R&D 
• brand image 
• positioning 
• target market (for example, their incomes) 
• desired rate of return. 

Price elasticity of demand, p.443 
1  

a Percentage change in quantity demanded is greater than the percentage change in price. Price 
elasticity has a value of more than 1. 

b Percentage change in quantity demanded is smaller than the percentage change in price. Price 
elasticity has a value of less than 1. 

2 If demand is price inelastic, an increase in price increases revenue, for example, this might apply to 
salt, matches and tobacco. Obviously a company cannot increase price indefinitely as elasticity will 
change, but there is the possibility of price and revenue increase. 

 If demand is price elastic, a price decrease will increase revenue, for example, restaurant meals and 
airline travel. This may suggest a price decrease is advisable. 

 However: 

• need to consider what will be happening with costs as well as revenue 
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• there will be variations within a category, for example, some restaurants may have price 
elastic demand but some may actually be price inelastic 

• values will change over time and between regions. 

Elasticity of air-travel demand, p.443 
1 Price elasticity of demand measures the responsiveness of demand to changes in price. 

2 Could be because there are more alternatives. May be easier to switch between different airlines and 
alternative modes of transport over short haul. Those buying may have less income on average. 

3 If demand is price elastic a price cut increases revenue. If demand is price inelastic a price rise 
increases revenue. Price changes may vary depending on the route and airport given that the value of 
price elasticities of demand differ. However, it may not always be easy to estimate the price elasticity 
of demand and airlines must be aware that these values can change. Price elasticity is calculated in a 
vacuum, with no external influences. In reality, there will always be external influences and a 
changing market/competition. 

Exam practice 4.5.3, p.444 
1 Price penetration occurs when a low price is used to gain high sales and enter a market. As volume 

builds the business would seek to raise prices if possible. 

2 Price skimming is appropriate when demand is price inelastic so that a high price has a relatively 
small impact on the quantity demanded 

3 Skimming if demand is price inelastic, for example, a new Apple iPhone. Penetration if demand is 
price sensitive – this means a cut in price has a relatively larger effect (in percentages) on the 
quantity demanded. 

 

South Africa, p.446 
1 The process of gathering, analysing and presenting data relevant to marketing decisions. 

2 Surveys: these enable large-scale, quantitative gathering of primary data. 

3 Sales promotions provide an incentive to buy – they act as a push. Need to consider form of sales 
promotion, cost, impact on sales and opportunity cost. The danger is that they encourage customers to 
look for the best deal and switch between products and brands. In South Africa this seems to be the 
case and therefore offering promotions seems to be an essential element of the marketing mix. 

Exam practice 4.5.4, p.448 
1 Methods of communicating about the product. 

2 Above the line promotion is paid for communications such as television advertising. Below the line 
promotion occurs where the business has direct control, for example, direct mail campaigns. This is 
aimed directly at target audiences. 
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3  

• Relatively cheap form of promotion. 
• Can control some elements such as stories posted online. 
• Customer reviews are a powerful form of promotion, especially in sectors such as hotels 

where people want to see other people’s experiences. Cannot fully control reviews (although 
can control response). 

• Can track engagement and action taken, which is important in measuring effectiveness and 
value for money. 

• Need to consider target audience and the media they use and engage with. 

E-commerce sales in Asia, p.452 
1 Investment in technological infrastructure; higher incomes and therefore increased access. 

2  

• Easier access to more customers. 
• Enables online ordering, which is a lower cost process for the producer. 
• May mean less need for capital and cost to be tied up in physical stores. 
• Higher profit margins. 
• Enables just-in-time processes to fulfil orders. 

L’Oréal, p.453 
1 How ownership passes from the producer to the final consumer. 

2 The company will consider: 

• impact on the brand and fit with brand image 
• costs 
• coverage relative to target audience 
• degree of control maintained 
• buying habits of the customer. 

3 It will depend on: 

• costs 
• coverage 
• access to different customer groups 
• profit margins and return on investment 
• suitability for the brand 
• match with customer buying patterns. 

Hotel Chocolat, p.454 
1 Would consider the target market and factors such as the population size and income levels. Would 

consider the presence of competition and the likely reaction if it entered the market. The relative 
costs of different locations, access and footfall. 
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2 The stores may have fitted in well with the brand. Visiting the stores may have created an experience 
valued by customers. Seeing, touching and tasting the products may have helped sales. May have 
helped promote the brand and raise awareness of it by being located in highly visible areas. May 
have helped the business to be distinctive. 

Chapter 4.5 Review questions, p.457 
1 Businesses focuses on the product rather than the customer. 

2 Market share  = (4000 ÷ 20000) × 100  

   = 20%. 

3 5% of 2000 = 100; new market size = $2100. 

4 Growth rate  = ($100,000 ÷ $500,000) × 100  

   = 20%. 

5 It is difficult to estimate what rivals’ actions might be or other changes in external conditions. 

6 It is essential for financial planning, HR planning and operations planning, as these plans are all 
reactive to the level of sales. 

7 Costs, control, coverage. 

8 It can be cheap and quick; but it may not be specific enough for the particular business. 

9 Price may be high (skimming) or low (penetration) on entry to the market; may hold the price during 
the growth phase. May consider lowering the price in maturity phase as an extension strategy or in 
decline phase to hold up sales. 

10 Skimming – enter market with high price; best when demand is price inelastic versus penetration-
enter market with low price; best when demand is price elastic. 

11 Benefit: 

• Cheap and quick. 
• Disadvantage: 
• May not be very representative – it is non-random. 

12 Cash flow is likely to be negative in the introductory phase as sales are low but there are expenses to 
develop and launch. In the growth phase cash flow may improve with rising sales, although there will 
be significant outflows to promote growth. In the maturity phase positive cash flow should be strong 
as sales are relatively high (if stable) and the product has been developed, promoted and distribution 
channels established. Cash flow will start to decline as sales fall in the decline stage. 

13  

• Can make process more efficient, reducing costs and boosting profits, for example, online 
bookings. 
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• Can make process better for customers, attracting more business and demand and improving 
profits. 

14  

• Growing importance with more people online and technological infrastructure and 
technology improving. 

• Cheap way of promoting and can easily measure engagement and action taken. 
• Needs to be targeted to the audience; need to choose right content and channel. 
• Need to monitor as people switch media. 
• Need to consider opportunity cost to ensure activity is worth the investment of time and 

money. 

15  

• Stage of life cycle. 
• Brand image. 
• Type of product. 
• Target audience. 
• Budget. 
• Rivals’ actions. 
• External environment. 
• Objectives. 

4.6 International marketing 
Chinese export markets, p.459 
Size of market; degree of competition; likely returns; risk; opportunity cost; ease of access. 

JD Sports, p.460 
1 Market size; competition; costs; likely returns; perceived risks; understanding of the market, political 

and legal regulation that increases ease of access. 

2 Depends on: 

• Objectives, for example, desire for growth 
• domestic market size and likely growth, stage of life cycle, saturation 
• domestic returns versus likely international returns 
• risk and attitude to risk 
• opportunity cost; investment of capital and other resources in the international expansion may 

not be available to use elsewhere 
• understanding of markets. 

Exam practice 4.6.1, p.461 
1 The price of one currency expressed in terms of another. 
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2 May face high levels of competition. May be affected negatively by changes in legislation. May not 
understand the culture well. May face problems with exchange rate changes. Difficulties in control 
due to distance, culture, organization. 

3 Can access bigger markets and generate higher sales and profits. Can reach high growth markets 
when the domestic market is saturated or declining. Can spread risks; if sales in one market decline, 
overall sales may be sustained by sales elsewhere. 

The NFL, p.462 
1  

Promotional challenges to raise awareness. 

Competition, for example, from other sports. 

Gaining access to the audience. 

2  

Can promote and show online. 

Can access global markets 24/7. 

Can track engagement and actions taken and follow up accordingly. 

May provide opportunities but depends on: 

o how well technology is adopted 

o degree of investment 

o actions of rivals. 

Exam practice 4.6.2, p.463 
1 Size of market, for example, total market sales. Existing competition and likely reaction if a new 

business enters. Ease of access. Market knowledge. 
2 May enter as a joint venture, partnering with an existing business to benefit from its expertise; 

however, this means rewards are shared. May set up its own business; this means all the reward are 
kept but is risky because the business may not have experience of the market. 

Food and drink in Asia, p.464 
1  

• It reduces risks as not dependent on one product and one market. 
• Different brands can meet the needs of different customer groups more precisely. 

2  

• Meet customer needs more precisely; better customer satisfaction and loyalty. 
• Costs of changing recipes; loss of economies of scale. 
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• May dilute strength of the brand if product varies significantly from one market to another. 

Lego, p.465 
1 Population size and structure, such as number of children; income; actions of competitors; product 

innovation, for example, combining technology and Lego. 

2  

• Existing competition. 
• Market size and trends. 
• Likely returns. 
• Risk. 
• Opportunity cost. 
• Objectives. 
• Understanding of this market. 
• Existing awareness of the brand. 

Chapter 4.6 Review questions, p.466 
1 Fewer barriers to trade; better communications technology; improved ease of access and logistics. 

2 Cost; attitude to risk; understanding of local market. 

3 Large population; growing middle class; fast-growth markets; limited competition. 

4 Export; licence; franchise; joint venture; acquisition. 

 Depends on willingness to invest, risks willing to take, how committed the business wants to be, how 
different the markets are. 

5 It should consider: 

• market size 
• likely returns 
• competition 
• objectives 
• domestic market conditions 
• understanding of market 
• proposed method of entry 
• how different the market is from the home market. 
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5.1 Introduction to operations management 
Exam practice 5.1.1, p.471 
1 Land, labour, capital, enterprise. 

2 Car manufacturing, mining, oil exploration 

3 Football making; shirt making. 

4 Affects costs through the manufacturing process and the procurement of raw materials; affects 
quality, which may impact sales, brand loyalty and the need for warranty and customer service levels. 

Mondelēz International, p.472 
1 It can produce chocolates efficiently; can develop and produce high-quality chocolates, thereby 

increasing sales. 

2 Operations management affects products on offer: 

• whether there is sufficient inventory 
• quality of items 
• safety of items. 

All of these issues are important but so are: 

• marketing decisions 
• HR decisions 
• finance decisions. 
• Businesses are integrated so decisions of each function must work together. 

Chapter 5.1 Review questions, p.473 
1 They affect volume that can be produced and therefore whether the demand is fulfilled. 

2 They affect the number and skills of people required. 

3 They affect costs and therefore profit margins; affect finance required, for example, for new 
investment. 

4 Nature of the process; costs of factors of production; availability of resources. 

5 Operations management affects: 

• products on offer 
• whether there is sufficient inventory 
• quality of items 
• safety of items. 

 All of these issues are important to competitiveness but so are: 
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• marketing decisions 
• HR decisions 
• finance decisions. 
• Businesses are integrated so decisions of each function must work together to achieve 

competitiveness. 
• Market forces change over time so operations will also need to develop to maintain 

competitiveness. 

5.2 Operations methods 
Coca-Cola and COVID-19, p.475 
1 120,000 × 24 = 2,880,000 cans a day. 

2  

• It affected sales in cafes, restaurants and bars, as these were closed at various times. 
• People went out less to shop so there were fewer sales through stores and more online. 

Impulse purchases were reduced, and local grocery stores were not open. 

3 New production line: 

• provides more capacity and enables more sales 
• is more efficient which reduces unit costs and increases profit margins 
• has greater flexibility, enabling more opportunity to meet customer needs. 

 But need to consider: 

• payback period 
• average rate of return 
• risk 
• opportunity cost 
• likely demand levels. 

Exam practice 5.2.1, p.476 
1 One-off production specific to customer needs. 

2 Could compare job production, batch, mass/flow. A cricket bat manufacturer would use batch 
production, as would a bakery, whereas a bespoke tailor or wedding dress designer would use job 
production. 

3 Growing demand; batch enables identical items to be produced in groups, limited by the capacity of 
the production machinery and demand. Batch will speed up production versus job production, and 
create economies in the process. 

4 Advantage:  

• Greater output which could reduce cost per unit. 
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 Disadvantage:  

• Need sufficient demand for high-volume production given high investment costs. 

Chapter 5.2 Review questions, p.477 
1 Large-scale production with flexibility to adapt to meet different needs, as seen on a modern car 

production line. 

2 Total costs ÷ output. 

3 Advantage: 

• Can produce more than job production as items are grouped. 

 Disadvantage: 

• Not as individualized as job production. 

4 Advantage: 

• Can produce high volumes at relatively low unit cost. 

 Disadvantage: 

• Not as individualized as job production. 

5  

• Likely volumes. 
• Initial costs of investment. 
• Production costs. 
• Need for flexibility for customers. 
• Likely payback, average rate of return, net present value. 

5.3 Lean production and quality management 
Exam practice 5.3.1, p.480 
1 Minimize waste of time; minimize waste of materials. The Japanese word ‘muda’ means waste in a 

production context. 

2 By reducing waste, this reduces costs. Reworking of products, materials being used, inefficient use of 
time, travel and logistics are all forms of waste, which all have a cost associated with them. 

3  

• Can lead to problems meeting demand if there is a supply problem. 
• Can lead to problems meeting demand if there is a problem with employee relations. 
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Waste and the clothing industry, p.480 
1 Sales are declining. 

2 They could introduce less waste in design – fewer offcuts and wasted cloth; less energy wastage; 
more repairs to items and more recycling. 

3  

• Growing pressure from pressure groups and customers. 
• Growing pressure from governments and changes in legislation making such changes 

necessary. 
• Growing desire by businesses to be environmentally friendly. 
• Greater media attention about business behaviour. 
• Increasing costs and recognition of the opportunity costs of raw materials like cotton. 

 However, depends on: 

• the strengths of these pressures 
• the reaction of individual firms. 

Exam practice 5.3.2, p.483 
1 Continuous improvement. 

2 Advantage: 

• Fewer costs of holding stocks. 

 Disadvantage: 

• May not be able to meet sudden increases in demand if stocks are not available. 

3  

• May improve the process of production, reducing waste and therefore costs. 
• May shorten the lead time and improve product development, leading to better products 

boosting demand. 
• Better jeans at lower prices could increase competitiveness. 

L’Oreal, p.486 
1 Quality control checks. 

2 Defects: 

• are bad for the brand image 
• and product recalls can cost money 
• could lead to legal action 
• have to be reworked which costs money 
• could be unsafe and a danger to health. 
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3 Getting the right raw materials helps ensure: 

• the product does what it is intended to 
• the product does what the business says it does 
• the materials will not cause defects 

 The quality of the raw materials can therefore affect many aspects of a business such as costs, profits, 
quality, sales, brand image. However, this is only one aspect of operations. Need to consider: 

• all other aspects of quality 
• all other elements that contribute to the operations process. 

Jaguar Land Rover Automotive, p.487 
1 Recall costs, poor brand image, rework costs, customer dissatisfaction and loss of loyalty. 

2 Could be poor training, faulty equipment, faulty materials, poor motivation, insufficient investment in 
R&D and design, shortened lead times through market pressure. 

3  

• May lead to higher costs (rework, recall, legal costs) 
• May affect demand (due to impact on brand image, for example). 

 Depends on: 

• extent of the quality problem 
• media coverage 
• reaction of customers and competitors 
• relative impact on demand and costs. 

Edward Deming, p.489 
1 Deming’s approach identifies an area to develop, introduces a way of improving it and then sets a 

higher target. This means the business is continually improving quality. 

2 May face resistance to change. Employees may not understand what change is needed and think that 
it is not worth the effort. Employees may need training; this can cost money. Changes may take time. 

Exam practice 5.3.3, p.489 
1 Producing products that meet or exceed customer expectations and expected value. 

2 Quality control inspects and tries to find mistakes that exist; quality assurance aims to prevent 
mistakes from occurring in the first place – quality is assured through all stages from initial design to 
final product. 

Exam practice 5.3.4, p.492 
1 TQM involves all employees aiming to prevent mistakes from occurring. The focus is on preventing 

errors rather than finding mistakes that exist. 

2 Employees may resist additional responsibilities; may take time to train. 
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3  

• Reduces mistakes and costs. 
• Improves quality, brand image and demand. 

Chapter 5.3 Review questions, p.493 
1 Minimizes waste of time; minimizes waste of labour; minimizes waste of materials. 

2 Continuous improvement. 

3 Good publicity; can be used in marketing. 

4 Advantage: 

• Good for the environment; may be appreciated by stakeholders. 

 Disadvantage: 

• The business assumes additional responsibilities and costs. 

5 Can improve quality through training, better systems such as quality assurance, better materials, better 
equipment. 

6  

• Leads to fewer mistakes, which can reduce costs. 
• Improves quality, which can be good for the brand and sales. 
• Can be a USP. 

 But: 

• can take time and some people may resist it 
• can be expensive 
• depends on what competitors are doing 
• extent to which quality is a problem. 

7  

• Can improve efficiency and reduce costs. 
• Can enable lower prices and/or higher profit margins. 

 However: 

• may be more vulnerable to problems with supplies 
• may be more vulnerable to disputes with employees 
• may take time to introduce. 
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5.4 Location 
Where products come from, p.495 
May depend on the costs of production, for example, the cost of land and the cost of labour. May depend 
on the availability of skilled labour. May depend on the infrastructure and transport costs to get products 
to the market. May be due to available natural resources or the natural environment. 

American Apparel, p.497 
1 Location can affect costs (such as rent) and revenue (for example, footfall affecting demand). 

2 Wanted to employ local people as part of its mission and social responsibility. However, this 
increases costs. 

3  

• Producing abroad is quite common but goes against the initial aims of the business. However, 
it could not survive with its initial business model. 

• The new model enables the business to continue – this keeps people in jobs, generates returns 
for investors and provides good-quality products for customers. The business says it will 
ensure the products are ethically made, so although they are no longer produced locally, the 
company is doing what it can to ensure production conditions are acceptable.  

Bangladesh, p.498 
• Bangladesh is low cost, with plentiful low-cost labour, enabling cheaper production, lower 

prices and more sales. 
• However, transportation from there may be environmentally unfriendly and there could be 

delays, which affects sales. In addition, there is a reputational risk if workers do not enjoy 
good working conditions. 

Exam practice 5.4.1, p.498 
Location decisions may be affected by: 

• costs of land and labour and other resources; availability of skills and natural resources; access to 
markets, infrastructure 

• legislation – for example, how easy it is to get planning permission. 

Tesla, p.499 
1 Would consider: 

• costs 
• link to brand image 
• access to necessary skills and resources, for example, specialist engineering skills 
• infrastructure 
• government support and incentives. 

2 Location may affect: 



 

Business Management for IB Diploma         109 
© Malcolm Surridge and Andrew Gillespie 2022  

Business Management for IB Diploma 
Unit 5 Operations management 

• quality of production 
• speed and costs of delivery 
• costs, for example, if there are government incentives 
• access to markets, for example, if locating in a particular area, the business may overcome 

trade agreements. 

 Of course, many other factors affect the success of the business such as the firm’s marketing 
activities, HR activities, finance activities. 

Reshoring, p.504 
1 Improvements in communications technology; reductions in trade barriers; improvements in 

transportation. 

2 Greater globalization: 

• offers more possible locations 
• enables businesses to locate closer to global markets 
• enables businesses to find the lowest-cost, best-quality production base and resources 
• enables businesses to be more flexible and better able to transfer operations. 

 However, precise locations still depend on factors such as: 

• government regulations 
• type of business 
• location of customers 
• location of suppliers. 

Chapter 5.4, p.504 
1 Affects costs and likely demand and revenue. 

2 May be affected by impact on brand image, desire to support a particular community, 
employer/employee relations in the region. 

3 Offshoring moves production overseas to benefit from lower costs, for example; reshoring brings 
production back into the local economy for ease of access, image, control – not necessarily due to 
lower costs. 

4 Factors include: 

• footfall 
• ease of access, for example, parking 
• location of competitors 
• costs 
• likely returns 
• impact on brand image. 

5 May consider factors such as: 
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• impact on local environment 
• impact on employment and employees  
• approach to pay and employment conditions 
• sustainability of design. 

5.5 Break-even analysis 
Exam practice 5.5.1, p.510 
1 Breakeven = Fixed costs ÷ Contribution per unit  

   = 21,000 ÷ (240 − 100)  

   = 150 units. 

2 200 customers means total contribution = 200 × 140 = $28000. 

 Profit  = Total contribution − Fixed costs 

   = $28,000 − $21,000 

   = $7,000. 

Exam practice 5.5.2, p.511 
At 500 customers profit is $2,500: 

a. $10,000 profit. At 800 customers costs would be $37,500, revenue $47,500. 
b. $15,000 profit. At 1,000 customers costs would be $45,000, revenue $60,000. 

Exam practice 5.5.3, p.512 
1 Look for output where total revenue equals total costs for given prices. 

a. 400 units. 
b. Around 220 units. 
c. Business does not break even in range of outputs shown. 

2  

a. Break-even. 
b. Around $8,000. 
c. Loss of around $8,000. 

3 Volume sales fall so much that overall profits fall, meaning the product is highly price elastic. 

4 Volume sales increase so much that overall profits rise, meaning the product is highly price elastic. 

Chapter 5.5, Review questions, p.517 
1 They change with output. 

2 They do not change with output. 
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3 Break-even = 30,000 ÷ (10 − 4) = 5000 units. 

4 Margin of safety = 7,000 − 5,000 units = 2,000 units. 

5 At 10,000 units. Total contribution = (10 − 4) × 10,000 = $60,000. 

  Profits  = Total contribution – Fixed costs  

i. = $60,000 − $30,000  

ii. = $30,000 

6 At 4,000 units. Total contribution = (10 − 4) × 4,000 = $16,000. 

Profits/loss  = Total contribution – Fixed costs  

iii. = $16,000 − $30,000  

iv. = ($14,000) 

7 For a profit of $6000 a total contribution of $36,000 is needed. Given the contribution per unit is $6, 
this mean 6000 units need to be sold. 

With reference to the break-even chart (Figure 5.5.10): 

 

8 Revenue is $3,000 for 100 customers. 

The price is $3,000 ÷ 100 = $30 

9 When output is 0 customers the costs are $750 so these are fixed costs. 

10 At 100 units total costs are $2250 

Given that fixed costs are $750 this means variable costs are $2250 − 750 = $1500 

Variable cost per unit= 1500 ÷ 100 = $15  



 

Business Management for IB Diploma         112 
© Malcolm Surridge and Andrew Gillespie 2022  

Business Management for IB Diploma 
Unit 5 Operations management 

11 This is where total revenue = total costs = 50 units 

12 This is total revenue minus total costs = $750 

13 This is total revenue minus total costs = ($600) loss 

14  

a. An increase in fixed costs to $1,000.  
This shifts total costs upwards 

 
 

b. A decrease in the variable cost per unit to $6.  
Variable costs are lower than before; total costs pivot downwards 

 
 

c. An increase in the sales price to $40. 
The total revenue pivots upwards 
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15 In each case:  
14a An increase in fixed costs to $1,000. 

a. Breakeven output – higher 
b. Margin of safety – lower 
c. Operating profit margin – no change 
d. Profit at 50 units – lower 

 

14b A decrease in the variable cost per unit to $6.  

a. Breakeven output – lower 
b. Margin of safety – higher 
c. Operating profit margin – higher 
d. Profit at 50 units – higher 

 

14c An increase in the sales price to $40. 

a. Breakeven output – lower 
b. Margin of safety – higher 
c. Operating profit margin – higher 
d. Profit at 50 units – higher 

 

16 It helps identify the likely profit at different levels of output. Given the estimated sales the business 
can estimate likely profits. The entrepreneur can then decide if this is a higher enough return to 
justify the risk. The entrepreneur can estimate the possible impact on profits of different prices and 
costs. The value depends on how accurate the estimates of sales are. 

5.6 Production planning 
Exam practice 5.6.1, p.520 
1 Managing relations with all the other partners involved in the production process. 
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2 Reduces costs; improves speed of delivery; improves quality; maintains ethical standards. 

Exam practice 5.6.2, p.521 
1 Raw materials, work in progress, finished goods, general supplies. 

2 Advantage:  

• Means supplies are available if for example, there is a sudden increase in demand or delays in 
new supplies arriving. 

 Disadvantage:  

• Stockholding costs; danger of theft or items deteriorating or going out of fashion. 

Toyota, p.523 
1 Holds minimal inventory; orders materials just when they are needed. 

2 Reduces warehousing costs; reduces security costs; reduces danger of theft. 

3 Benefits of JIT include reduced costs and less need for warehousing space. However, there are risks – 
if there is a disruption to supply, there is no safety net. Managers need to weigh up these issues. If 
supply disruptions become more likely then there may be a case for some buffer stock or to use more 
than one supplier for any item. 

Zara, p.523 
1  

a Stock represents items held short term by the business to enable production – for example, Zara 
would hold stock of particular size of jeans. 

b Outsourcing occurs when a business uses another business to undertake some part of its business 
operations, customer service, maintenance and production operations. 

2 Advantage: 

• Lower warehousing costs, lower security costs, less danger of loss through theft, less risk of 
materials going off or out of fashion. 

 Disadvantage: 

• May run out of stocks if demand is unexpectedly high. However, Zara is set up to quickly 
produce additional stock. 

3 Reduces stockholding costs; reduces likelihood of having to discount to sell off old stock; increases 
deliveries. 

 Have to consider: 

• customers’ attitudes to fast fashion 
• environmental impact of many deliveries and the attitude of managers and other stakeholders 
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• impact on unit costs (for example, less likely to have economies of scale) 
• how this positions the business relative to competitors 
• reliability and speed of deliveries of suppliers. 

Exam practice 5.6.3, p.526 
1 The time it takes from ordering an item to it arriving. 

2 Should hold very little buffer stock, as this would represent a waste of resources. 

3 The lead time; the perishability of the item; the ease and costs of storage; the likely demand. 

COVID-19 and retailers, p.526 
1 Advantage:  

• More likely to be able to meet unexpected increases in demand. 

 Disadvantage:  

• Items may go out of fashion and need to be discounted to sell or even be destroyed. 

2  

• Expected levels of demand. 
• Production time. 
• Likely lead time. 
• Desired buffer stock. 
• Warehousing costs. 
• Perceived damage to the brand if there is a stockout. 

Exam practice 5.6.4, p.528 
1 Capacity utilization rate = (200 ÷ 800) × 100 = 25%. 

2 20% of 3,000 units. 

 (20 ÷ 100) × 3000 = 600 units. 

3 20% = 4000 units. 

 1% = 200 units. 

 100% = 20,000 units. 

Suzuki, p.528 
1 Maximum output that can be produced given capital resources. 

2 Quantity and quality of capital resources; land and labour. 

3  

• Growing market. 
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• Desire to be close to the market, for example, reduced transportation costs. 
• Government incentives. 
• Overcoming trade barriers. 
• Cheaper resources. 

Exam practice 5.6.5, p.530 
1 (Current output ÷ maximum output) × 100. 

2 (20,000 ÷ 80,000) × 100 = 25%. 

3 40% = 3,000 units. 

 1% = 3,000 ÷ 40 = 75. 

 100% = 7,500 units. 

4 80% of 50,000 = (80 ÷ 100) × 50,000 = 40,000 units. 

5  

• May cut prices. 
• May reduce capacity. 
• May try to win new orders through more marketing activities. 

Exam practice 5.6.6, p.532 
1 Output ÷ number of employees. 

2 Labour productivity = 30,000 ÷ 15 = 2,000 units per worker. 

3 Total output = 15 × 20 = 300 units. 

4 Capital generates high levels of output, enabling more sales and revenue. 

5 Operating leverage = Capital costs ÷ Variable costs  

    = (10,000 ÷ 30,000) × 100  

    = 33% 

6 Fixed costs = $10,000. 

7 It means there is a relatively high level of fixed costs; even if output is zero (and therefore revenue is 
zero), these still have to be paid. 

Chapter 5.6 Review questions, p.533 
1 Time taken from order for supplies being made to them arriving. 

2 Costs of holding stock; consequences of a stock out. 

3 Lead time; demand levels; capacity for storage. 
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4 Unexpected increase in demand; delay in supplies arriving. 

5 Loss of possible sales; loss of customer goodwill. 

6 Have safety stock in case of unexpected increase in demand; have stockholding costs. 

7 Training; more capital equipment. 

8 Increase marketing activities; cut price; reduce capacity. 

9  

• Higher unit costs squeezing profit margins. 
• Idle capacity – wasteful and inefficient 
• Depends on: 
• extent of low capacity 
• duration of low capacity. 

10  

• Loss of customer goodwill. 
• Legal action. 
• Costs of product recall. 
• Costs of reworking. 

Depends on: 

o extent of problem 

o costs involved 

o media attention 

o impact on brand. 

11  

• May want to retain control. 
• May be part of its USP/marketing/brand. 
• May think it is better for quality. 
• Difference in costs may be negligible and not worth the risk. 
• Ethical reasons, for example, may want to maintain jobs. 

12  

• Lower units costs – good for profit margins and/or lower prices. 
• More likely to meet demand. 
• May reflect motivated staff. 

But depends on: 
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o wage rates 

o quality levels 

o demand levels. 

5.7 Crisis management and contingency planning 
Honda, p.536 
1 Might freeze systems and prevent orders being processed; prevent production continuing; take 

customer data such as bank details, resulting in a reputational threat. 

2 Helps the company be prepared for unexpected events – can reduce adverse impact, can enable faster 
reaction, can ensure a better response. However, it requires investment and planning time. 

 Depends on: 

• how much you plan 
• what you plan for 
• whether the event actually happens and if so, whether it is as planned. 

Exam practice 5.7.1, p.537 
1 Planning for the unexpected. 

2 It takes time and costs money to plan; these plans may never be used. 

3 It can enable a faster response if the event happens; a plan can reduce adverse effects; resources in 
place to mitigate the damage. 

United Airlines, p.538 
1 Managing a significant and adverse event. 

2 It attempted to justify what had happened. It praised the way the crew handled the situation in an 
internal memo. It failed to understand how the media and public would respond. 

3 Understand what happened better before responding. Think carefully about how the public might 
react. Don’t automatically defend the business. Be open to apologise. Take actions to remedy the 
impact of the event, for example, compensation for those affected. 

Exam practice 5.7.2, p.539 
1 It can create stress for employees. It can cause communication problems as the issues faced are 

unfamiliar. 

2 Contingency planning plans for an unexpected event. Crisis management focuses on how the 
business responds once the event has happened. 

3 Enables a rapid response. Avoids panic. Maintains effective communications and public relations. 
Maintains confidence of employees and public. Enables suitable and effective response that limits 
damage to profits and reputation. 
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Chapter 5.7 Review questions, p.539 
1 Preparing for unexpected events. 

2 Rightly anticipates what might occur and has suitable cost-effective responses in place. 

3 Depends on the likelihood of the even happening and the impact if it does. More likely to plan for 
events with relatively high likelihood and that would have a big negative impact. 

4 Advantages: 

• Saves time in terms of response. 
• Has necessary resources in place. 
• Less panic. 

 Disadvantages: 

• Time and resources used for contingency plan which could have been used elsewhere; 
opportunity cost. 

• The plan may not be suited to the actual event. It is perhaps impossible to plan for every 
contingency. 

5 Speed is important, for example, to identify the issue, to identify the extent of the problem, to identify 
cause and solution, to manage media and stakeholders. But need to have the right response and the 
right resources. 

5.8 Research and development 
The leading investors in research and development, p.541 
1 The generation and application of scientific knowledge to create a new product or develop a new 

production process which can increase the business’s productive efficiency.  

2 Develop new products affecting demand; develop new processes affecting speed of development and 
delivery and costs; market leadership and competitive advantage. 

3  

• Rate of change in industry – for example, rapid change in a high-technology industry such as 
those in which Amazon and Alphabet compete will require high levels of spending to tackle 
the competition. 

• Rate of new product development – for example, in the car industry new models are launched 
every few years; consider the high spending of Ford and Volkswagen. 

• What competitors are doing – may need to respond to their new products to remain 
competitive, for example, Apple phones versus Samsung. 

• Financial resources available. 

Exam practice 5.8.1, p.542 
1 The generation and application of scientific knowledge to create a new product or develop a new 

production process which can increase the business’s productive efficiency.  
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2 To increase competitiveness, for example, through new products and/or new processes. R&D may 
help differentiate products and/or reduce costs. 

L’Oréal, p.542 
• R&D develops new products which can help win sales and market share. Can target new 

niches and/or launch products in existing markets to replace declining sales. 
• R&D will develop new technology and new formulas, enabling new treatments and 

cosmetics. 
• R&D will improve ‘quality, efficacy and safety’, improving value for customers. 
• R&D will help L’Oréal ‘explore new scientific and technological’ areas, generating more 

demand. 

 However: 

• there will be costs and risks 
• competitors will also be undertaking research and development which will affect its impact. 

Also need to develop and successfully launch products once R&D is done. 

Akio Morita and Sony, p.543 
1  

Creates new products in a fast-moving market, helping to generate sales and maintain market share. 

• Helps create new markets, for example, the Sony Walkman, through developing new 
technology; and helps create a leadership advantage if first to the market. 

• Helps improve existing products, for example, new models, and develop new technologies, 
maintaining its competitive position. 

2 Market research may not show much if what Sony is developing is ahead of what customers 
expect/understand. Customers may not be able to identify what they want until it has actually been 
developed. Research can be slow and expensive. 

 However, some forms of research may be useful – it may not identify what customers want (this may 
be done by the company) but it can refine the design, features, benefits and pricing. 

Exam practice 5.8.2, p.547 
1 Product innovation involves developing new products; process innovation involves new ways of 

working. 

2 A patent protects an invention; a trademark protects a brand or design. 

Chapter 5.8 Review questions, p.548 
1 Disruptive innovation refers to an innovation that creates a whole new market and disrupts the leaders 

in the existing markets.  

2 R&D can develop new technologies and new products but requires investment, involves risks and can 
fail. 
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3 The business can protect its intellectual property, which makes it worth investing in developing 
products, brands, designs, innovations. Enables the business to differentiate itself and charge higher 
prices. 

4 May lead to new models/new features/new technologies – this can hold on to customers and attract 
new ones. It can help differentiate the product and charge higher prices. It may also lead to 
efficiencies through new processes. 

 However, the business will be spending money at a time when profits are falling. What is the impact 
of this? Does it affect liquidity? Gearing? Can/does the business need to sell shares? It needs to 
consider the risks involved. 

 Also needs to consider the general risk of R&D. How is investment monitored? What skills and 
resources are being used and what are the likely returns? 

 May need to consider short-term and long-term impact. 

5 Intellectual property rights can protect the patent for a new invention, the brand name, the trademark. 
Pharmaceutical companies spend huge amounts on R&D and the success of new products is critical to 
the long-run success of the business. So much of the success of the pharmaceutical industry depends 
on new inventions and so being able to protect these from imitation is essential. 

5.9 Management information systems 
Microsoft, p.551 
1 Occurs when individuals or businesses undertake illegal online activities.  

2 Cybercrime can: 

• steal customer data which can be used for blackmail 
• access business systems and disrupt them, and extort the system owner by ransom demands. 

Exam practice 5.9.1, p.552 
Can enable customers to experience the service offered, for example, the hotel, the house for rental, the 
leisure club or the school before buying, and without the need to be physically present at the business 
location. This may appeal to customers. The business may not yet have a physical existence, so feedback 
could be used for research. 

Go, p.553 
1 An overall term for ‘smart’ technologies that are aware of and can learn from their environments to 

assist or support human decision-making.  

2 AI can help employees undertake a task by providing relevant information and guidance on tasks 
and/or relieving employees of certain jobs. However, this may remove the need for certain jobs such 
as exam marking and taxi driving. 
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Exam practice 5.9.2, p.553 
AI can help: 

• process applications for insurance and assess risk 
• guide customers by recommending policies and giving advice 
• guide customers by directing relevant information to them based on their searches and 

interests 
• analyse trends and help set insurance rates.  

 All of these and other ways can help the insurance company tailor information and what it offers more 
specifically to customer needs and can lead to better information at lower costs. This can all improve 
the competitiveness of a business. 

21st Club, p.557 
 Data analytics can process huge amounts of data. It can help identify trends and correlations. In the 

case of football clubs, for example, it can help determine which players to recruit, which training 
methods work best, what systems work best against different clubs, the impact of different formations 
or even different weather conditions. 

 This ability to make sense of data can help any business to understand its existing position and plan 
and review more effectively. This can lead to better decision-making. 

 Data analytics can reduce risk and lead to more effective decisions. 

Exam practice 5.9.3, p.559 
 MIS provides relevant information in a timely fashion and in an accessible form to managers. This 

enables a better understanding of a situation, better decision-making and a better overview of what 
has happened and what has or has not worked. This can lead to better decisions and more success for 
the business. 

 However, the value of an MIS depends on 

• the data that has been put in – if this is wrong, the decisions will be wrong 
• the way the MIS is set up and can be accessed – if the fields for data are not appropriate, this 

will reduce its usefulness 
• the skill of the manager to interpret the data and make the right decision 
• how well any decisions are implemented. 

Chapter 5.9 Review questions, p.559 
1 A database is a data structure that stores organized information. Most databases contain multiple 

tables, which usually include several different fields.  

2 Cloud computing refers to data centres on the internet. This allows businesses to store and access data 
easily and ‘in the cloud’, which can be accessed from all locations. 

3 Network of items which are connected (for example, through sensors) and can exchange data online. 
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4 Holding data creates ethical issues in terms of what you should/should not know about someone, and 
about what you should/could do with the data, for example, give it/sell it to others. 

5 Effective customer loyalty leads to repeat purchases and more sales. It is cheaper to retain a customer 
than attract new ones. Customer loyalty can make it easier to launch new products. All of this can 
help sales and revenue at relatively low costs, boosting profits. 

6 Data mining helps a business make sense of data and identify patterns and correlations. It should 
improve managers’ understanding of a situation and possible causes of change, and trends and links 
between variables. This can be useful with planning and using resources efficiently. Data mining can 
lead to better decision-making, better planning and resource allocation. 

7 Advantages: people can be monitored closely to ensure resources are used well; productivity can be 
increased and this can lead to higher rewards for the business and the employees. 

 Disadvantages: employees may feel controlled; not encouraged to use initiative or to be empowered; 
may feel demotivated. Can lead to high levels of standardized output but not necessarily good in 
terms of creativity and innovation. 

8 Opportunities: easier access to data; data can be in a more usable form, readily available; this can help 
provide the data and reports to those who need it, when they need it and in a form that is useful. 

 Threats: cost of implementing, disruption switching from one system to another, time and costs of 
training. 

 Overall, it depends on how good the system is, how well it is set up, whether it stores the relevant 
data, whether the data is entered and transferred correctly, where the information goes, and when and 
what is done with it. 


