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Ian Marcousé examines 
Africa’s prospects as the next 
boom market for business

Since 1999 African economies have 
enjoyed growth rates far above those 
of the West. Even though 2015 and 

2016 saw a sharp economic setback in 
Nigeria (Africa’s biggest economy), the 
continent’s economy as a whole stayed 
strong. Nobody doubts that a major 
factor in growth since 1999 has been the 
commodity boom sparked by China’s 
rising affluence, but many in the West 

tend to assume that African growth is 
purely caused by commodities and, by 
implication, will stop when prices stop 
rising. But is it time to see Africa as the 
next great growth story?

Consistent growth
Africa’s growth story is now quite long-
lived. Figure 1 shows the average GDP 
growth figures for 1998–2007, followed 
by annual data. It shows that sub-Saharan 
Africa outperformed Latin America and 
advanced economies consistently over a 
period of nearly 20 years. The figures for 
sub-Saharan Africa would have been even 
stronger if South Africa had been excluded 

Why Africa matters 
to businesses from the data. Countries such as Ethiopia 

and Tanzania have enjoyed consistent 
growth rates of 7–10%. 

Economic growth is usually measured 
by GDP, but it can be helpful to look at 
growth in simpler terms, through the 
sales of ordinary products. Euromonitor 
statistics provide a wonderful source. 
They give data in volume terms as well as 
by value. That’s hugely helpful, because 
value figures are affected by inflation and 
by changes in exchange rates. Volume data 
gets beyond those difficulties.

In Figure 2, the UK’s f lat sales for 
packaged goods (biscuits, breakfast 
cereals, jam, salad cream etc. — ordinary 
stuff to go on ordinary tables, but only if 
people can afford it) contrasts with the 
buoyant figures for Cameroon (+30%), 
Nigeria (+21%) and Kenya (+14%). 
The  even faster sales growth in India is 
added for comparative purposes.

external environment

Dar es Salaam, Tanzania
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Booming population
In May 2011 the Harvard Business Review 
published an article called ‘Cracking the 
Next Growth Market: Africa’. It tackled 
three questions: 

 ■ What is the source of the current 
growth in Africa? 

 ■ Will it continue over time? 
 ■ What are the opportunities in 

different markets?
Before tackling the questions, the 

authors established that ‘by 2009 Africa’s 
collective GDP of $1.6 trillion was roughly 
equal to Brazil’s or Russia’s’. The article 
established the economic baseline, then 
focused on the potential. It pointed 
to two questions:

 ■ Can Africa continue the 4.7% real 
GDP growth rate it has enjoyed for 
the past decade?

 ■ How big will the total population of 
Africa become? 

The United Nations forecasts of 
population change this century are 
staggering. Today the 50 countries of 
Africa have a smaller combined population 
than either India or China. By the end 
of the century Africa is projected to have 
a higher population than India, China, 
the USA and Europe combined (Figure 3). 
For  example, Tanzania today has a 
population of 53 million — lower than 
the UK. By 2100 the figure is expected 
to be 300 million. So whereas China’s 
population is forecast to fall sharply by the 
end of the century, Africa’s is expected to 
grow fourfold to a figure 10 times the size 
of the USA’s. This alone has huge economic 
implications. At the moment the world’s 
biggest markets for basics such as toilet 
paper, soap and bottled water are in China. 
This will switch to Africa.

Investment opportunities
In its 2016 Africa Attractiveness Survey, 
Ernst & Young (E&Y) reflects on the sharp 
slowdown in Nigeria, but says:

‘ Our view remains that Africa’s rise 
over the past 15 years is real; what we 
have witnessed has been a structural 
evolution rather than cyclical change 
that has marked previous boom and 
bust periods in Africa’s postcolonial 
history. Although exports from many 
African economies remain commodity-
orientated, private consumption 
has become a key growth driver, as 
has investment in infrastructure. 

The services sector constitutes an 
increasingly significant proportion of 
most African economies and, while 
still small, the role of (and investment 
into) manufacturing is increasing. 
This process of structural evolution 
— as with anywhere else in history 

— will likely take decades. However, 
most African economies are in a 
fundamentally better place today than 
they were 15 to 20 years ago, and 
overall growth is likely to remain robust 
relative to most other regions over the 
next decade. ’
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E&Y reached this conclusion after 
a detailed analysis of foreign direct 
investment (FDI) directed towards Africa. 
It makes the point that investment has 
been switching quite rapidly from the 
primary sector (mining and farming) 
towards the services sector. In 2015 more 
than half the inward investment projects 
were focused on consumer-facing markets 
plus infrastructure. The main consumer-
facing investments were into:

 ■ technology
 ■ media and telecommunications
 ■ financial services
 ■ consumer products
 ■ the retail sector

The opportunities in African retail 
were highlighted in a February 2016 
article in Forbes magazine. The subject 
was Ramachandran Ottapathu, an Indian 
who arrived in Botswana in 1982 with 
$20 in his pocket. He started a shop that 
became a small chain, and Choppies now 
operates in seven African countries and 
had a 2015 sales turnover of more than 
$500 million. The company is growing 
especially rapidly in east African countries 
such as Kenya and Tanzania. 

Choppies is growing at about 25% a 
year, so its 170 stores could become 250 
within a couple of years. This is important 
as an example of how a big business can 
be carved out of Africa, but also for UK 
exporters. Having access to a large retailer 
makes it easier to distribute UK-made 
biscuits, cheese or chocolate.

Is Africa’s rise certain?
Two factors will be crucial to Africa’s future 
growth prospects. The first is peace — the 
most promising aspect of recent years has 
been the peaceful handover of power in 
democratic elections in major countries 
such as Nigeria. Nothing tears an economy 
apart as badly as civil war.

The second factor is trade cooperation. 
In Europe, nearly 70% of exports are 
to neighbouring European countries, 
keeping transport costs down. In Africa the 
figure is between 15% and 18%. African 
countries trade more with China and the 

USA than with each other. This holds back 
economic growth.

It’s no coincidence that the fastest-
growing countries in Africa are members 
of the East African Community, a free 
trade zone linking Burundi, Kenya, 
Rwanda, South Sudan, Tanzania and 
Uganda. As Britain opts for Brexit and 
the USA for protectionism, Africa needs 
to organise itself into trading blocs. 
The  hope is that the whole of Africa will 
become an economic community within 
the next 10 years.

So is Africa’s rise a certainty? By no 
means, but it is fair to say that the Western 
view of the whole of Africa as a risky 
market flies in the face of nearly 20 years of 
evidence. With promising economic growth 
and astounding population projections, it’s 
likely that Africa will become an important 
business opportunity for UK and other 
Western businesses.

Ian Marcousé is the founding editor of 
BUSINESS REVIEW and the author of A-level 
business studies textbooks for Hodder 
Education (www.hoddereducation.co.uk).

Ernst & Young’s report on Africa’s 
attractiveness to businesses:  
www.tinyurl.com/zpxy9x6

Further reading Further reading

Having access to large retailers would 
make it easier to distribute UK-made 
goods, such as cheese, throughout  
African countries

Countries such as Ethiopia have enjoyed 
consistent growth rates of 7–10%
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Brexit and 
bake offs

The company had originally planned 
to invest $1.6 billion in building a new 
plant in Mexico. This  led to Donald 
Trump publically criticising Ford on 

his preferred platform of Twitter, with 
him suggesting that American companies 

should manufacture their products within 
the USA or face an import tax of 35% on 

goods. While Ford has denied that this 
influenced its decision to turn its back on the 

new Mexico development and instead invest $700 
million in developing its existing Michigan plant, it did 

announce that the choice was based on ‘faith in the strength of the 
US economy’. The decision will create 700 jobs. 

The news has angered the Mexican government and can be seen 
as an indication of the power and influence political parties and 
their leaders can have on the location decisions of major firms. 
Within the UK, Nissan has decided against moving production 
away from its Sunderland plant after the Brexit vote, though the 
UK government has denied that any deal has been made.

Bake or buy?
The success of the Great British Bake Off has inspired more people 
to take up home baking and has led to supermarkets greatly 
expanding their range of baking ingredients. However, in today’s 
cash-rich and time-poor society, it has also provided a huge 
growth opportunity for pre-made cakes and sweet treats, with 
Mary Berry expected to launch her own, Mr Kipling-style brand 
of cakes. The UK market alone is worth over £6 billion a year in 
sales value and it is an interesting market, as it does not feature 
one dominant firm and is rather fragmented. Companies such as 
the Scottish firm Finsbury is able to produce over 180,000 cakes a 
week and yet still only has a tiny market share. Automation is of 
growing importance, yet Finsbury still employs over 1,100 people.

The cake business is similar to fast fashion in that it has to 
react to the changing demands of consumers. Emoji-style birthday 
cakes have proved popular recently and Finsbury monitors the 
latest film releases to produce ‘themed’ cakes to coincide with 
popular latest blockbusters. 

 in brief

Jamie blames Brexit

Jamie Oliver has recently announced 
the closure of six of his Jamie’s Italian 
restaurants. With the rising costs of 
imports, ingredients from Italy have 
become relatively more expensive due 
to the weakness of the pound. Given 
the relatively price elastic nature of the 
eating-out market, it is hard to justify 
higher prices on menu items, as customers 
have a lot of choice in terms of substitute goods, 
so Jamie’s Italian would have to absorb these higher 
costs and face lower profit margins.

The redundancies are likely to impact on the 120 staff that 
work in the restaurants, but the company is aiming to relocate 
them elsewhere within the organisation. Jamie’s Italian still has 
36 locations within the UK and is looking to expand its overseas 
operations from 28 to 50 restaurants.

While the headlines blamed Brexit for the closures, it 
is probably fairer to pinpoint the problem as being the 
fundamental lack of profitability at these particular locations. 
This suggests that the locations of the six restaurants were not 
well chosen and failed to generate the demand required to 
maintain profitability. A spokesman for the firm suggested that 
the breakeven number of customers was a rather high 3,000 
customers a week. This equates to nearly 430 customers a day 
and while this is achievable in higher footfall locations and busy 
areas, to achieve this across all of the locations is a big ask. These 
numbers would be easier to achieve for rival food chains such as 
Nando’s and Wagamama, which are based on higher density and 
faster table turnarounds.

Mexico Trumped by Ford
If you want a good example of how external factors such as 
PESTEL can impact on the decision-making processes of a firm, 
then you do not need to look much further than the recent 
announcement by Ford, which has decided against expanding its 
production facilities in Mexico and has instead decided to invest 
more in its existing plants within the USA.
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Milking the cash cow
Google’s business model is based on online advertising, with 
its Adwords service generating $76 billion a year — 90% of its 
revenue. Many other e-commerce and social media sites have 
adopted a similar model. The pay-per-click pricing structure 
means that advertisers only pay for adverts that work, and this 
has completely revolutionised the media and advertising markets.

The search engine coupled with Adwords is a hugely successful 
cash cow that has allowed the firm to branch out into other 
areas. This has tapped into the vision of founders Larry Page 
and Sergey Brin of Google being less concerned about short-
term profitability and more focused on developing products and 
services that transform the way we live.

When Google decided to become a public limited company in 
2004, it wrote to potential investors and claimed that ‘We are not 
a conventional company, and we do not intend to become one’. 

 case study

Phil Waterhouse analyses Google’s gradual 
transformation into a more conventional 
conglomerate

Tech companies such as Google and Apple make for 
excellent exam case studies, as pretty much any business 
theory can be applied effectively to some part of them. 

I have a love/hate relationship with Google, as the ubiquity 
of the search engine means that the need to learn and retain 
information is arguably no longer necessary in today’s society, as 
a couple of clicks on your smartphone or tablet bring the answer 
to hand. However, for the end user, the information and ease 
of use that the search engine provides is simply incredible — 
especially as it provides this for free.

Google’s  
changing priorities
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The share offering was such that the holding company would 
still be majorly owned and controlled by Page and Brin, and 
the document entitled ‘An Owner’s Manual’ for Google 
shareholders is still unique in its vision of building a company 
that was keen to invest into areas that reached far beyond the 
original core business, with seemingly little to do with the main 
search engine area.

Thus over the last 12 years Google has used its vast revenue 
streams to invest in more and more ambitious technological 
developments. You are probably aware of some of the projects: 
Google Glass, driverless cars, artificial intelligence and robotics, 
as well as the aim to give people in rural and remote areas 
internet access by launching over 100,000 wi-fi balloons into 
the atmosphere.

Strength or weakness?
For the first time in Google’s history, its finance department 
is now beginning to place pressure on these new products, 
running Google more like a conventional firm. While this is 
good news for investors, it means that projects that are about 
pushing the envelope of technological possibility are being 
rationalised and cut back.

Google’s innovative strength is also arguably its weakness. 
Until recently, engineers and employees were encouraged to 
develop their out-of-the-box ideas. The company famously allows 
its employees to spend 20% of their working week indulging in 
projects of their choosing — either to develop their own skillsets 
or to pursue new ideas. This culture created a large amount of 
innovation and allowed the firm to move into more diverse 
areas such as software development, mobile phone operating 
systems and smartphones, with the Pixel phone built to rival the 
dominant iPhone.

However, this freedom led to duplication in many products, 
such as in the development of two different mobile operating 
systems (Chrome OS and Android) and two music subscription 
services (YouTube Red and Google Play Music). This structure of 
companies within companies inevitably created confusion and 
internal conflict between the employees of the different areas. 
For an outsider looking in, it was clearly an inefficient use of 
resources. While it could be argued that Google has the financial 
means to support this, no business wants to be continually losing 
close to $4 billion a year on projects that show no real sign of 
providing a return. 

Alphabet

When Google introduced a new holding company, Alphabet, 
in August 2015, the structure of the business was significantly 
altered, with each subsidiary business having its own CEO 
and acting as its own cost and revenue centre. Such practice is 
normal for major conglomerates and means that each section is 
much more accountable for its own performance. Perhaps more 
importantly, the new structure provides greater transparency, as it 
allows investors to see which areas are making money for the firm.

The driver behind this change was chief financial officer Ruth 
Porat. She was brought in from outside the organisation, having 
previously worked for Morgan Stanley and the US Department 
of the Treasury. Her adherence to the bottom line of profitability 
means that Google no longer invests in ‘moon shot’ ventures, 
and arguably makes it just another mainstream publically listed 
company. Jack Welch did something similar as CEO of General 
Electric, introducing financial discipline to what at the time was 
the largest employer in the world.

Smarter spending
Despite this, Google is still committed to investing heavily in 
research and development — the company spent over $3.6 billion 
in the third quarter of 2016 and that represented an increase of 
11% on the same period of the year before. The difference is that 
this investment is being put into ventures that are more likely to 
be profitable. It is one thing always to always strive for innovation 
— it is another to make sure that it becomes profitable.

What you are likely to see over the next decade are perhaps 
fewer sensational and arguably weird investments from Google, 
but potentially more profitable and sensible investments. This is 
not to say that the company is looking to abandon the principles 
that have made it the tech giant it is today. Any firm operating 
within an industry as fast moving as technology knows that to 
stand still is to fall behind. What is happening is that a firm with 
seemingly limitless funds is starting to focus a little more on 
bringing new developments to the public that are viable from a 
business standpoint, and that is clearly good news for investors 
and probably for consumers as well.

Phil Waterhouse is joint editor of BUSINESS REVIEW and head of 
business and economics at Bedford School.
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Although Donald Trump’s 
election campaign and 
early presidency were 
full of contradictions, the 
implications for business can 
be analysed

F ollowing the UK’s Brexit vote, 
although consumer spending 
seemed unaffected, business 

confidence was hit hard. Every 3 months 
the accountancy practice Deloitte surveys 
UK finance directors. As Figure 1 shows, 
investment intentions (‘capex’ or capital 

expenditure) crumbled in the face of 
Brexit uncertainty, then the result. The net 
position in the third quarter of 2016 was 
–50%. In other words 50% more firms 
were negative about investment than were 
positive about it. For the same reasons 
discretionary spending was thrown into 
negative territory. That number includes 
spending on training as well as spending 
on advertising. You might expect a similar 
situation to have emerged following 
Donald Trump’s unexpected victory in the 
US presidential election, but that does not 
seem to be the case. 

There appear to be five main strands to 
Trump’s economic plans:

President Trump 
and business

 ■ $1 trillion extra spent on infrastructure
 ■ the slashing of the USA’s 35% 

corporation tax rate
 ■ a cut in taxes, especially those on 

the better-off 
 ■ extra spending on defence
 ■ a move towards a more protectionist 

approach to international trade

$1 trillion extra on infrastructure
One trillion is a massive number. 
A secondary school might cost $40 million 
to build. With $1 trillion you could build 
25,000 brand new schools — the USA only 
has 26,000 high schools, so that would be 
quite something. 

external environment
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In fact, the focus of this spending 
will be on transport (roads, bridges and 
airports) plus other infrastructure such as 
energy and water. It has been estimated 
that the USA needs $2 trillion to rebuild 
its transport networks, so this money 
will be lapped up. 

But who will actually do the work? 
The USA seems set to embark on a huge 
infrastructure drive just as it’s pushing 
labour out of the country. Trump says 
he will deport 2–3 million ‘illegal’ 
Hispanic immigrants in the short term, 
and may yet fulfil his election campaign 
promise to remove all 11 million. As US 
unemployment is at a low of 4.9% at the 
moment, it seems likely that the country 
will need inward migration — but instead 
immigrants are to be sent home.

This expenditure seems likely to push 
the US labour market to the point that it 
struggles to cope. The demand for labour 
will outstrip supply, pushing wages up. 
This is good in many ways, especially in 
terms of demand for US-produced goods 
and for imports, perhaps from the UK. 
But it is likely to be inflationary, which 
might affect inflation rates elsewhere, 
including in the UK.

Slashing corporation tax
It has long seemed strange that the home 
of capitalism has a corporation tax rate 
as high as 35% (the UK’s is 20%). A rule 
governing US-based multinationals means 
the corporation tax rate is only levied 
when profits are sent back to the USA, so 
businesses such as Apple and Microsoft 

each have as much as $100 billion lying 
in foreign bank accounts, waiting to be 
brought back to the USA. Donald Trump 
plans to change this. US tax rates will be 
slashed, and multinationals encouraged to 
bring back their cash by paying a one-off 
10% rate of tax. 

In theory, this will yield more tax 
dollars for the US treasury — at least in 
the short term. But the UK has found that 
lower corporation tax rates can lead to less 
tax being collected, so the USA may find 
the same. Although the US government 
will argue that lower profit taxes allow 
companies to invest more, there’s little 
evidence that this argument holds true. 
Companies may simply use the extra 
cash to pay higher dividends, pay higher 
directors’ fees, or to make takeover bids for 
other companies.

Cutting personal taxes
Trump promised to cut lots of taxes, but he 
is likely to find that other politicians stop 
him from being too radical. Quite simply 
they worry about the size of the budget 
deficit. If Trump has a political hero, it is 
Ronald Reagan, the Republican president 
in the 1980s. Reagan’s programme of tax 

Source: Deloitte quarterly survey of chief financial officers

Figure 1 Net response to possible future UK spending: investment and discretionary
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Trump has pledged to spend $1 trillion on 
improving the USA’s infrastructure
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much worse for ‘Brexit Britain’. Politicians 
such as Boris Johnson make light of our 
ability to negotiate new free-trade deals, 
but if the world turns protectionist, 
a small independent country is in a 
vulnerable position.

Trump, Ted Baker and BAe 
What might this mean for British 
companies? Let’s look at two: Ted Baker 
plc and British Aerospace plc (BAe). Ted 
Baker launched its retail operation into 
North America in 2010, and has seen it 
grow from almost nothing to about £150 
million of sales in 2016/17. That’s well over 
a quarter of the company’s global turnover 
(Figure  2). In the USA as in the UK, Ted 
Baker positions itself as an upmarket 

US interests. Broadly, he believes the 
USA plays by the rules, but others cheat 
(especially China). Accordingly there are 
threats of withdrawal or renegotiation, 
plus a plan to slap a 35% tariff on all 
Chinese imports.

China is big enough to see off the threat 
of a special China tariff — the Chinese 
government has already warned of the 
effect on sales of General Motors and 
Ford cars in China (the world’s biggest car 
market) and on purchases of US wheat. 
In the unlikely event of the USA taking 
on China in a trade war, the results 
would be serious.

Trump’s hostility to imports may lead 
to protectionism spreading globally. That’s 
bad news for Europe, but potentially 

cuts for the rich took the USA’s national 
debt from $997 billion to $2.85 trillion. 
Trump may feel comfortable with that, 
but others do not.

Despite the restrictions Trump may 
face, he will be able to push through some 
tax changes to help America’s super-rich. 
The federal estate tax affects only the 
wealthiest 0.2% of Americans, but they’ll 
be delighted to see it scrapped. It raises 
between $20 and $25 billion a year — 
tiny by US standards, but still more than 
enough to pay for the US Food Bank 
programme of 4 billion meals a year. 

Trump is also keen to ‘update’ and 
‘simplify’ the US income tax system. 
At  present there are seven tax bands, 
rising from 10% to 39.6%. Trump wants 
to compress the bands between 12% and 
33%, cutting the average amount paid, but 
at the cost of the least well-off and to the 
greatest benefit of the top-rate payers.

More military funding
In addition to these thoughts about tax 
cuts, Trump has a priority for extra state 
spending. In 2015 the USA spent $600 
billion on defence, 36% of the global total. 
Trump thinks that’s insufficient and wants 
to increase the figure by at least 10%. 

A move to protectionism
Trump regards free trade deals such as the 
North American Free Trade Agreement 
(NAFTA), and possibly even the World 
Trade Organization, as damaging to 

Source: Ted Baker plc accounts

Figure 2 Ted Baker sales
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Will Trump’s policies lead 
to a trade war with China?
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 triumphs

Zara
Zara has featured a number of times within this magazine, 

and for good reason. In the past decade, where companies 
such as Gap have stagnated, sales growth for Zara has 

increased by over 240%. Last year the firm posted sales revenue 
of $22.2 billion from its 7,100 stores in 93 countries. While the 
holding group Inditex does have other brands such as Bershka, 
Massimo Dutti and Pull&Bear within its portfolio, nearly 70% of 
sales are accounted for by the Zara stores.

Culture of success
The man behind Zara, Amancio Ortega, is one of the world’s 
richest men and at the age of 80 still works every day, but 
leaves a lot of the day-to-day running of the business to other 
family members.

The culture of Zara is unique within the fashion industry, as 
it does not employ a chief designer. Instead it has a group of 350 
designers who decide on products almost by committee before 

utilising sales data figures to see what designs are selling and 
then reacting to this data to try and meet consumer demand. 
The fact that 60% of the production facilities are kept close to 
the headquarters in Spain or slightly further afield in Portugal 
or Morocco means that the company can react much quicker to 
changes in demand, and this gives it a crucial edge in the world 
of fast fashion. Nearly 70% of Zara’s product range has short lead 
times — the industry average is 20%.

Zara is also able to outperform its rivals thanks to virtually 
no advertising budget. In comparison, major rival H&M spends 
close to 4% of its sales revenue on marketing its products. All 
of this contributes to a company that has redefined the fashion 
industry and the business of making clothing.

Table 1 BAe recent performance

   2011 2012 2013 2014 2015

Sales revenue (£m) 19,154 17,905 18,180 16,637 17,904

Profit for the year (£m) 1,260 959 176 752 943

Number of employees 87,000 81,000 78,000 76,000 75,000

Current (liquidity) ratio 0.62 0.78 0.73 0.74 0.89

Gearing ratio 66.5% 71.7% 69.6% 84.0% 76.8%

Source: BAe accounts and annual reports

Ian Marcousé is the founding editor of 
BUSINESS REVIEW.

BAe and its 75,000 staff? The answer must 
be positive. Not only does Trump plan 
to spend US dollars on the military, he 
plans to bully every US ally into spending 
more. He thinks that countries such as 
Japan, Germany and Spain have been 
underspending for years on defence, relying 
on the US government (funded by the US 
taxpayer) to provide for them. Trump has 
made it clear that if a country wants to call 
upon the USA for military help, it had better 
keep up its ‘insurance payments’ through 
high defence spending. BAe (and every 
other global arms manufacturer) can look 
forward to boom times.

The arrival of Donald Trump may be 
an unexpected justification for BAe’s past 
strategic focus on arms. The company’s 
erratic profits and parlous financial 
position could be turned around quickly if 
there is a sudden boom in sales.

but non-mainstream brand. It’s the type 
of brand that could be expected to have 
relatively high, positive income elasticity. 
So the better off people feel, the more likely 
they are to treat themselves to shopping at 
Ted Baker. Buoyant consumer spending in 
the USA would be fantastic for the brand.

British Aerospace is a very different 
business (Table 1). It is huge, with revenues 
that are 20 times greater than Ted Baker, 
but it has been through turmoil. Looking 
back, it’s managed to make enough 
strategic mistakes for 20 companies. 
In 1994 it sold Rover Cars to BMW for 

£800  million, throwing away some great 
car brands: Mini, Land Rover and Range 
Rover. Then in 2006 it sold its 20% stake 
in the Airbus Consortium for £1.9 billion. 
This took BAe out of passenger aircraft just 
as a huge boom was starting. At the end 
of 2015 Airbus had an order book value 
of $1  trillion (possibly the biggest single 
number in the history of business — not 
even Apple thinks in trillions).

Today BAe is about defence, i.e. military 
hardware, equipment and software. In 2015 
36% of BAe’s sales were to the USA. So 
how might the new Trump world affect 
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Achieving an A* on 
linear exams

 upgrade

Phil Waterhouse provides an insight into what 
you need to do to get the top grade

T he 2017 exams present a challenge for both teachers 
and students due to the lack of past questions and the 
limited number of specimen papers available. So how 

can we estimate how the questions will be structured and, more 
importantly, how they will be marked and assessed?

The AQA exam specification contains content intended to 
‘beef up’ the subject and make it more academic. Box 1 lists these 
theories and models, which are intended to make the subject 
both more challenging and more interesting. It is therefore to 

Box 1 Key theories and models

•	 Tannenbaum–Schmidt 
leadership continuum

•	Blake–Mouton grid

•	Decision trees

•	7Ps of the marketing mix

•	Inventory control

•	Hackman and Oldham

•	Balanced scorecard

•	Triple bottom line

•	Bowman’s strategy clock

•	Greiner’s growth model

•	Bartlett and Ghoshal

•	Lewin’s force field analysis

•	Hofstede culture

•	Kotter and Schlesinger
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be expected that a large number of them will be tested in the 
exam, so make sure you cover all the concepts in Box 1 as part 
of your revision.

Boundaries and structure
In addition to the more academic content, the exams also feature 
multiple-choice questions. In my view, these questions offer easy 
marks. Also, they only account for 15 of the 240 marks available, 
so should not be seen as a priority. One of the things I like to do 
with my students is to look at what is needed on each paper to 
achieve the higher grades in theory. In past years we could look at 
historic grade boundaries to make predictions, but now we need 
to look at the grade boundaries for the 2016 AS exams (Table 1). 
If we extrapolate from these data, then the marks needed for the 
2017 A-level exam can be expected to be as shown in Table 2.

Knowing this, it is useful to look at how the different papers 
are structured and how the marks are awarded.

AQA paper 1 structure
 ■ Section A: 15 1-mark multiple-choice questions.
 ■ Section B: short-answer data questions (17 marks total), two 

9-mark analysis questions.

 ■ Section C: choice of one essay out of two possible 25-mark 
essay questions.

 ■ Section D: choice of one essay out of two possible 25-mark 
essay questions.

AQA paper 2 structure
 ■ You will have three different compulsory case studies and 

compulsory questions.
 ■ For each case study, you are likely to face one or two data 

questions, one 9-mark analysis question and one 16- or 20-mark 
evaluation question.

AQA paper 3 structure
 ■ One compulsory case study with data appendices.
 ■ Six questions: two 12-mark analysis questions, two 16-mark 

evaluation questions, one 20-mark evaluation question and one 
24-mark evaluation question.

Getting an A*
So based on this, is the A* grade really that hard to achieve? 
Table 3 shows that if you are particularly strong in one area then 

Make sure you have good knowledge of business theories, such as 
Greiner’s growth model (see BUSINESS REVIEW, Vol. 23, No. 3, pp. 2–4)

Table 1 2016 grade boundaries (maximum mark: 160)

Grade Raw mark %

A 105 66

B 93 58

C 81 51

D 70 44

E 59 37

Table 2 Estimated 2017 grade boundaries (maximum mark: 300)

Grade Raw mark %

 A* 222 74

A 198 66

B 174 58

C 153 51

D 132 44

E 111 37

Table 3 Likely marks for different types of student

Exam type 
(maximum marks)

Student 
A (good 

knowledge)

Student B  
(good 

analyser)

Student C  
(good 

evaluator)

Paper 1

Multiple-choice (15) 15 10 7

Data/short (35) 30 25 20

Essay 1 (25) 15 16 22

Essay 2 (25) 15 16 22

Paper 2

Case 1 22 24 26

Case 2 22 24 25

Case 3 22 24 25

Paper 3

Analysis (24) 22 24 15

Evaluation (76) 38 40 55

Total 201 203 217

Likely grade A A A
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you should be able to secure an A, but you will need to raise your 
game to get the top grade.

If you are currently learning to drive, you might have realised 
that the key to passing exams is to work out what the examiners 
are looking for and understand how the marks are awarded. 
What  is interesting from looking at the AS examiner reports 
and mark schemes is how these have evolved from previous 
examinations. Level responses in a marking grid are still used, 
and the key exam skills of application, analysis and evaluation are 
still vitally important, so make sure you can demonstrate ‘good’ 
mastery of these skills.

A key change is in the use of plurals. For example, if the 
question asks for two benefits of primary market research, then 
to reach the top levels of the mark scheme it is crucial that 
at least two arguments are given. Previously it was possible to 
demonstrate a really strong understanding of only one benefit 
and develop an argument around this to achieve maximum 
marks. This is no longer the case, and to score consistently it 
is essential that you read the question carefully. Underline the 
‘hooks’, making sure that your response stays focused on these 
throughout. It can be tempting to not bother with this in the 
pressure of the exam hall, but it remains the best advice I can 
offer. Fundamentally all the examiners are ever looking for 
is for students to answer the exact question posed, and this 
will not change.

Phil Waterhouse is joint editor of BUSINESS REVIEW and head of 
business and economics at Bedford School.

Analysis and evaluation
The breakdown of the papers shows the emphasis on the higher-
order skills of analysis and evaluation. Any work you can do to 
develop your chains of argument (analysis) and build a sequential 
and logical chain of relevant theory that is appropriate to the case 
study is likely to pick up key marks. The evaluation marks have 
always been some of the hardest to gain, and my suggestion here 
is to really make clear to the examiner that you have considered 
the different aspects of the question before coming to a fully 
justified judgement. The biggest mistake you can make is to fall 
into the trap of not answering the question set. Re-reading the 
question is advisable.

The different marks awarded to the evaluation-style questions 
should not be seen as a major issue, although I appreciate that you 
might be concerned about the difference between a 16-, 20- or 
24-mark evaluation question. The truth of the matter is that these 
should all be treated pretty much the same, though the longer-
tariff questions — i.e. the 20-, 24- and 25-markers — should be 
much more open ended and give you the opportunity to bring in 
your own related and relevant examples. The 16-mark evaluation 
questions will not expect this and should be primarily based on 
the given case study. 

The technique is ostensibly the same as has gone before: give 
arguments for and against the position posed in the question, 
before making a clear, final, justified judgement that prioritises 
what is the most important factor in your opinion.

Preparation
How you prepare for the exams is down to your own preferred 
revision style. The timing of the exams is such that they are 
spaced out by roughly 1 week between each paper. Importantly, 
each paper can examine any aspect of the course, so you will 
not have the opportunity to topic spot for individual papers. 
That means that you have to be on your game for each and every 
paper. There  are ten sections on the AQA specification and the 
likelihood is that you will have studied the first six topics in 
year 12 and the remainder in year 13. How you revisit the topics 
you learned nearly 2 years ago will be extremely important, as 
these sections are the building blocks for all that follows. 

Each of the three 2-hour papers is worth 100 marks, which 
roughly equates to the mark-a-minute rule if you allow 20 minutes 
for reading time. I would advise you to use your reading time 
wisely to plan and structure your thoughts rather than rushing 
in and writing non-stop for 2 hours. Looking back at Tables 1–3, 
it is clear that a slow and steady accumulation of marks is far 
better than trying to achieve the perfect answer on particular 
questions. The grade boundaries are just over 20 marks apart for 
each grade, so it is much better to score consistently and answer 
every question reasonably rather than leave gaps. This might 
prove difficult given the compulsory nature of the questions on 
papers 2 and 3, but I would wager that students who attempt 
every question and manage their time well are always more likely 
to achieve a higher grade overall. 

If a question asks for multiple benefits, 
you must give at least two arguments
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Y ou’ve made a mistake. You should pay for it. How about 
paying £40 billion? A sum that even Apple would wince 
at. That’s the compensation bill so far for the payment 

protection insurance (PPI) missold by banks to their customers 
from 1990 to 2010. Lloyds Bank alone has had to pay out more 
than £17 billion in compensation. That’s a major reason why, in 
late November 2016, the price of Lloyds Bank shares is still 90% 
down on their price 10 years ago. Second in line is Barclays, whose 
costs amount to £8.4 billion.

What was PPI?
PPI offered insurance for someone paying regular sums such as 
a monthly mortgage or the repayments on a loan to buy a car. 
If  the person was hit by illness or redundancy, the insurance 
would cover the payments and therefore the home or car would 
be safe. But the banks’ sales departments couldn’t leave it at that. 
They  sold the policies at high prices and built in an increasing 
number of get-outs so that they wouldn’t need to pay out. Worst of 
all, they sold the policies to people who had zero chance of 
benefiting. For example, fear of unemployment was an important 
factor, but self-employed people were excluded from any payouts 
— yet were still sold the insurance by sales staff.

Buyer beware
The banks treated PPI as a cash cow. It was hugely profitable and 
they sold it by implying to customers that it was mandatory. 
To get a loan you had to have PPI. Actually PPI was not essential, 

but it might add 40% to the profits made by the bank. So banks 
first used bonuses to incentivise staff to sell PPI and then put 
increasing pressure on staff who failed to meet weekly sales 
targets. Between 2013 and 2015 a series of reports suggested that 
the banks’ main problem had been a sales-based culture that 
placed little or no value on customers. This led to a focus on short-
term targets, with increasing confusion between personal targets 
(perhaps getting a £1,500 bonus on top of a month’s pay) and the 
best interests of the bank. In the short term the customers were 
fleeced, in the longer term the banks’ shareholders suffered. 

Could this happen again? In December 2012 Barclays 
appointed a new boss, Anthony Jenkins, to clean up the bank’s 
culture. He plausibly said it might take 10 years. In July 2015 he 
was sacked and replaced by a more profit-focused chief executive. 
Barclays’ rethink had lasted 2 years 6 months. Jenkins received 
£3.4 million in remuneration for 2015 alone.

The Latin phrase caveat emptor (‘let the buyer beware’) is as true 
today as it ever was, especially when dealing with banks.

Payment protection 
insurance (PPI)
The £40 billion business disaster

 disasters
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 back to basics

1 Bias
Reasons why research results may be pulled away from the true 
figure. This may be due to the conscious or unconscious actions of an 
executive, or due to a failure in the sampling process. 

Example: an overrepresentation of older consumers may bias the 
findings in favour of the status quo instead of change.

Advantage: looking carefully for potential sources of bias may help 
smooth out the problem.

Disadvantage: you can’t know what you don’t know, so problems 
occur when sources of bias are not anticipated.

3 Primary
Information gathered first hand, i.e. direct from consumers or retailers.

Example: research among buyers of Mars Revels before deciding 
finally to remove the ‘hated’ coffee sweet from the pack.

Advantage: primary research allows a business to ask specific 
questions to help solve specific problems or make specific decisions. 
It’s invaluable.

Disadvantage: it’s expensive to get a professional market research 
agency to carry out primary research on a large sample of people 
(think £20,000). That’s difficult to afford for a new, small business.

2 Interpretation
Research data rarely says: ‘do this’. Success comes from analysing the 
findings with care, and interpreting what they mean for the company 
and its brands.

Example: research into a new product idea may show some people 
strongly in favour, but even more who hate it. The right interpretation 
might be to say ‘go ahead’ — ‘Marmite’ products that people love or 
hate give a better prospect for sales success than products that many 
consumers ‘quite like’.

Advantage: intelligent interpretation of complex, perhaps 
conflicting, sets of data is a skill that comes from strong market 
understanding, and cannot be automated.

Disadvantage: most new products fail, so perhaps marketing 
managers’ abilities at interpretation are not as strong as they 
think they are. 

4 Qualitative research
Research into consumer psychology — not what they do but 
why they do it.

Example: what’s the real reason why some prefer BMW to 
Mercedes? Is it the products or the image? If it’s the image, what 
aspect of the BMW image has a hold over its customers?    

Advantage: given the power of brands and branding — and the 
price premiums charged by Apple, Chanel and many others — it’s 
clear that consumer psychology is a key factor in many markets.

Disadvantage: because qualitative research is small scale, there  
may be a problem of sample bias due to such low sample sizes  
(e.g. perhaps only 16 people might be interviewed). 

Ten things you need to know about

market research
Ian Marcousé provides a framework of ten concepts 
for your marketing revision
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Ten things you need to know about

market research
you need to know about

5 Quantitative research
Research among enough people to provide relatively reliable 
numerical findings.

Example: Cadbury carrying out a survey of 1,000 milk chocolate 
buyers before launching a new Dark Milk brand. This sample would 
be large enough to look into sub-samples, such as how 15–24 year 
olds respond compared with over-55s. 

Advantage: large samples enable sub-groups to be looked at, and 
can give reliable enough findings to enable sales forecasting to be 
based on the research results.

Disadvantage: however big the sample, if the questions are poorly 
worded, the research results can be biased and therefore inaccurate 
(perhaps without the company realising).

8 Sampling
Trying to ensure that the people surveyed are an accurate 
representation of all those in the target market. 

Example: interviewing Marmite buyers may give faulty data, because 
the key decision makers may be others in the family who eat/like the 
product. A parent may be the buyer, but not the consumer.

Advantage: well-drawn, accurate samples can be achieved by 
businesses willing to pay for the research.

Disadvantage: the use of cheaper online surveys may get high 
sample sizes, but unrepresentative samples (biased towards younger 
consumers, perhaps).

9 Secondary research
Using already-published sources of data (often free) to get a general 
understanding of a market.

Example: the Society of Motor Manufacturers (SMMT) publishes 
monthly figures on sales of new cars in the UK, in total and by brand. 
This would be useful to an entrepreneur planning a new business 
based on music systems for cars. 

Advantage: much of the data is freely available, and much is 
precisely accurate, e.g. car sales in the UK, or the birth rate.

Disadvantage: some secondary data are very expensive. The latest 
Mintel report on the UK fragrances and cosmetics market might cost 
£1,200 to buy.  

10 Technology
The growing importance of digital and online sources of data, 
including so-called ‘big data’ (see pp. 18–19).

Example: Tesco can use its Clubcard data to break down shopping 
habits by the age, social class and postcode of its customers. In the 
past this would have needed big surveys to be commissioned. 

Advantage: companies that collect and harvest data with care and 
intelligence can have a distinct competitive advantage over those 
who have been slow to do the same.

Disadvantage: for the consumer, businesses such as Facebook can 
end up knowing more about us and our shopping habits than we 
might like — some feel that personal privacy is being invaded.

6 Sales forecasting
Using research findings or past sales figures to estimate sales 
volumes in future months or years. 

Example: for Cadbury, it can only decide whether or not to 
launch Dark Milk after calculating possible future profits based on 
forecast sales at estimated prices, compared with the estimated 
operational costs.

Advantage: all business decisions are about the future, so sales 
forecasts are involved somewhere, in almost every business decision. 

Disadvantage: the sales of every product and brand are affected 
by a huge number of variables, from competitors’ pricing and 
promotional activity, to the economy, the weather, fashion and 
changing tastes. Inevitably, the further ahead you’re forecasting, the 
greater the likelihood of inaccuracy.

7 Sample size
The number of people in the target market interviewed for the 
research survey.

Example: reputable UK research companies believe that they can 
forecast the results of a general election (around 30 million voters) 
using a sample size of 1,000 adults. Most companies would consider 
sample sizes of 500 to be acceptable. 

Advantage: the larger the sample size, the greater the chance that 
the findings will reflect the views of all the customers in the target 
market. So executives can have greater confidence in the results.

Disadvantage: a high sample size only improves research reliability 
if the people chosen (sampled) are an accurate representation of all 
those in the target market.

Ian Marcousé is the founding editor of BUSINESS REVIEW and director 
of A-Z Business Training Ltd (www.a-zbusinesstraining.com).

Download this poster and get a lesson plan on 
market research at www.hoddereducation.co.uk/
businessreviewextras

BusinessReviewExtras
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Clubcard rewarded customers for their loyalty and was viewed by 
then-marketing director Terry Leahy as the most important factor 
behind the chain’s huge growth.

Small data
Like many start-ups in the early stages of the digital age, 
Dunnhumby started small with low overheads, operating out of 
the couple’s kitchen in Chiswick, London. The first significant 
client was the cash-and-carry chain Booker, and the insight 
provided by Dunnhumby allowed the firm to improve its 
distribution network and become leaner in terms of its operations.

The main purpose of companies likes Booker is to break bulk, 
i.e. offer the mid-range quantities of goods required by smaller 
convenience and local stores that need to stock major labels, but 
cannot exploit the economies of scale that larger supermarkets can 
benefit from with their larger warehouses and storage facilities.

On the television show The Apprentice, one of Alan Sugar’s 
favourite tasks is to get the teams buying and restocking items in 
pop-up shops, and his advice to the candidates is to ‘smell what is 
selling’. Dunnhumby’s use of digital technology and data analysis 
made this process easier and quicker for Booker, allowing it to 
replenish stock of its more popular items on a more regular basis.

 case study

Big data
Phil Waterhouse examines the importance of 
data collection to modern businesses, focusing 
on German IT company SAP and ‘customer 
science’ company Dunnhumby, founded by 
Edwina Dunn and Clive Humby in 1989

T he innovations developed by Edwina Dunn and Clive 
Humby, and their appreciation of the importance of data, 
were a fundamental reason behind the growth of UK 

supermarket chain Tesco in the 1990s. They helped the firm gain 
market share in the highly competitive, oligopolistic industry.

In 1994 Dunn and Humby presented an idea to the Tesco 
boardroom that would become the Clubcard scheme, leading to 
chairman Lord MacLaurin responding:

‘ What scares me about this is that you know more about my 
customers after 3 months than I know after 30 years. ’The couple had mined the vast sums of data that Tesco had on 

its customers’ buying habits and utilised this to make predictions 
about their future buying and, perhaps most importantly, 
target the marketing more specifically at individuals. The Tesco 
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While retailers knew how much they were selling of a 
particular product, they did not know what combination of 
items consumers were typically buying. Dunnhumby was able to 
provide this information.

Small samples, big data
Dunnhumby was able to provide the insight that Tesco needed 
from a much smaller sample than the firm was trying to use at 
the time. The supermarket was keen to know the buying habits of 
all its customers. However, for a company the size of Tesco, this 
was simply too unwieldy and the technology was not supportive 
of such a huge data set.

However, Dunnhumby showed that even with a smaller sample 
data set of just 5–10% of the customer base, it was able to offer as 
much insight as could be found by looking at the whole audience. 
This is where sampling and extrapolation is crucial. Collecting 
customer data is time consuming and expensive, which is one of 
the drawbacks of primary market research. Tesco’s in-house IT 
team suggested that it would cost £50 million to provide the data 
needed, but Dunnhumby quoted £250,000 for the same service.

This substantial cost saving proves the worth of larger companies 
sub-contracting to smaller and arguably nimbler businesses that 
have much lower cost bases than the major firms and are able to 
focus on providing a focused, specialised service. As the following 
20 years proved, it is often easier for larger firms to outsource 
specific aspects of the functional areas to specialist companies.

SAP
While smaller firms can be more efficient at data collection, 
the sheer scale of operations required in the development of 
technology lends itself to much larger companies. 

This is especially the case with companies that specialise in the 
area of enterprise resource planning (ERP). SAP is at the forefront 
of this area and is one of the world’s largest businesses — Forbes 
puts it at number 179 in the global list of companies and it is the 
fifth-biggest IT company in the world

SAP is a software company that specialises in integrating all 
aspects of a business. The aim of SAP systems is to provide 
the link between all functional areas, from procuring stock to 
analysing the sales data while at the same time linking the human 
resources department with the finance department. This service 
creates a huge amount of value added, as the IT departments in 
the client firms only have to manage the networks and systems, 
rather than designing and building them from scratch.

A benefit of having one dominant software package is that it 
enables individuals to move between firms more easily. While the 
systems SAP offers are customised to the specific needs of each 
individual company, the user interface (‘front end’) is similar 
for each. There are parallels in terms of the operating systems on 
mobile devices or laptops — most of us are used to the Microsoft 
or Apple interface, yet our devices will be different depending on 
what we use them for.

New oil?
Clive Dunn refers to data as the ‘new oil’ in terms of its value to 
companies. As more and more data are collected and the speed 
of processors and technology advances at exponential rates, the 
challenge is for firms to utilise these data effectively.

It could be argued that firms now have too much data on their 
customers, and this is why data mining has become an important 
concept. Knowing what the data can reveal and then using it is the 
challenge. Nearly all retailers now offer loyalty cards or rewards 
to their customers. The best firms use these data to help turn 
historical sales into even higher future returns. Big insight is what 
drives success.

Most businesses now use Google AdWords and keywords to 
deliver website visits and clicks. Data mining helps to identify 
the peak times of day for online traffic, what type of customer 
is visiting, what they have been looking at prior to the visit and 
other clues to customer behaviour. You might have noticed that 
after conducting a search on one website, the next site you click 
on has a banner advert that is linked to your previous search — 
the data mining firms can see what you have looked at and then 
target their marketing and offers direct to you. This also helps 
firms offer complementary items on a product page (e.g. showing 
GPS watches alongside trail running shoes), which can turn a 
£100 sale into a £300 one. 

Ten years ago, one of my colleagues who used to work in 
marketing suggested that billboards would become interactive, 
and as you walked along the high street you would receive 
messages from the stores you passed alerting you to special offers 
from that particular shop. This seemed pure science fiction, but 
with the continued huge growth in e-commerce and m-commerce, 
it suddenly does not feel as far-fetched. Big data is here to stay and 
firms and companies that utilise it in the most creative ways are 
quietly changing the way we shop. While critics might worry 
about privacy issues, if data collection helps individuals receive 
more targeted marketing and offers then it arguably carries more 
positives than negatives.

Phil Waterhouse is joint editor of BUSINESS REVIEW and head of 
business and economics at Bedford School.
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Ian Marcousé looks at a top UK company 
in terms of its strengths, weaknesses, 
opportunities and threats (SWOT) to give you a 
better insight into how business works

Marks and Spencer (M&S) has been a British high street 
fixture for more than 100 years. It has huge name 
recognition and consumer trust. On your parents’ 

wedding anniversary, you’d feel safe buying them a bottle of 
champagne from M&S.

Strengths
M&S food has long been recognised as innovative, high-quality 
and highly relevant to modern consumers, with a lot of eat-as-
you-go food, ready meals and other ways of meeting the modern 
desire for convenience and speed of preparation. It’s great for time-
poor adults. Figure 1 shows the steady growth of M&S food sales.

Despite years of sales decline in its clothing division, M&S 
still sells 25% of the nation’s underwear and has a share of about 

10% in sales of menswear and womenswear — in other words it 
remains a big part of the UK clothing market.

Despite many financial pressures in recent years, M&S’s finances 
are strong. In April 2016 its gearing was 46%, a touch down on its 
2015 figure of 47.4%. Its current ratio of 0.69 was exactly the same 
as 2015, suggesting liquidity is stable, if slightly on the low side.

 New chief executive Steve Rowe has spent more than 25 years 
with the business. Not only does this show loyalty but it also 
suggests an understanding of the famously bureaucratic nature of 
the company. In September 2016, Rowe cut 500 head office jobs.

Marks and Spencer
SWOT analysis

 case study

Source: M&S annual accounts

Figure 1 Marks and Spencer sales breakdown
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Would M&S benefit from a food-only strategy?
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Before Rosie Huntingdon-Whiteley or Alexa Chung, Marks and 
Spencer had the most admired clothing brand in the country: 
St  Michael, which were British-made clothes of real quality. 
A  ‘back to the future’ strategy would probably sit well with the 
company’s true market: middle-aged and older people.

Threats
Woolworths kept on going long after it ceased to have a proper 
role in the high street. Marks and Spencer is in that same position 
today, apart from its food business. When the next nasty economic 
event happens, M&S might end up closing down a lot of stores. 

M&S shareholders have been hugely patient, perhaps bribed 
with their own money in the form of high dividend payouts. 
But  a takeover bid by a tough — perhaps American — retailer 
would surely be accepted. Then all sorts of hard decisions would 
be taken quickly. 

Online-only clothing retailers such as ASOS have been growing 
rapidly. Its 2016 sales figures are 26% up on 2015. Marks and 
Spencer — like many others on the high street — might find it a 
struggle to keep shop sales moving forward. Technology may have 
changed everything.

Conclusion
SWOT analysis is the most widely used technique for managing 
business strategy. With Marks and Spencer, it helpfully sorts 
current issues into strengths and weaknesses and future ones 
into opportunities and threats. This could help directors when 
considering what to do next. A SWOT analysis gives a starting 
point for agreeing what’s going well or badly, and deciding how to 
manage the business for the future.

Weaknesses
New chief executives have come and gone, all promising to turn 
around the decline in clothing sales. All have failed. Although 
they might claim that they weren’t given long enough for their 
new strategy to succeed, there’s an argument that some were 
given far too long. Marc Bolland had 6 years (2010–2016) of 
repeated failure.

Bolland’s strategy was to look for growth from M&S 
internationally, opening outlets in Paris, Beijing and other cities. 
Anyone who went to a Beijing M&S could see it was the only 
shop around with no customers, which is never a good look. 
Only in the 2016 accounts are the failures of the strategy being 
admitted (Figure 2).

In 2016 M&S paid out a far higher dividend to shareholders 
than it should have — it paid out 76% of its earnings (profit 
after tax) in dividends to shareholders. Most companies pay 
out no more than 30–50%. If you’re paying out 76%, you risk 
starving the business of the internal finance needed for growth 
or to finance change. M&S presumably did this to prop up the 
share price, which in turn keeps the market capitalisation high, 
stopping others from buying M&S on the cheap. 

The key marketing weakness for Marks and Spencer is its 
failure to appeal to under-30s. This rules the company out of huge 
sectors within the clothing/fashion market. Years ago, the M&S 
problem was under-20s, now it’s under-30s, so this is a massive 
weakness that is getting worse.

Among its many strategic failings, M&S took a long time to 
get its website sorted out. Even today its online sales are believed 
to be far behind those of rival John Lewis, though M&S doesn’t 
publish the data required to be certain. 

Opportunities
Does M&S’s biggest opportunity lie in closing down the clothing 
business altogether, slashing the head office staff numbers and 
focusing on food? When the food section opened, the rationale 
was to exploit the customer numbers drawn in by the clothing. 
Today those numbers have diminished and young people may be 
put off. Food-only may work better.

There’s also an opportunity to act rationally on the M&S store 
portfolio. The least successful might be closed down, and others 
converted to food-only. Marks and Spencer has never been run 
like other retailers — it has always seen itself as too important. 
Now might be the time to boost profits by ordinary, businesslike 
decision making 

Ian Marcousé runs business and economics Easter revision 
courses for A-Z Business Training (www.a-zbusinesstraining.com).

Source: M&S annual accounts

Figure 2 Marks and Spencer operating profits (£million)
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As an A-level business 
studies student, you need to 
have a good understanding 
of digital marketing methods, 
and vlogging is an important 
aspect of this

A ttaching a brand, product 
or service to a well-known 
personality has always been a 

popular way to increase sales or brand 
awareness for a business. For example, 
Under Armour’s relationship with Dwayne 
‘The Rock’ Johnson sees him wearing their 
training kit both on the big screen and 
when he is being followed by the paparazzi. 
Likewise, businesses pay large sums of 
cash for the likes of David Beckham, Keira 

Knightley and Charlize Theron to promote 
ranges of products. 

This form of promotion is now growing 
fastest in a new area, with ordinary people 
doing the promoting. Video blogging 
(vlogging) entered business parlance in 
2005, coinciding with the founding of 
YouTube. In business terms, it involves 
customers reviewing and promoting 
products by posting videos of themselves 
using them. The appeal of normal people 
talking into their webcam about their 
daily lives may not seem apparent. Yet the 
success of the format is perhaps down to 
the ease of entry into the vlogger world. 
Anyone with a broadband connection and 
a laptop can get in on the action, and of 
the hundreds of thousands who have a 
go at vlogging, a few are bound to prove 
outstanding in the field. 

Vlogging and 

PewDiePie

If you ask most people who Felix Kjellberg 
is, you are likely to be met with a blank 
expression, but they may have heard of his 
online alias PewDiePie. Kjellberg is seen as 
possibly the most valuable marketing asset 
a business could get their hands on, as he 
has 53 million subscribers to his YouTube 
channel. To put that into perspective, Justin 
Bieber has 27 million, One Direction have 
20 million and Taylor Swift has 21 million.

PewDiePie’s channel focuses on playing 
video games and chatting to the camera 
about them while doing so. It might not 
seem a lucrative way to make a living but 
Forbes reported PewDiePie’s income as 
$12 million in 2015. With over 12 billion 
video views, it is understandable why a 
firm might want to feature in the advert at 
the beginning of his videos. 

understanding markets

digital marketing
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While the relationship between 
YouTube and its biggest stars has always 
been unclear in exactly how sharing of 
revenue from advertising is divided up, 
many YouTube vloggers receive good 
incomes from their videos. The main 
reason that firms want to be associated 
with the rising stars of the vlogging world 
is that businesses have known for a long 
time that ‘word of mouth’ promotion 
is the most effective way to get new 
customers. Vlogging takes word-of-mouth 
promotion to the masses.

Growing pains
The growth of vlogging has not been 
without its controversies. After fast growth 
in this area and a number of complaints 
stating that it was unclear whether vloggers 
had been paid to feature or promote items 
in their videos, the UK’s Advertising 
Standards Authority introduced new 
guidelines in 2015. These require a greater 
level of clarity as to whether a fee has been 
paid to promote a product or service. 

Vloggers continue to cross over into 
mainstream media. Increasing numbers are 
signing book deals, releasing music singles 
or partnering up with big businesses. 
If  you are unsure about how much room 

there is for growth, for his 53  million 
subscribers PewDiePie’s reported take 
home pay for 2015 by Forbes was only 15% 
of Taylor Swift’s $80 million from her 
21 million subscribers.

In exams
So how do insights about vlogging fit into 
A-level business studies specifications? 
The  obvious place is in ‘Understanding 
the value of digital marketing’. This 
could come up as an exam question, or 
an argument involving digital marketing 
could be used to analyse a more 
traditional question about the marketing 
mix or marketing strategy. A quick look 
at PewDiePie’s site reveals little overt 
advertising, but a clever marketer is likely 
to provide some funds and free samples, so 
when Kjellberg takes a swig from a bottle 
or can there’s probably some marketing 
thought behind it. It’s  important for the 
marketer to understand the vlogger and 
the audience, and to be able to work 
out which brands will work and which 
would seem phoney. 

So does this mean that digital marketing 
is radically different from traditional 
approaches? PewDiePie is interesting to 
advertisers because 53 million consumers 
aged between 10 and 25 is a fantastic 
audience, especially if you’re marketing 
Playstation, Nike, Red Bull or any other 
brand targeted at this age range. So the 
first attraction is the size of this audience. 
Compare it with the X Factor final, which 
drew 8.4 million viewers in 2015, of which 
a maximum of 2 million would have been 
in the 10–25 age category. PewDiePie 
draws a global audience, but that’s fine for 
the three brands mentioned earlier. 

Whether promoting a product by 
traditional or digital means, the rules are 
the same: be clear on your target market, 
focus on making a credible impact on 
that market (even if other groups are 
indifferent or even offended) and find the 
best-value way to hit your market with 
as many repeated messages as possible. 
Saying something once will almost never 
work in a crowded marketplace. Vlogging 
offers scope for modern, digital marketing, 
but the underpinnings of marketing 
are unchanged.   

Lealand Pearce is a housemaster and 
business teacher at Canford School.

Vloggers can raise revenue through 
advertising and through product 
placement in their videos

Vloggers continue to cross 
over into mainstream 
media by releasing music 
singles, signing book deals 
and partnering up with big 
businesses

BusRev 23.4 Press.indd   23 23/02/2017   17:59



24 Business Review  April 2017

Bunzl, RELX 
and Mondi
Phil Waterhouse examines three successful 
but largely unknown firms that feature in the 
FTSE 100 list of the most valuable companies in 
the UK

One of my passions is finding out about new and 
interesting businesses and bringing them to the attention 
of students. This goes to the heart of one of my favourite 

mantras — business is everywhere and a company does not have 
to be well known for it to be successful.

Bunzl
Bunzl is a highly profitable business that few people have heard 
of, yet we all make use of its services. The company specialises 
in providing cleaning and hygiene supplies, food packaging and 
carrier bags. Every time you visit a fast food restaurant you will 
pick up napkins, straws and other related items. Every time you 
buy a coffee or a tea, who supplied the disposable cup you are 
drinking from? The answer is almost certainly Bunzl.

The company generated over £6.4 billion in revenue last year 
and posted net profit figures in excess of £200 million for the 
past 3 years. The earnings per share (EPS) are rising significantly. 
This financial performance has attracted the attention of 
major institutional investors that realise that the business of 
providing ancillary services can be highly profitable and arguably 
recession proof, as Bunzl provides necessities to major retailers 
across the globe. Your school or college probably uses products 
delivered by Bunzl.

Bunzl is currently in the top 60 of UK firms by market 
capitalisation. It employs over 15,000 people globally and the 
distribution of items that we all need, but don’t really consider, 

Successful companies 
you’ve never heard of

 case study

Bunzl supplies food packaging 
and cleaning supplies
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is a perfect example of an unknown firm that makes for a 
useful case study.

RELX
RELX is a prime example of a company that operates in the 
quaternary sector. It specialises in providing information and 
data for legal, medical/scientific, technical and business analytics. 
One of its main clients is Bloomberg, and it provides the data and 
analytics that scroll along the bottom of news channels.

The company operates in 40 countries and serves customers 
in over 180 nations globally. While the firm generates 54% of 
its revenues from the USA, it has a global reach, with 26% of the 
remaining revenue coming from Europe and the remaining 20% 
from the rest of the world.

RELX has had to adapt and modify its operations in the digital 
age. Twenty years ago, two-thirds of revenues were from print 
media and only a small percentage was from digital. By 2015, 
those numbers had been reversed — print media now generates 
just 15% of revenues at RELX Group.

The company is also facing challenges from the growth of 
artificial intelligence (AI), whereby a number of the services it 
provides such as paralegal information can now be replicated by 
technology at a fraction of the price that a human would cost. 
RELX has to continually develop its business model and adapt its 
services to meet the needs of the ever-changing marketplace.

Mondi
This is another great example of a company that provides essential 
services to the rest of the business world. Packaging is a vital part 
of many organisations and is often (wrongly) thought of as one 
of the constituent aspects of the marketing mix for companies. 
On the rich lists of the world, the Rausing family (the owners of 
the Tetra Pak empire) always feature prominently.

The business of packaging is a highly profitable venture and 
one that is evolving all the time as new types of packaging 
solutions are being developed. For example, those of you with 
cats or dogs will have noticed that there has been a shift away 
from tinned food to pouches, which are not only cheaper for the 
manufacturer but also quicker to use for the customer, and easier 
for the retailer in terms of storage. 

Mondi’s business model was historically based on delivering 
paper-based packaging such as cardboard packages and boxes. 

The growth of e-commerce and the sheer volume of deliveries 
that require packaging has provided a huge boost for packaging 
firms. Not only will the growth of Amazon, Alibaba and other 
e-commerce sites drive up the demand for Mondi’s products 
and services, the company has also benefited from the increase 
in takeaway eating. Services such as Just Eat show how online 
businesses can drive the revenues and profits of traditional 
packaging companies.

While packaging might not seem an obvious area for 
innovation, Mondi makes large investments in research and 
development of complex, multi-barrier packaging with potential 
benefits like extended shelf life and odour resistance. So it is not 
just the console, smartphone or automotive industries that look to 
benefit from developing new innovations.

Conclusion
Even after 20 years of teaching, there are probably over 
25 companies listed on the FTSE 100 that I have no knowledge of. 
I try to research little-known companies as much as possible and 
bring these into my teaching, as well as encouraging my students 
to think about how these firms can be utilised as examples 
when comparing and contrasting the performance of individual 
businesses. I would encourage you to delve deeper into the FTSE 
100 and beyond to discover interesting case studies that stand 
apart from the standard examples.

The ability to apply key business theories to different firms 
is an essential component of success in A-level business studies. 
As an examiner, I am often disappointed that students seem to 
rely on set, basic examples. Examiners are looking for you to 
utilise examples that go beyond the norm. Looking at different, 
unusual and yet highly successful firms can only help you 
in regards to improving your exam responses and more fully 
understanding the world of business and the opportunities that 
are available, even in areas you might not consider.

Phil Waterhouse is joint editor of BUSINESS REVIEW and head of 
business and economics at Bedford School.

RELX provides data and analytics 
for Bloomberg news channels

The growth of 
e-commerce has led to 
increased demand for 
Mondi’s packaging
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To what extent does a watch 
advertised as ‘made in 
Britain’ actually derive from 
British supply chains?

Britain was once a global centre 
of watchmaking. It produced 
half the world’s watches in the 

late nineteenth century, which led 
to the establishment of Greenwich 
Mean Time. Much of the technology 
that led to the modern wristwatch was 
developed in Britain:

 ■ balance spring (Robert Hooke, 1664)
 ■ minute hand (Daniel Quare, 1690)
 ■ oil sink (Henry Sully, 1715)
 ■ temperature compensation (John 

Harrison, 1753)
 ■ lever escapement (Thomas Mudge, 1755)
 ■ centre seconds (John Whitehurst, 1765)
 ■ chronograph (Thomas Young, 1807)

Made in Britain?

operations

Marloe
Marloe Watch Co. is a producer of 
watches based near the town of Marlow, 
Buckinghamshire. Funded by a 2015 
Kickstarter campaign, it raised £179,194 
from 932 backers. The central idea behind 
Marloe is simple: to go against the trend 
for smartwatches and complicated living 
and instead focus on creating a traditional, 
hand-wound watch. The marketing angle 
is clear: Marloe watches are ‘Designed 
in Britain’, ‘Inspired by the prestigious 
university city of Oxford’ and the first 
model is even called the ‘Cherwell’ — 
named after the River Cherwell, which 
meanders through the city.

Marloe seems to be doing well. Despite 
only selling online, it has so far sold 1,500 
watches and expects to sell 5,000 next 
year. The owners attribute the resurgence 
of British watches to the rise of craft 
culture more generally: ‘It’s about people 
moving away from Sainsbury’s and Tesco 
and actually buying meat from their local 

 ■ automatic winding (John Harwood,  
1924)

Britain’s dominance eventually ended 
when the two world wars led to UK 
engineering talent being appropriated for 
military purposes. But despite this, the 
heritage of British watchmaking still makes 
a British watch worth owning, providing 
significant added value. However, critics 
argue that today’s British watchmakers 
are making misleading claims about the 
provenance of their watches in order to 
boost the value of their products:

‘ If I spend £2 on a ‘Melton Mowbray 
pork pie’ the regulation dictates that 
my purchase has been 100% made 
where it claims to be made, and to 
a process consistent with its heritage. 
However, if I invest £5,000, £10,000 
(or more) on a wristwatch, it currently 
seems that no such integrity of 
provenance is even required, let alone 
protected. ’R. W. Smith, Britain’s leading watchmaker
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George Vlachonikolis is a business 
teacher at d’Overbroeck’s College, 
Oxford.

Bremont watches usually retail between 
£3,000 and £15,000, and in 2016 the 
company’s turnover was up by 30% to 
£11.7 million. However, pre-tax profits 
were down 50% to £800,000, mainly 
due to a large investment programme 
that saw the establishment of a research 
and development facility in Silverstone, 
which complements its assembly factory 
in Henley-on-Thames. Bremont is 
therefore reinvesting much of its large 
turnover in building the resources to 
be able to produce its own high-grade 
watch parts and movements at volume in 
the near future.

British enough?
For the purists, a ‘British’ watch must be 
exactly that — a watch made entirely in 
Britain. They would argue that taking a 
Swiss movement, finessing it, framing 
it and claiming it is ‘made in Britain’ 
diminishes the heritage that companies 
such as Marloe and Bremont seek to 
gain value from.

But the truth is that, for the time 
being, British watchmakers have to use 
Swiss, Chinese or Japanese movements to 
drive their watches. There are simply no 
movements being mass produced within 
Britain today and so, in order to lower 
unit costs and decrease production times, 
they have no choice but to look abroad 
for the supply of quality movements. 
This will remain the case until the British 
watchmaking industry is revived to the 
point where it is able to profitably produce 
high-quality mechanisms.

described as its first in-house movement 
— the BWC/01. Bremont said it had 
designed the movement and was making 
some of the parts in Britain. But in the 
hours following the watch’s unveiling in 
London, comments on online forums and 
blogs began to challenge the claims, the 
accusation being that the BWC/01 was 
not designed by Bremont but by the Swiss 
manufacturer La Joux-Perret. Bremont 
eventually admitted that the movement 
had been designed in partnership with 
La Joux-Perret and that certain key parts 
had been purchased from La Joux-Perret, 
while some elements had been produced 
in-house. Nick English said: ‘La Joux Perret 
is involved but our involvement is much 
greater than before…this is a stepping 
stone to making everything in the UK.’

Bremont’s aim has always been to 
produce its watches entirely in Britain. 

butchers and cheese from the local deli…
it spreads to other things that are made 
locally, in the country you are from, where 
people are making that product you are 
about to put on your wrist.’

That may be so, but much like the iPhone 
(designed in California, made in China) 
the Cherwell has been designed in Britain 
and is made in China. Marloe would like to 
manufacture all of its watch components 
in the UK, but the infrastructure simply 
doesn’t exist in the UK anymore. Mass 
manufacturing of component parts, in 
particular the movements, cannot be done 
profitably. For  a firm like Marloe, which 
sells its watches for £250, China is the only 
realistic option. 

Bremont
The company most likely to bring full-scale 
watchmaking back to the UK is Bremont. 
Founded in 2002 by brothers Nick and 
Giles English, Bremont is now the UK’s 
most prominent watchmaker. The brothers 
have built an aviation-themed luxury 
brand with an international profile — 
they recently opened a boutique on Fifth 
Avenue and sponsor the America’s Cup.  
The company essentially sells itself on its 
Britishness, an important unique selling 
point that helps to differentiate the brand 
from the 750 or so Swiss watchmakers.

In 2014 Bremont courted controversy 
with the launch of its limited edition 
‘Wright Flyer’ model. Significantly, the 
watch was powered by what the brand 
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a Fast-growing

b High-tech

c Business-to-consumer

d Manufacturing

e Multinational

1 Matching characteristics
Match the types of business on the left to the characteristics on the right.

i  Inventory control is very important
ii  Needs to recruit the best of the best
iii  Can benefit from transfer pricing
iv  Regular change in organisational hierarchy
v  Constant fear of rivals’ products
vi  May be at risk of overtrading
vii  Brand image is critical
viii  Must master market development
ix  Regular capital investment is critical
x  Wants a free-trade, globalised world
xi  Cash flow is always under pressure
xii  Represents just 10% of UK GDP
xiii  May need regular sales promotions
xiv  Needs to empower brilliant staff

Terms of success

brainteasers

2 Acronym

Find the word formed from the first letter from each term.
a The abbreviated term for a company that sells to other 
businesses, not consumers.
b When a business operation is carried out mainly by people,  
not machinery
c The UK’s biggest online retailer of fashion clothing.
d When sales vary significantly at different times of the year.
e A social media outlet which restricts messages to 140 characters. 

3 Fill in the gaps
a The UK’s biggest car producer is , which is owned 
by a company from .
b Over the past 6 years the UK’s grocery business has been 
disrupted by  and  from Germany.
c The world’s big three in video games consoles come from two 
countries:  and .
d  means the UK leaves the world’s biggest and 
richest trading area.
e Within 10 years UK start-up  has become the 
world leader in luxury soft drinks such as tonic water. 

4 Words about numbers
a What is the term for the difference between sales and the 
breakeven point? 
b In a decision tree, what is the term for the weighted average of 
probabilities and outcomes?
c What three letters represent the sum of discounted cash flows 
minus the sum invested? 
d Which cost varies with time but not in relation to output? Answers on p. 33
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Across
1  A decision of such importance that it cannot 

easily be reversed. (9)
8  What a government might do to an 

overvalued currency. (7)
9  In a tough negotiation, a conciliator might 

manage to  a dispute. (7) 
10  That’s expensive, love. (4)
11  An estimate of future sales. (8)
13  Once we were, but now we’re out. (2) 
14  In the 2009 recession many businesses 

were  money. (6)
15  An elegant term meaning strategy laid down 

from on high. (6)
17  A slang term for a business that’s gone into 

administration or liquidation. (4)
18  Social medium for birds? (7)
20  The type of constraint that management 

cannot control. (8)
21  A type of light — uses much less electricity 

than old-fashioned bulbs. (3)
23  The people a company owes money to, 

sometimes known as ‘payables’. (9)
24  Even strong bosses should recognise when a 

U-  is required. (4)

Down
1  The one type of finance guaranteed in 

every company. (5,7)
2  The academic whose matrix considers business 

strategy and risk. (6)
3  Environmentally friendly washing powder 

brand (anagram: ROC, EVE) (6)
4  A short form of identification for 

an egotist. (2)
5  Stripping power from the branches and 

returning it to head office. (14)
6  Cowboy builders and other business 

scoundrels could be called this. (7)
7  Measuring the extent to which a business is 

financed by debt. (7)

12  A new business with a strongly positive cash flow is 
 impressive. (2)

13  Someone who finds a way to bring an invention to the 
market successfully. (9)

16  Milked by farmers, not by rising stars. (6)
17  What the UK voted for on 23 June 2016. According to Prime 

Minister May it means  (6)
19  What a customer and supplier need to build so that day-to-

day problems can be overcome. (5)
22  A method of appraising investment cash flows, for which 

NPV is the total figure. (3) 

Answers on p. 33
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these three markets. Either way, there 
is certainly a sense that BA is aiming to 
consolidate its position in the short-haul 
European market. 

Differentiation in the air travel industry 
is notoriously difficult to achieve given the 
high intensity of rivalry and high threat 
of substitutes (Porter) that comes from 

Further exploitation of these well-
established markets appears to represent 
a market penetration strategy as BA aims 
to sell existing products (return travel) in 
an existing market. Though it could be 
suggested that market development (Ansoff) 
is a more appropriate definition given that 
these are new routes (airports) within 

Ryan Cook looks at British 
Airways in terms of Ansoff 
and Porter’s business theories

L ondon’s Heathrow airport has long 
been a hub for British Airways (BA), 
and 2017 will see the introduction 

of at least 15 new routes. A closer look at 
the new routes provides interesting reading 
given the destinations BA has prioritised 
and the markets being targeted.

The majority of the new routes into and 
out of London will focus on European 
destinations, further strengthening 
existing networks in France, Germany 
and Spain. In 2015 all three countries 
featured in the top five for inbound visitors 
to the UK, both in terms of volume and 
value (Table 1).

Table 1 Numbers and spending of UK visitors by country of origin

Tourists by volume (000s) Tourist spending (£m)

Country of 
origin Visits (000s) % of all visits

Country of 
origin

Average 
spend (£m)

% of all 
spend

1 France 4,171 12% USA £3,010 14%

2 USA 3,266 9% France £1,493 7%

3 Germany 3,249 9% Germany £1,378 6%

4 Ireland 2,632 7% Australia £1,113 5%

5 Spain 2,197 6% Spain £999 5%

Source: www.visitbritain.org

British Airways navigates 
operational turbulence

operations

BusRev 23.4 Press.indd   30 23/02/2017   17:59



31www.hoddereducation.co.uk/businessreview

implementing the new plans. It is often 
short-term human resource issues and 
operational challenges that restrict long-
term objectives from being easily achieved.

Industrial action
The airline industry is a frequent target 
of industrial action and carriers such as 
Air France and Lufthansa frequently 
suffer service disruption due to strike 
action. BA is no different — at the end 
of 2016 it narrowly avoided chaos when 
planned strike action by members of the 
Unite union was suspended following 
a revised offer to improve pay and 
conditions. Although the planned 4-day 
strike was averted, pay disputes are 
continuing into 2017.

The revenue implications of strike 
action for BA are obvious, but the wider 
consequences are equally damaging. 
Many  travellers, particularly business 
passengers, place a high value on reliability, 
so any threat of industrial action is likely 
to dissuade passengers from choosing BA. 
Filling seats and fully utilising aircraft 
capacity is vital in the airline industry, and 
BA owners IAG will be keen to ensure that 
flight disruption and damage to the BA 
brand is avoided at all costs.

routes to the USA in 2017. The high value 
of the dollar against the pound means that 
travel to the UK is increasingly affordable 
for visitors from the USA, so expect the 
visitor spend value to further increase.

The plan to further ‘milk’ the American 
cash cow is apparent, as BA targets Fort 
Lauderdale in Florida and Oakland 
in California from London Gatwick. 
Florida and California have long been 
popular with British visitors to the USA, 
particularly the family market segment 
visiting attractions such as Disney 
World and Universal Studios. Adding a 
direct route to New Orleans in Louisiana 
from Heathrow provides BA with the 
opportunity to establish a new regional 
gateway in the southern United States. 
Visitor growth between the UK and USA 
continues to be strong and the market is 
far from reaching saturation (Table 2).

New routes to Santiago in Chile, Cape 
Town in South Africa and Doha in Qatar 
(which will host the 2022 FIFA World 
Cup) all represent an appetite to further 
establish a presence in rapidly developing 
economies that have the potential to 
become rising stars in BA’s portfolio. 

Operational headwinds
Despite all of the strategic planning that 
BA has clearly undertaken, the devil is 
likely to be in the detail when it comes to 

other airlines and alternative affordable 
modes of transport such as the Eurostar. 
Adding new routes in an attempt to 
saturate key profitable markets while 
attempting to ‘crowd out’ competitors may 
prove effective in an industry where brand 
loyalty often comes second to price.  

Market development
Successful strategic planning is 
always preceded by establishing clear 
organisational aims and objectives and 
conducting a thorough environmental 
analysis. The underlying economic drivers 
facing BA changed significantly in 2016, as 
did the competitive landscape. The UK’s 
decision to leave the European Union, the 
government’s decision to expand Heathrow 
and the fall in the value of the pound 
(£) against the US dollar ($) all represent 
significant factors that could affect BA’s 
long-term planning and profitability.

Heathrow opportunity
Heathrow served 75 million passengers in 
2015, making it the sixth busiest airport 
in the world. The expansion of Heathrow 
represents a huge opportunity for BA 
to further expand its global passenger 
numbers. It could also tighten its grip 
on Europe’s busiest airport, although 
the Competition and Markets Authority 
(CMA) will no doubt be watching closely.

Into America
With so much uncertainty in Europe, it 
is no surprise that BA is expanding its 
portfolio in order to negate the level of risk 
in local markets. Like France, Germany 
and Spain, the USA is an extremely 
lucrative market for international travel. 
Visitors to the UK from the USA spend 
more than the combined spending of 
visitors from France and Germany, so it 
is no surprise that BA is adding three new 

The expansion of Heathrow airport 
represents a huge opportunity for BA

Table 2 Growth in principal UK visitor markets

Market
Average absolute 

growth (£m) Market
Average annual  

% growth

USA 162 Taiwan 47%

China 86 Israel 29%

France 82 Luxembourg 27%

Saudi Arabia 74 China 25%

UAE 58 Argentina 22%

Source: www.visitbritain.org
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BA will need to ensure that its pricing 
strategy effectively matches the newly 
downgraded product. Any perceived 
disparity between price and quality will 
further damage the value BA is deemed 
to be offering.

No easy solution
There is a strong trend of market 
consolidation in the international airline 
market, where cost synergy-based mergers 
are now the  norm. Often these deals, like 
the one between BA and Iberia in 2011, 
produce stagnant pay and diminished 
fringe benefits for staff. In a service-
based industry, customer service is often 
a  differentiating  factor that distinguishes 
airlines from rivals. BA crew members are 
the face of the organisation and therefore 
represent the manifestation of the brand 
and how it is perceived. Maintaining 
effective industrial relations and avoiding 
staff dissatisfaction is a critical success factor 
in helping to attract and retain passengers. 

BA is perhaps guilty of viewing its 
workforce as a factor of production rather 
than a valuable asset. However, closely 
managing the pay and conditions of staff is 
likely to be primarily motivated by the need 
to control costs and achieve efficiencies, 
much like the addition of extra seats to 
economy cabins. Seizing every opportunity 
to squeeze costs is a temptation for all 
airlines given the competitive pressures they 
face. The challenge for BA is to successfully 
realise cost savings without damaging the 
morale of staff or the normal functions 
of its flight schedule. Improving pay and 
conditions for a workforce the size of 
BA’s is exceptionally costly, especially 
when company revenues are down, 
but the cost of not improving them is 
potentially even higher.

One thing is for certain: if the new 
services planned for 2017 are to be 
successful, BA will need to swiftly resolve 
the staffing challenges hindering its 
current position. 

airline widely seen as being towards the 
upper end of the premium spectrum. 
The decision to cut carry-on baggage 
allowances and reports that the airline 
is considering meal charges for shorter 
flights both point towards a sharper focus 
on cost savings by the BA management.

Although these measures may provide 
more scope for reducing headline prices in 
order to compete directly with European 
budget rivals, there’s a real danger that 
the BA brand may be repositioned 
downmarket. Adding extra seats to 
economy cabins on some Boeing 777 
aircraft and the Heathrow Airbus A320 
fleet in order to ‘bring BA into line with 
many competitors’ further signals a shift 
towards a more cost-focused perspective. 

Financial pressures

The financial pressures on IAG are 
obvious. In October 2016 it reported that 
the weak pound cost it £145 million in 
the third quarter of 2016, signalling a 
4% fall in operating profits for the July–
September period. CEO Willie Walsh said 
that the ‘tough operating environment, 
including the impact of the weak pound 
and disruption from strikes’ contributed 
to the worse-than-expected financial 
performance. Collectively, these factors 
also contributed to the falling value of IAG 
shares since the start of 2016. 

Offsetting these financial pressures is a 
priority for BA. Achieving cost efficiencies 
without damaging the perception of the 
brand requires a delicate touch for an 

BA has reduced carry-on baggage 
allowances in an attempt to cut costs

Ryan Cook teaches business management 
at Baton Rouge International School, USA.

Can BA add seats to economy 
cabins without compromising 
its premium reputation?

Get a lesson plan and revision 
PowerPoint on Ansoff’s theories 
at www.hoddereducation.co.uk/
businessreviewextras

BusinessReviewExtras
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Answers to ‘Brainteasers’ (p. 28) 
and ‘Making connections’ (p. 29)
1  (a) iv, vi, xi  (b) ii, v, xiv (perhaps ix also)  (c) vii, xiii   

(d) i, ix, xii  (e) iii, viii, x
2  (a) B2B  (b) Labour intensive  (c) ASOS  (d) Seasonal   

(e) Twitter
3  (a) Jaguar Land Rover (JLR), India  (b) Aldi, Lidl  (c) USA, 

Japan (d) Brexit  (e) Fever-Tree
4  (a) Margin of safety  (b) Expected value  (c) NPV  

(d) Fixed costs
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Figure 1 Productivity: global output per employee per year

Source: company accounts

Figure 2 Annual global car production
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Productivity and production 
in the global car industry
Discussion points
1 Comment on the business position of General Motors compared 
with Volkswagen (VW).

2 Compare the strengths and weaknesses of the three luxury 
producers: BMW, Jaguar Land Rover (JLR) and Mercedes. 
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