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Activity 

Unit 2 practice question: analysis 
Luke Perry 

Read the case study on p. 31 of the magazine and analyse the possible issues that 
Lego would have to consider when implementing its strategy of innovation. (10 marks) 

Sample answer 
Innovation is the successful development of new ideas within a business. 

One issue experienced by Lego is the financial problems associated with developing so 
many new ideas. The company develops several new products a year, whereas most 
businesses create one new product every five years. This leads to a range of financial 
problems for Lego. First, the initial outlay of research and development costs needs to be 
funded by the business — if there is a large range of products then this will be substantial. 
This could lead to high interest payments, which could create a problem with both liquidity 
and profitability. However, it is within the production process where most of the financial 
issues are experienced. The business was producing 14,000 designs at its peak and this led 
to diseconomies of scale. This is where the average unit costs increase as the business 
increases the quantity of designs. This diversification results in less focus on the core 
designs and the higher unit costs will mean that Lego is less competitive in a tough market. 
The toy market is fast moving and this ultimately led to Lego losing money in 1998. 

Another issue that Lego could face is the weakening of the core brand. Lego is an 
established product and has long been in the maturity stage of the product life cycle. 
However, by branching out in a number of ways Lego runs the risk of losing its main cash 
cow. The diversification into areas such as theme parks and clothing could result in less 
attention on developing the core product that has led to the success of the company. The 
financial constraints of funding new, innovative products means that there is less money for 
Lego to spend on the original bricks and this could result in a loss of customers in such a 
competitive market. If Lego does not market the product effectively then other toys would 
soon eat away at its market share. 

Low level 5 = 9/10 marks — more depth in analysis would ensure full marks 

The response shows excellent theory with a clear definition and identification of 
issues related to adopting a strategy of innovation. The application is good, as the 
answer is always in context and the information is used to formulate a relevant 
response. The analysis is good but a little more detail would ensure full marks, e.g. 
the final line could have been developed further. 


