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Introduction
The 12 topics in these teacher notes match the topics in the workbook for AQA A2 Business 

Studies Unit 4: The Business Environment and Managing Change. Each section of the workbook 

is designed to complement the learning process taking place in the classroom. You must decide 

whether to be guided by the workbook or to use it when it corresponds to your own teaching 

programme.

Each topic is preceded by summary notes which are intended to reinforce learning and to 

prompt students when responding to the questions set. Most questions are designed not 

to reflect the structure of a real-life examination, but rather to help students to develop skills 

that will help them in their examinations.

Teacher Notes

AQA A2 Business Studies
Unit 4: The Business Environment and Managing Change

Student Workbook
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These notes are designed to be helpful but not fully comprehensive in their coverage. They 

include some guidance about what to expect from the students’ responses, although you might 

expect different and/or more detailed answers from your students. Guidance for answers to 

essay-style questions takes one of two different formats: 
● suggested answers using the same format as for other answers with an additional element 

on how evaluation might be tackled 
● suggested essay outline plans, where it is felt that students might take a wide range of 

approaches to answers

In order to provide more comprehensive responses, students should be encouraged to use their 

class notes, textbooks and other relevant sources.

Corporate aims and objectives

Understanding mission, aims and objectives
1 A mission statement gives the essential purpose of a business. It defines what the business is 

trying to do in a way that all stakeholders can understand and identify with. 

2 Corporate aims give a broad statement of the long-term intentions of a business. Corporate 

objectives are specific, measurable targets that must be achieved in order to attain the aims 

of the business. Corporate strategies are the general approaches a company will use and the 

policies and plans it develops in order to achieve its corporate aims and objectives.

3 In order to enable the achievement of corporate aims, they are translated into SMART 

corporate objectives. Corporate strategies are the plans developed to achieve the corporate 

aims and objectives. 

4 Short-term objectives might differ from long-term objectives because an unexpected financial 

crisis could lead a firm to change its focus, concentrating on cutbacks in order to survive. Its 

long-term objective may still be to, for example, achieve growth, once the problem has been 

overcome. Another reason might be that an opportunity in the short term costs the company 

a lot of money and therefore reduces short-term profitability. For example, a takeover can 

reduce efficiency and profits in the short term, but may help a business to achieve its aim of 

increased profits in the long term. 

5 A shareholder is a person or organisation that owns a part (share) of a company. A stake-

holder is an individual or group with a direct interest in the activities and performance of 

the company. Stakeholders include shareholders as well as employees, consumers, the local 

community and suppliers. 

6 A shareholder approach is based on the view that a company is established to meet the needs 

of its owners (the shareholders) and aims to make as much profit as possible for them. A 

stakeholder approach is taken when a company gives prominence in its aims and objectives 

to the needs and views of all stakeholders, including the workforce, customers, the local 

community and suppliers. 
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7 The ‘win–lose’ approach occurs when attempts to satisfy the needs of one stakeholder group 

lead to adverse effects on another stakeholder group. For example, reduced prices may satisfy 

customers but may lead to lower profits for shareholders. 

8 In the ‘win–win’ approach, strategies to satisfy the needs of one stakeholder group also 

lead to favourable effects on another stakeholder group. For example, improving product 

quality benefits customers and may lead to increased sales and profits, thus benefiting share-

holders. 

9 ●  Lowering prices in order to please customers may result in lower profits and therefore 

lower shareholders’ dividends.
● Expansion of a business may improve employees’ job security and give consumers better 

access to products, but the developments may lead to higher noise levels and damage to 

the environment, adversely affecting local residents.

 10 Internal stakeholder groups: owners, employees and managers. External stakeholder groups: 

customers, suppliers and the local community. 

Answer to essay-style question
● Satisfying the needs of employees may result in a loyal and more motivated workforce, which 

may in turn lead to reduced labour turnover and absenteeism, and improved productivity. 
● Satisfying customers’ needs may lead to increased sales, allowing Greggs to achieve rapid 

growth.
● Serving the needs of both employees and customers will enable Greggs to grow and achieve 

high profits. Therefore, even if there is some sacrifice by shareholders in the short term, they 

will benefit in the long term.

Evaluation: although shareholders, employees and customers may each have needs or interests 

that conflict, by aiming to grow and achieve high profits, Greggs will satisfy them all in the 

long term. 

Assessing changes in the business environment

The relationship between businesses and the economic 
environment

1 As incomes fall during a recession, consumers seek out cheaper alternatives to the products 

they normally buy. As a result, the demand for inferior goods is likely to increase during a 

recession. 

2 Luxury products are least likely to be bought when people have less money to spend, so 

demand for them will fall during a recession. 

3 Important decisions — for example, about workforce planning, future marketing strategies 

and whether to extend or reduce production capacity — all depend on what businesses believe 

the future will hold. If businesses believe that the future is bright, they will recruit more 

workers, introduce new marketing campaigns and buy new factories. On a macroeconomic 
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scale, these decisions will lead to significant increases in spending and so help to trigger the 

boom that businesses were expecting. The reverse applies if firms are pessimistic. 

4 Demand for most goods will increase, leading to increasing sales revenue. Goods with high 

income elasticity of demand will experience more significant increases in demand than items 

with low income elasticity. Retailers may be able to increase prices and thus earn greater 

profits on each item sold. At the beginning of the upturn, costs should be stable, but as 

demand grows, shortages of resources may arise and some of the benefits will be cancelled 

out by higher costs.

5 Economic growth means that real incomes should be rising. Therefore the sale of goods with 

income-elastic demand, such as luxury items, will increase, whereas the sale of goods with 

income-inelastic demand, such as necessities, is likely to remain stable and the demand for 

inferior goods is likely to fall. 

6 Higher demand for goods and services as a result of economic growth means that firms are 

more likely to invest in expanding and improving their operations: for example, by installing 

new machinery or expanding their premises. Overall, therefore, investment in capital goods 

is likely to increase. 

7 ● The demand for goods that people buy on credit (e.g. cars and furniture) will decrease, as 

the higher cost of interest payments will make these purchases seem less attractive. 
● Mortgage payments will rise and people with mortgages will have less money available to 

spend on other items. Thus the demand for non-essential goods is likely to decline.
● Saving will be more attractive because interest on savings will be higher. This may lead to 

some individuals deciding to save rather than spend money, so there will be less spending 

on consumer goods.

8 The purchase of capital goods is usually done using borrowed money, so purchases will rise 

as interest rates fall. 

9 If demand for the firm’s product is price inelastic, it could pass the cost increase on to 

customers by increasing its price. If prices increase by the same amount as the increase in 

costs caused by the interest rate rise, profit margins will be maintained.

 10 A rise in the exchange rate of the pound will lead to a rise in the price of exports and a fall 

in the price of imports. 

 11 A rise in the exchange rate will cause the price of imported raw materials to fall and will 

mean the costs of the UK firm will fall. This will allow the importer either to reduce its price 

or to increase its profit margin by maintaining its price.

 12 Fluctuating exchange rates might cause difficulties because Global Emporium Ltd will not be 

able accurately to predict the costs of its imports or the selling price of its finished products 

and therefore its revenue. This increases its level of risk. 

 13 At the current exchange rate of £1 = $2.00, Global Emporium Ltd, by selling 2,000 units 

to the USA at a price equivalent to £12.00, will earn £24,000 or $48,000. If the exchange 

rate rises to £1 = $2.50, selling 2,000 units will earn the firm the same amount in pounds 

(£24,000), but $60,000. However, the higher price in dollars might lead to a fall in sales 
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volumes and therefore in sales revenue. This will depend on whether the product is price 

elastic or price inelastic.

 14 a If the exchange rate of a currency rises by, say, 10%, the price of exports in foreign 

currency will rise by 10%. For Global Emporium’s price-elastic products, this will lead to a 

greater percentage fall in demand. For its price-inelastic products, there will be a smaller 

percentage fall in demand. 

  b Global Emporium could: cut back on production so that it does not have unsold stock; 

reduce profit margins so that prices in the foreign currency do not rise by 10%; or find 

another way of competing, such as using additional advertising. In the case of its price-

elastic products, a cut in profit margin and therefore price may be the best option. However, 

in the case of its price-inelastic products, it would not be advisable to reduce its profit 

margin or compete through additional advertising. Accepting a slight fall in demand is 

likely to be the best solution. 

 15 ● Higher prices may mean lower sales, particularly if demand for the product is price elastic. 

However, this assumes that consumers’ incomes have not increased too.
● Price rises lead to workers demanding higher wages. Similarly, other costs such as rent may 

also rise, putting pressure on firms’ profit margins or forcing them to increase prices.
● Price increases in the UK may lead to UK exports becoming less competitive in interna-

tional markets (unless other countries have higher rates of inflation).
● Inflation causes uncertainty and can make forecasting difficult. Therefore, business 

planning is more likely to be inaccurate. 

 16 Both firms and individuals may benefit because inflation increases the value of assets such 

as property. 

 17 ● Unemployment leads to a decline in income. On a large scale, this reduces spending in the 

economy and sales revenue falls.
● During periods of unemployment, people may lose their skills and do not benefit from 

up-to-date training. This may mean that newly recruited workers require more training.
● Morale may fall if people feel that their jobs are threatened, so the quality and productivity 

of work may decline. 

 18 ● Unemployment leads to workers having less bargaining power, as jobs are harder to find. 

The unemployed may be prepared to work for lower wages and those in employment are 

unlikely to push for higher wages — thus allowing firms to keep costs down.
● In order to reduce the danger of losing their jobs, workers may increase their efforts. 

 19 More and more global production is carried out by big multinational companies that operate 

across international borders, locating manufacturing plants overseas in order to capitalise on 

cheaper labour costs. UK manufacturers may be unable to compete with their very low prices. 

The threats to UK manufacturers are also felt by the service sector, with many service sector 

jobs under threat as global companies try to save money by outsourcing functions that were 

once done internally. 
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 20 Benefits: additional markets for UK products in the long run; cheaper labour and land rents; 

less stringent government controls for businesses wishing to operate in emerging markets.

 Problems: low average income and weak purchasing power; immature and possibly unstable 

political systems. 

 Answer to essay-style question

a ● Explain the context of the selected business. 

 ●  Analyse the trend data provided on each of the economic variables.

 ●  Analyse how changes in each of the economic variables might have an impact on the 

selected business.

 ●  Discuss how the combined changes in each of the economic variables might have an 

impact on the selected business.

 ●  Assess the extent to which this impact is likely to be positive or negative, and hence how 

it might have affected the success of the business. 

b ●  Research the most recent data on the variables provided and what the predicted rates 

are for the next 2 or 3 years.

 ● Use this to analyse and evaluate the impact on the business as in the answer to part a.

The relationship between businesses and the political and 
legal environment

1 Fiscal policy uses taxation and government expenditure to influence the level of demand. 

An increase in taxation reduces total spending and demand, and an increase in government 

expenditure increases total spending and demand. Monetary policy uses the money supply and 

interest rates to influence the level of demand. An increase in interest rates reduces spending 

and demand. 

2 If interest rates fall, the following effects are likely: increase in demand for consumer goods; 

increase in demand for capital goods; reduction in costs.

3 A reduction in VAT means that the prices of goods on which VAT is levied will be lower and 

therefore, if goods and services are price elastic, demand may increase. 

 A reduction in interest rates will reduce mortgage and loan repayments and therefore lead to 

a rise in disposable income. This may lead to a rise in demand for those goods and services 

that are income elastic. 

4 A rise in the rates of taxation, which are a withdrawal from the circular flow, will reduce 

the amount of money in circulation and therefore reduce spending. This will lead to a fall in 

the level of economic activity. Initial changes may have further multiplier effects on business 

and the economy. An increase in income tax will reduce disposable income and thus reduce 

demand. An increase in corporation tax will reduce the ability of firms to spend on capital 

expansion projects. 

5 Supply-side policies aim to encourage markets to work efficiently at the micro level. They 

include measures that allow the labour market to function efficiently by, for example, 

reducing the power of trade unions and improving incentives to find and retain jobs. 

AQA A2 BusStud U4 TN.indd   6AQA A2 BusStud U4 TN.indd   6 16/9/09   08:41:5416/9/09   08:41:54



Student Workbook Teach er Notes

7AQA A2 Business Studies: Unit 4

6 Benefits are: easier trade within the EU because there are no barriers; access to a market of 

just under 500 million people; opportunities for economies of scale. 

7 The supplies it buys from outside Europe may be subject to import restrictions, which may 

cause their prices to increase. However, the presence of the free trade area in the EU means 

there are no barriers to trading within Europe. It will have access to a huge market of just 

under 500 million people and, as a result, there is an opportunity to benefit from economies 

of scale and the possibility of improved efficiency and lower costs. However, there is also the 

possibility of more intense competition.

8 Legislation is generally intended to protect those with weaker bargaining power, whether 

a small business, an employee of a business or a consumer. It ensures a more ordered and 

predictable environment and one that is fairer for all parties concerned. 

9 a Employees and employers act fairly in dealing with each other, individually and collec-

tively.

b It prevents consumers from being exploited or exposed to unsafe products or services, and 

hence reduces risks for firms.

c Sound environmental management can help promote a company’s products and services 

and improve its corporate standing. 

d It improves the motivation of the workforce if conditions are safe. Maslow places safety 

and security in the second level of his hierarchy, while Herzberg recognises it as a hygiene 

factor.

 10 Implementing all forms of legislation increases costs, which may ultimately affect prices and 

profit margins. 

Answer to essay-style question
● Economic policies available include fiscal and monetary policy.
● Monetary policy has a broad effect on demand and spending in the economy. A reduction 

in interest rates can have a positive effect on unemployment generally, but cannot target 

unemployment in any particular organisation.
● Fiscal policy is the use of government expenditure and taxation. A reduction in tax rates 

can have a positive impact on unemployment by increasing disposable incomes and hence 

spending. However, this effect will be general and cannot be targeted at unemployment 

resulting from the failure of a particular organisation. 
● Government expenditure can be targeted at the car industry. For example, it can be 

targeted at subsidies to allow the industry to continue producing and trading, or at training 

programmes for those who lose their jobs, and at grants and other financial assistance to help 

them find other jobs. 

Evaluation: monetary policy and taxation can take time to introduce and to have an effect, and 

cannot be closely targeted at the car industry. In the longer term, both policies can increase 

income and spending and hence demand. However, in the shorter term, well-targeted govern-

ment expenditure could be effective in averting the potential collapse of the car industry and in 

alleviating the effects of the potential unemployment — for example, there could be an increase 
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in sales as a result of the £2,000 subsidy/discount provided for customers who trade in their 

old cars. 

The relationship between businesses and the social 
environment

1 The full costs of a firm’s actions comprise financial costs plus external costs. External costs are 

problems imposed on society by firms; but the firms themselves do not pay for these costs, 

which are borne by the public, other organisations or the government. 

2 a ● A good reputation in relation to environmental issues can act as a positive marketing 

tool that encourages consumers to choose one brand over another.
● A number of banks will not invest in firms with a reputation for damaging the environ-

ment. Therefore, a firm may find it easier to gain finance if it is able to point to a solid 

record of helping the environment. 

b ● The potentially high costs of using renewable resources or disposing of harmful waste 

may have an adverse effect on profit and international competitiveness.
● Shareholders may feel that profitable solutions are sacrificed in favour of those 

providing greater benefit to the environment. 

3 Taxation to make the polluter pay; fines to penalise those who pollute; legislation to ban or 

control polluting activities. 

4 Prices will reflect the full cost of journeys. This includes general financial costs and external 

costs such as carbon emissions that contribute to global warming. The main impact on 

airlines would probably be to reduce demand as a result of increased prices, and to act as 

an incentive, in the long term, to purchase quieter, less polluting aircraft. Whether demand 

falls significantly depends on the price elasticity of demand. Business travel tends to be very 

price inelastic and hence is unlikely to be affected unless prices rise by a significant amount. 

However, at the bottom end of the market and on cut-price airlines, demand is likely to be 

relatively price elastic and therefore an increase in price may adversely affect overall demand. 

As there are few effective substitutes for air travel and, given the increasing international 

connections for businesses and individuals, it is unlikely that price rises, unless significant, 

will have an adverse effect in the longer term. 

5 Ethical behaviour is behaviour involving actions and decisions that are seen to be morally 

correct. Ethical dilemmas include: should a business relocate its factory to a country where 

wages are low and conditions are poor, allowing it to undercut companies based in the UK? 

Should a firm minimise production costs in order to keep prices low, if this means its produc-

tion methods damage the environment? 

6 An ethical code is an instruction from an organisation to its employees to indicate how they 

should react to situations relating to moral values. 

7 ● The corporate culture: if the culture accepts behaviour that is of questionable morality, an 

ethical code will be much harder to introduce.
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● Competitors: if competitors are adopting ethical practices, it will put more pressure on 

other firms to do the same. 

8 Advantages: a business may gain a competitive advantage on which marketing actions can be 

based; it may attract and retain better-qualified and motivated staff, which reduces employ-

ment costs. 

 Disadvantages: a firm may incur extra costs as a result of using more expensive renewable 

resources; it may be perceived as sacrificing profit, which might affect the share price or raise 

questions about the efficiency of management. 

9 Corporate social responsibility sums up the duty an organisation has towards employees, 

customers, society and the environment. 

 Employees: a firm might provide private healthcare for its staff and their families, so that 

anyone falling ill can be treated quickly; it might accept that it will lose money during a 

recession, in order to avoid making employees redundant. 

 Customers: a firm should make sure that new products are thoroughly tested before being 

released on to the market, even if this action removes its ‘first mover’ advantage; providing 

detailed lists of contents on packaging can enable consumers to check that a product is not 

harmful. 

 10 Advantages:
● The business may improve its reputation, which may lead to increased sales and, if 

customer loyalty is very strong, may enable the firm to increase its prices.
● It may be easier to attract workers to the business, as people will want to work for a 

business that treats its staff well. 

 Disadvantages:
● Some people believe that the role of business is to work within the law to make money for 

the owners. This view holds that it is the government’s responsibility to look after commu-

nities and workers, and that legislation should be passed to indicate the government’s 

expectations of business behaviour.
● If firms focus on their social responsibilities, this may increase costs and reduce competi-

tiveness against businesses from countries that place less value on social responsibility.

Answer to essay-style question
● Organisations such as Starbucks, B&Q and the Body Shop can gain from increases in 

consumer demand and customer loyalty as a result of their social responsibility. Customers 

who value this approach will view these firms more favourably than their rivals. Customer 

loyalty will not only increase sales, but also enable firms to charge higher prices, particularly 

if a socially responsible approach is seen as a niche marketing opportunity.
● It might be argued that the policy is also geared more towards attracting the best workforce. 

Many employees prefer to work for firms that are socially responsible.
● However, there are negative aspects too. Placing restrictions on acceptable supplies will 

increase costs, as low-cost producers are likely to be excluded. Socially responsible firms tend 
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to be more closely monitored by pressure groups looking for flaws in their approach. Many 

consumers, in practice, will not pay extra for products supplied by environmentally friendly 

businesses. Consequently, the businesses may be restricting their opportunities. 

Evaluation: overall, it is probable that some firms act in a socially responsible manner because 

they believe that it is the right thing to do. However, others may merely be jumping on the 

bandwagon, trying to profit from the situation. There may also be instances where genuine 

social responsibility is mixed with a strategy of building customer loyalty. Judgement can only 

be based on the actions taken, because only the people taking the decisions will know the reason 

for their approach. 

The relationship between businesses and the technological 
environment

1 a Genetically modified crops; computerised fish-locating devices.

b CAD/CAM; computerised stock control. 

c Bank ATMs; internet shopping.

2 a Innovation in processes is the improvement of processes through the application of scien-

tific principles, such as automation. 

b Innovation in products is the development of new or improved products through the 

application of scientific principles: for example, through the use of micro-technology (e.g. 

mobile phones). 

3 a ● Better products and services can be provided, giving consumers more choice and more 

satisfaction.
● Better communication systems enable customers to have closer contact with firms, 

helping satisfy consumer needs more fully. 

b ● Improved efficiency and reduced waste in production can reduce costs, allowing firms 

to become more price competitive or enjoy higher profit margins.
● Improved working conditions can help firms to attract workers and may reduce absen-

teeism and labour turnover. 

4 ● The costs of keeping up to date may cause cash-flow problems and may eliminate the 

financial gains that can be made.
● Industrial relations problems may occur, particularly where new technology is replacing 

jobs. 

5 Improved products and more choice; better able to meet customer needs; better communi-

cation with consumers; reduced time to distribute/install; reduced costs due to improved 

efficiency; the possibility of higher profit margins. 

Answer to essay-style question
● Identify and describe businesses that you are familiar with and that provide a helpful context 

for answering this question.
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● Identify and explain relevant examples of technological change that have occurred in these 

businesses (e.g. use of the internet as a means of sales; introduction of remote, home-based 

working; automation of production and administrative processes).
● Analyse how the examples of technological change identified might have an impact on: 

marketing opportunities; business culture; processes and systems.
● Assess whether, overall, this impact is positive or negative for the selected businesses. 

The relationship between businesses and the competitive 
environment

1 a In theory, monopoly means only one supplier. The legal definition of a monopoly is a 

business with a market share of 25% or more. 

b An oligopoly is a market dominated by a small number of large firms. Although oligopoly 

markets are competitive, oligopolies tend to compete on the basis of non-price competition, 

such as promotion, rather than price. 

c Monopolistic competition features a large number of firms, usually small in size, each 

producing goods that are differentiated from each other. Thus, although the market is 

competitive, each business will have its own USP. 

d Perfect competition involves a large number of buyers and a large number of sellers, 

with each member of these groups being too small to influence the price of the product. 

Products are homogeneous (i.e. identical) and it is easy to set up in this type of market. 

2 High capital costs required to set up a new business; possible patents that allow existing firms 

to ‘monopolise’ the market legally; loyalty of customers to existing firms; the need to achieve 

large economies of scale quickly in order to be able to charge a competitive price; government 

policy and regulation; access to resources and distribution channels.

3 Intensity of competitive rivalry; threat of entry to the industry by new competitors; power of 

buyers; threat from substitute products or services; power of suppliers. 

4 ● The emergence of new competitors — influenced by market structure and barriers to 

entry. 
● The development of dominant businesses — through takeover or merger.
● Changes in the buying power of customers — number/size of customers; state of the 

economy; access to information.
● Changes in the selling power of suppliers — number/size of suppliers and their ability to 

influence price. 

5 a The largest five firms in the tobacco industry have between them 99% of the total market 

share, whereas in the furniture industry, the largest five firms have between them 4% 

of the total market share. This suggests that the tobacco industry is an oligopoly market 

whereas the furniture industry is monopolistically competitive. 

b The motor industry is an oligopoly with considerable barriers to entry. The development 

costs of new cars are huge. These costs help prevent new competition. In contrast, new 

clothing designs are more a feature of creativity than capital investment, so small clothing 
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companies are not at a particular disadvantage. Huge economies of scale are possible in 

car manufacturing, particularly technical economies. This not only prevents competition 

but also forces smaller firms out of the market or into mergers with larger producers. 

Economies of scale exist in clothing manufacture and retailing too. However, for fashion 

clothing, where quality and style are much more important than price, there is plenty of 

opportunity for smaller firms. Huge marketing costs are incurred to persuade consumers of 

cars to buy certain models. Clothing purchases are more of an impulse buy, with decisions 

made at the point-of-sale, and as long as smaller retailers can buy or rent premises in 

shopping centres, they will be able to compete.

Answer to essay-style question
● Explain the oligopolistic nature of the banking industry.
● Discuss the fact that the merger results in what is effectively, in practice, a monopoly position 

for the newly formed Lloyds Banking Group.
● Identify the characteristics of both oligopoly and monopoly market structure.
● Taking into account the quote from the Office of Fair Trading, assess the potential impact of 

the identified change on other firms in the banking industry.
● Taking into account the quote from the Office of Fair Trading, assess the potential impact of 

the identified change on banking customers, including private individuals and businesses.
● Conclude by evaluating whether the intention of the action — to ‘maintain the stability of 

the banking sector’ — would ultimately have a negative or positive impact on customers. 

Managing change

Internal causes of change
1 Organic (internal) growth happens when a firm expands its existing capacity — for example, 

by building new factories, rather than by integration with another firm. External growth is 

growth by integrating with one or more other companies. 

2 A merger occurs if two or more firms agree to come together under one board of directors. 

A takeover occurs if one firm buys a majority shareholding in another firm and therefore 

assumes full management control. 

3 a Vertical integration is the coming together of firms in the same industry, but at different 

stages of the production process. Motive: to gain control of the marketing of a firm’s 

products to the end consumer or to absorb the profit margin of the earlier stage. 

b Horizontal integration is the coming together of firms operating at the same stage of 

production and in the same market. Motive: to gain economies of scale and therefore lower 

unit costs. 

c Conglomerate integration is the coming together of firms operating in unrelated markets. 

Motive: to spread risks. 
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4 a Nestlé/Rowntree; Wal-Mart/ASDA. 

b GE (General Electric Company); Hanson Trust. 

c A shoe manufacturer integrating with a chain of shoe shops; a forestry company integrating 

with a wooden furniture manufacturer.

d A car assembly business integrating with a component supplier; an oil distribution 

company integrating with a company owning oil wells. 

5 Horizontal integration, used to expand the Arcadia Group and Gap, enables large economies 

of scale to be achieved. Increasing the number of retail outlets also enables them to cover a 

wide geographical area. 

6 Retrenchment is the cutting back of an organisation’s scale of operation. Types include: 

halting recruitment or offering early retirement or voluntary redundancy; delayering 

(i.e. removing a layer of management from the hierarchy). 

7 Positive: delayering might empower or enrich the jobs of employees at lower levels of an 

organisation’s hierarchy, who will have to take on more responsibility. Negative: delayering 

may mean the workload of the remaining management team increases, which can add to 

stress levels and reduce motivation. 

8 The control and coordination of a small business is likely to be relatively simple. As a result, 

the owner of a small firm is likely to have complete control of all aspects of the business and 

take a hands-on approach. The control and coordination of a large business is likely to be 

difficult and complex. As a result, the leader/manager of a large business is likely to hand 

over a lot of responsibility to others by delegating authority. 

9 Coordinating, controlling, managing and motivating a large organisation require very 

different skills from those needed in a business start-up situation. Without a solid organi-

sational structure, an effective management team and detailed financial and operational 

planning and forecasting, loss of control and direction is likely. A formal organisational 

structure should be created; this could be a complex matrix structure, a product-based 

structure or a regional-based structure. Spans of control are likely to increase. 

 10 Poor performance may lead to a decline in the size of the business, a change in ownership 

of the business or changes in leaders and senior managers. Much will depend on the context 

of the business. For example, a business that is not performing well and whose share price 

is falling may be an attractive proposition for another business considering a takeover. 

Answer to essay-style question
● Explain the term ‘external growth’ and distinguish this from organic growth.
● Consider the different situations where external growth or organic growth might be more 

appropriate.
● Provide any other examples of businesses you are familiar with that have grown by external 

growth and those that have experienced organic growth.
● Analyse the advantages and disadvantages experienced by businesses that grow by external 

means and compare these with the advantages and disadvantages experienced by businesses 

that experience organic growth.
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● Assess the relative importance of these advantages and disadvantages for Hewlett-Packard, 

Compaq and any other businesses you have identified.
● Conclude that whether a firm chooses to expand by external growth rather than organic 

growth depends on its context — its objectives and how it views the trade-off between the 

costs involved, the level of risk and the speed of each method of development. 

Planning for change
1 A corporate plan is a strategy detailing how a firm’s aims and objectives will be achieved, 

comprising both medium- and long-term actions. Stages of the corporate planning process 

include: a mission statement/aims; objectives; consideration of the internal/external 

environment; a SWOT analysis; strategic choice; strategic implementation; and control and 

evaluation.

2 A corporate plan clarifies the role of each department in contributing to meeting corporate 

objectives, allowing better coordination of activities. 

3 A corporate plan might fail because of: inadequate financial, human or production resources 

to implement the plan; changes in the external environment, which could affect the plan and 

the business. 

4 Strategic decisions concern general direction and overall policy. They have significant long-

term effects and are often high risk because outcomes are unknown. They require approval 

at a senior management level. Tactical decisions concern specific areas rather than overall 

policy and are used to implement strategic decisions. They tend to be decisions for the short 

to medium term. The outcomes are more predictable and the decisions are normally made 

by middle management. 

5 SWOT stands for strengths, weaknesses, opportunities and threats. An internal audit involves 

strengths and weaknesses and relates to the present. An external audit involves opportunities 

and threats and relates to the future. 

6 A SWOT analysis encourages firms to analyse their existing position and their future 

prospects. As such, it provides a useful discipline to ensure that strategies are based on a 

realistic assessment rather than gut feeling. 

7 Marketing strengths: brand loyalty; patents. Operations management strengths: good 

location; efficient stock control. Finance and accounting weaknesses: difficulties in raising 

money; weak financial control and budgeting. People management weaknesses: inappro-

priate recruitment methods; poor workforce planning. Opportunities in the external envi-

ronment: economic growth; a change in consumer tastes in favour of a particular product. 

Threats in the external environment: high interest rates; government legislation or regula-

tions restricting the use of a product. 

8 Strengths and weaknesses relate to the present, in which there is a greater level of certainty. 

Opportunities and threats relate to the future, which is uncertain, and the level of uncertainty 

relates closely to the time period being considered. 
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9 a Contingency planning is preparing for unexpected and usually unwelcome events that are 

reasonably predictable and quantifiable.

b Recognising the need for contingency planning; distinguishing between critical and non-

critical issues; listing all possible crisis scenarios and assessing them; searching for ways 

to prevent each crisis; formulating plans for dealing with each crisis; simulating each crisis 

and the operation of each plan.

 10 Contingency planning is like any other form of insurance in that it reduces risk, but can 

be costly. If no crisis occurs, it may seem like a waste of resources, but the real test is how 

effective it is when a crisis happens. 

Answer to essay-style question 
● Explain the term ‘SWOT analysis’ and what its component parts are.
● Assess the broad advantages of a SWOT analysis.
● Evaluate the usefulness of each element of a SWOT analysis, i.e. the internal (strengths and 

weaknesses) and the external (opportunities and threats) analysis. 
● Identify a business example to illustrate each element.
● Consider each element of a SWOT analysis, particularly the internal analysis of strengths and 

weaknesses in relation to the present, and the external analysis of opportunities and threats 

in relation to the future.
● Analyse the possibilities for change and uncertainty that are likely to be present, particularly 

when analysing the external influences.
● Conclude that the fact that elements of a SWOT analysis involve change and uncertainty 

does not mean that it should not be done. By reviewing, assessing and anticipating changes 

in the external environment, a firm is more likely to be able to deal with any changes that 

may occur. 

Key influences on the change process: leadership
1 Leadership involves deciding on a direction in relation to a firm’s objectives and inspiring staff 

to achieve these objectives. Management involves getting things done by organising other 

people to do them. 

2 a Communication is one-way and top-down. Rewards and punishments, strict control and 

close supervision are employed, with clear lines of authority. 

b Communication is two-way — decisions are taken by the manager, but workers’ views are 

heard. Rewards are used rather than punishment. There is close supervision, but also there 

is a desire to look after workers’ interests. 

c Decisions result from consultation and agreement. Decision making is slower because of 

the need to gather opinions. Morale should be high and better, more informed decisions 

taken. 

d Responsibility is abdicated and a ‘hands-off’ approach is used. The leader has minimal 

input in the decision-making process and essentially leaves the running of the business to 

the staff. 
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3 A Theory X manager assumes that workers are lazy and need to be supervised closely. The 

manager believes that his or her workers are not interested in the needs of the organisation 

and do not wish to take responsibility. Consequently, the manager will try to coerce the 

workers and give them clear directions. A Theory Y manager assumes that workers enjoy 

work and seek satisfaction from it. Workers will take responsibility and do not need close 

supervision. The Theory Y manager believes that his or her workers are interested in the 

needs of the organisation and wish to contribute to its success. Consequently, the manager 

will want employees to exercise responsibility and creativity in finding solutions to organisa-

tional problems. 

4 There is considerable overlap between the characteristics of authoritarian leaders and 

paternalistic leaders. Paternalistic leadership adopts a more sympathetic approach, but the 

decisions are still taken by the leader. These leadership styles and Theory X management 

are fundamentally the same, with the Theory X and the authoritarian leadership styles based 

on identical assumptions about the worker. Theory Y is very similar to a democratic style of 

leadership. 

5 Authoritarian and paternalistic leadership styles are unlikely to involve very much delega-

tion or consultation. A democratic leadership style will involve extensive consultation and 

delegation of responsibility. A laissez-faire leadership style in a sense delegates the whole 

decision-making process to staff and hence may require considerable consultation among staff 

rather than between leaders and staff. 

Answer to essay-style question
● Explain, and distinguish between, the terms ‘leadership’ and ‘management’.
● Use examples to illustrate where possible.
● Identify the features of a good leader and the features of a good manager.
● Assess the extent to which these features are similar or different.
● Analyse the contribution a strong leader can make to the success of a business.
● Analyse the contribution a good manager can make to the success of a business.
● Evaluate the description about leadership and management in the quotation. 
● Conclude that management skills could be viewed as a subset of leadership skills. An alter-

native view is that, while management is an important part of leadership, the reverse is not 

necessarily true. 

Key influences on the change process: culture
1 The organisational culture of a business is ‘the way we do things around here’ — the result 

of tradition, history and structure. Power culture is where a powerful individual or a small 

group determines the dominant culture. Role culture is often referred to as bureaucracy and 

involves the organisation being controlled by procedures and role descriptions. Task culture 

is where the organisation’s values are related to a job or project. Person culture is where the 

organisation exists as a vehicle for people to develop their own careers and expertise. 
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2 A bureaucratic culture emphasises roles and procedures, is risk averse, and has generalised 

and non-commercial goals and a hierarchical structure. An entrepreneurial culture empha-

sises results and rewards, is risk taking, and has quantitative and financial goals and a flatter 

and more flexible structure. 

3 a Culture influences the way a business behaves; therefore, it influences its decision-making 

process, styles of management and attitude to risk. Bureaucratic cultures discourage risk 

taking and, as a result, individuals seek to minimise the possibility of failure and may 

reject exciting projects because they are judged too risky. Entrepreneurial cultures tend 

to encourage risk taking, accepting occasional failure on the basis that large gains may be 

achieved when there is success. 

b Bureaucratic cultures tend to value the status quo. Because they are risk averse, they try 

to minimise the possibility of failure and hence tend to be resistant to change. Entrepre-

neurial cultures are the opposite: being risk taking, they are open to change and not afraid 

of occasional failure. 

4 a A more competitive external market may require a change in values and in the way an 

organisation ‘does things’.

b By allocating the necessary resources to bring about change; by communicating the case 

for change and offering appropriate training policies. 

c Resistance to change from employees. 

5 Organisational culture determines how firms respond to changes in their external environ-

ment. Though intangible, culture has an important bearing on an organisation’s behaviour 

and performance. A very entrenched culture that is inward looking can be a barrier to 

change. If it is challenged, it can produce strong resistance because the fundamental values 

of the staff are under threat. Thus, when the external environment alters, such as the market 

becoming more competitive, the organisation’s values may no longer be appropriate and this 

may hinder its ability to adapt. 

Answer to essay-style question
● Explain the terms ‘merger’ and ‘takeover’.
● Analyse the possible motives for mergers and takeovers.
● Use the example provided and, where possible, additional business examples to illustrate.
● Discuss the advantages and problems that result from a merger or takeover.
● Explain the term ‘organisational culture’ and how a culture is established.
● Identify and explain the various types of organisational culture.
● Assess the importance of culture to an organisation and how culture can influence business 

success.
● Analyse why organisational culture is likely to be a major factor in determining how successful 

the integration of two previously separate organisations is likely to be. 
● Conclude that merging corporate cultures is likely to take time, which is what senior 

managers in organisations do not have, particularly immediately after a merger or takeover. 
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Refer to the fact that surveys show that the majority of mergers and takeovers fail to benefit 

the acquiring company.

Making strategic decisions
1 It improves the ability to process information and make decisions. As a result of sophisticated 

computerised systems, it is a powerful resource. 

2 Cost and time involved — it is not always possible or desirable to access, collect and evaluate 

every piece of information. Established organisational rules and procedures, organisational 

culture and the attitudes of leadership might prevent the optimal decision being taken. 

3 Scientific decision making is a logical and research-based approach to decision making. The 

five main stages are: setting objectives, gathering data, analysing data, selecting a strategy/

making a decision, and implementing and reviewing the decision. 

4 A systematic process allows decisions to be made in an objective manner. Well-researched 

factual evidence removes bias and subjectivity. 

5 Decisions based on hunch are based upon a manager’s gut feeling and personal views, rather 

than logic and research. They can be more creative and more innovative than decisions based 

on a scientific approach. 

6 Basing decisions on hunch is much quicker than using a scientific decision-making 

approach.

7 Factors to consider include: whether decisions are short term or long term, tactical or 

strategic; whether there are reliable previous data that can be analysed in order to inform 

future decisions.

8 A decision made on ethical grounds might reject the most profitable solution in favour of one 

that is morally correct, regardless of its consequences. 

9 If a company is unable to generate sufficient financial resources, this will affect its corporate 

decision making. For example, decisions about expansion or diversification will depend on 

the business having sufficient funds to support these developments. 

 10 ● In some small family businesses, the interests of shareholders may be the major influence 

on decision making.
● For organisations whose location has a major impact on the local environment, local 

communities or environmental pressure groups may be powerful stakeholders and 

influence decision making.
● For businesses in highly competitive markets, customers are likely to be powerful stake-

holders and their needs will be a major influence on decision making.
● In businesses that are dependent on a highly skilled but hard-to-find workforce, employees 

may be powerful stakeholders who exert significant influence on the decision-making 

process. 

Answer to essay-style question
● Explain what a scientific decision-making model is and distinguish this from decisions based 

on hunch.
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● Identify and explain the main stages involved in a scientific decision-making model and assess 

the importance of each stage in ensuring that the best decision is made.
● Use the stages to illustrate the process that Dyson might have gone through when deciding 

on the move to Malaysia.
● Outline the general advantages of scientific decision making and then determine which would 

have been the most important for Dyson.
● Outline the general disadvantages of scientific decision making and evaluate whether, on the 

basis of these, Dyson might have based his decision on a hunch.
● Judge whether it is likely that Dyson used a scientific decision-making model when making 

this decision and justify your judgement.
● Conclude that some form of scientific decision-making model is likely to have been used in 

deciding to move production to Malaysia. Without such an approach, it is unlikely that Dyson 

would have achieved the success he did. 

Implementing and managing change
1 The clarity of objectives; whether there are appropriate and sufficient resources available; 

whether there are appropriately trained and experienced staff available; resistance to change 

among employees. 

2 Effective project groups can create ‘synergy’ — a situation in which the combined results of 

the project group working together as a team is greater than the individual parts. 

3 A project manager’s focus is to plan, organise and manage the execution of the project. A 

project champion, although not a member of the project team, strives to help the project 

succeed by advocating and promoting the benefits of pursuing the project, actively seeking 

support from management and other organisational leaders, and assisting the project when 

it encounters barriers, such as funding constraints or problems with resource allocation. 

4 Characteristics: status within the organisation that ensures they carry weight in the decision-

making process; a real commitment to pursuing support for the project within the organi-

sation; good people skills and the ability to build relationships easily. Benefits: advocating 

and promoting the project to which they are attached, and actively seeking project support 

from management and other organisational leaders; assisting the project when it encounters 

barriers, such as funding constraints or problems with resource allocation. 

5 External consultants and specialists are often brought in when an organisation does not have 

the necessary expertise itself or where its management needs to remain focused on existing 

business. It is generally agreed that effective change management is best driven by people 

in the organisation undergoing the change, but they may be supported, where necessary, by 

external specialists. For example, a change manager or change programme director, with a 

track record of delivering successful change in similar circumstances, may be brought in as 

an additional member of the team. 

Answer to essay-style question
● Explain what the management of change means. 
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● Outline the processes involved in successfully managing change.
● Identify the factors that might influence the success with which Optimal Business Solutions 

brings about the intended change, including the clarity of objectives, whether there are 

appropriate and sufficient resources available, whether there are appropriately trained and 

experienced staff available, and the degree of resistance to change among employees. 
● Consider these factors by analysing the possible implications of each and whether they are 

likely to promote or resist the intended change. 
● Conclude that change is most successfully implemented when employees are involved in the 

decision-making process and are fully committed to the change.
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