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Answering business studies questions

knowledge.

There are four basic skills:

Level One

Level Two Explanation
Level Three Analysis
Level Four Evaluation

Business Studies is a skills based subject which tests students’ ability to use their

Description/ldentification

To gain the highest grades, candidates must show evidence of the higher skills.

Lowest level skill

Highest level skill

How tc answer questions

Example question:
What determines the price of a product?

Example answer:
s The price of a product is influenced by the costs.

candidate identifies a factor - level one

¢ This is because firms have to charge a price which is
greater than costs to make a profit.

candidate explains why cost is important - level two

e Profit is needed to reward the owners and to invest in the
firm.

candidate develops point about profit - higher level two

e However in the short run a firm may sell a product at a
loss. This may be to gain market share or because the
product is still at the introduction phase and has high
research and launch costs.

candidate analyses the importance of covering costs -
level three

* Overall it depends on whether we are considering a short
or long term pricing policy. Firms may be willing to make
a loss in the short run (for example in a price war) in order
to ensure long term profits. It will also depend on the
objectives of the firm. Some public sector organisations,
for example, may simply try to cover costs.

candidate begins to weigh up factors - level four

Key words/phrases Example
The following words and phrases are

often useful when answering questions:

BECAUSE, THEREFORE - these are
helpful when you want to explain a

employees?

Answer:

HOWEVER, ON THE OTHER HAND -
these are useful for analysis

ON BALANCE, OVERALL, IT
DEPENDS, IN THESE
CIRCUMSTANCES IT IS LESS LIKELY -
these can be used when evaluating.

Question: Should firms train their

By training their employees firms may be
point. able to increase their profits BECAUSE
trained staff are likely to be more
productive and make less mistakes.
Employees might also be more
motivated BECAUSE they might be able
to undertake more interesting work and
BECAUSE managers are showing that
they value their staff (which can satisfy
their esteem needs). HOWEVER training

costs money and is not always
successful. It can also lead to a loss of
production whilst staff are being trained.

OVERALL, management will have to
weigh up the potential benefits against
the costs. If, for example, the firm has
the necessary resources, the training is
relatively cheap and is likely to lead to
significant increases in productivity
and profitability the firm likely to invest
in it. If, ON THE OTHER HAND, the
firm lacks the necessary finance and
staff already have the skills required
then training is LESS LIKELY.

Key types of questions:
Identify/state/describe...

Explain/outline...
Discuss...
Examine/assess/analyse...

Critically assess/to what extent...

Responses should:
make a point

make a point and develop it
present two sides of the debate
make a point and develop fully with some questioning of it

explain both sides and evaluate

Don’t be certain

Candidates should always avoid being too definite in their
answers. Words such as ‘will’” and ‘must’ should be avoided
and replaced by words and phrases such as ‘might’, ‘may’,
‘could’ and ‘it is possible that'.

Example 1:

“If interest rates increase a firm’s profits will fall”. This is not
true. A better answer would be: “If interest rates increase a
firm’s profits might fall”.

Example 2:
“In a recession all firms sell less.” Not true. “In a recession
some firms sell less.”

Example 3:

“In a monopoly market a firm will increase its prices.” Not
necessarily. “In a monopoly market a firm may be able to
increase its price.”

Nothing is definite. Organisations and managers are different.
They do not all do the same thing or react in the same way.
Some might do A. Others may do B. Answers should stress
that there are a variety of responses to any situation.

4 Introduction to Business Studies




Evaluation is the key skill for a Grade A

One side of The other side
an argument of an argument

Evaluation involves weighing up two sides of an argument.

To achieve the highest grades candidates must:

¢ identify relevant points on both sides of the argument. (level one)
e explain these points. (level two)

e analyse these points. (level three)

e evaluate them. (level four)

Level Four Answers
The key to producing Level Four answers is to highlight the fact that there is no single answer to a question - it always depends.

For example, when answering a question about how a firm might react to a change in, say, the external environment it is
important to point out that the way in which a firm responds will depend on factors such as:

o The type of business - the objectives of a charity, for example, will differ from
those of a public sector organisation or a private company. A small business
operating in a local market will probably behave differently from a large
multinational .

= ______

e The management —some managers are good, others are bad. Some react
quickly to change, others react slowly, others do not react at all. Some
managers will anticipate change (i.e be proactive); others will wait for it to
happen (i.e be reactive)

e The state of the market - firms will behave differently in growing markets than
in declining ones. A firm'’s behaviour will depend on whether it is in a
competitive market or a monopoly.

* The state of the economy - a firm’s behaviour will depend on whether it is in a
recession or a boom; whether interest rates are high or low; whether the pound
is weak or strong.

e Time - markets, consumers, employees, and suppliers in the 1990s are different
from the 1980s and the 1970s, and will probably be different in the year 2000.
Their attitudes, expectations and values will change. Just because something
happens one year docs not mean it will continue. Trends such as the growth of the
‘green’ consumer and the success of franchises in the 1990s will not necessarily
continue into the next decade.

* Country - UK laws, attitudes, and markets differ from those in, say, Japan. What
is allowed, accepted or encouraged here is not necessarily the case elsewhere.

Good answers present two sides of an argument and then weigh them up.

Introduction to Business Studies 5




Answering business studies questions continued

Typical essay questions.

Question 1: Consider the effect of an increase in interest rates

on a firm.

Answer:

Candidates need to discuss the way in which a firm might be

affected (e.g. sales, production and employment levels) and

then evaluate. In this case the effect depends on factors such as:

* how much have interest rates increased?

*  how long will the rates remain high?

* what type of goods or services does the firm produce? Are
these sensitive to interest rate changes?

If rates have increased significantly, have been high for a long
time and the firm produces goods which are sensitive to
interest rates (e.g. houses) the impact is likely to be greater
than if rates have only just gone up by a small amount.

Question 2: “Autocratic management is dead.” Critically

assess this view.

Candidates should:

¢ briefly explain what is meant by autocratic management,

e explain why it might be thought to be dead e.g. employees’
desire to be involved, to have greater responsibility, greater
belief in democratic styles, success of democratic styles

¢ explain why autocratic management might be needed
e.g. if there is limited time, a high degree of risk or staff are
untrained

* evaluate; e.g. if staff are unwilling to take responsibility,
there is a tight deadline, the company’s culture is
autocratic and the manager is reluctant to delegate the
firm is more likely to be autocratic.

When answering essay questions candidates should avoid
simply repeating their notes or the textbook. Good answers
must refer to the specific question and rework notes and ideas
accordingly.

Example:
To what extent is price the most important factor in marketing?

If candidates answer this question by listing the four P’s of the
marketing mix their mark will be very low indeed. A good
answer would consider the other elements of the mix but in
the context of when price is more important or less important.

For example, price might be more important when:

¢ the consumer has a low income (e.g. in a recession) and
so shops around

* in a competitive market with many similar substitutes

* when goods are easily comparable

Price might be less important:

¢ inaboom

¢ for heavily branded goods

* in the growth stage of the life cycle
* if the good is patented

e if it is a speciality good

Overall, the importance of the price depends on factors such as:
e income levels

¢ the role of promotion

¢ where the good is distributed

¢ the nature of the market

Coursework

For most coursework assignments candidates must

* apply business studies theory

s show research skills

¢ show communication skills

¢ analyse a relevant business issue

¢ evaluate by showing a judgement of the issues involved

Candidates should check the assessment criteria before
starting their research so they know what skills they must
demonstrate and the relative weighting of the different skills.

Candidates should plan their coursework before gathering
data to ensure their project will meet the set criteria e.g. they
should plan how they are going to gather data, what theory
will be covered.

Candidates should avoid descriptive projects - projects must
show evidence of analysis.

Candidates should make sure:
» they can gather the data relatively easily
¢ the title is not too broad

Typically projects are:

i. problem solving e.g. should XYZ invest in new
equipment?

ii. a comparison e.g. how do the recruitment methods of
ABC compare with those of DEF Ltd?

Projects should contain:

e atitle

» the name of the candidate

¢ an index

* an appropriate use of headings and sub headings
e an appropriate use of charts/graphs and tables

* a conclusion

¢ alist of source material

6 Introduction to Business Studies




Organisations

An organisation is a collection of people which exists to achieve collective goals and in which behaviour is controlled.

Organisations can be categorised by

* size based on e.g. turnover, assets, number of employees

* sector private sector - owned by private individuals

public sector - owned by the Government

- directly related to natural resources (e.g. fishing, farming, mining)

® activity primary
secondary - processing of materials e.g. manufacturing
tertiary - services e.g. banking

* legal form e.g. whether it is a company with a legal identity separate from its owners

Most of the income in the UK is increasingly generated by

the tertiary sector: PRIMARY
% of Gross Domestic Product TERTIARY SECONDARY
(at factor cost) 1964 1993
PRIMARY 5.8 39
SECONDARY 40.8 28.4
TERTIARY 53.8 67.7 1993
Source : CSO
The majority of people in the UK are increasingly employed
in the tertiary sector: PRIMARY
% of total employment 1964 1993 TERTIARY SECONDARY
PRIMARY 5.1 1.5 '
SECONDARY 46.9 25.2 ’
TERTIARY 47.8 73.0 v
Total number employed 22,357,000 | 21,554,000 1993

Source : CSO, National Income and Expenditure

All organisations transform inputs into outputs:

Transformation process:

INPUTS @

e.g.
people,

e.g.

raw materials,
money,
land

The aim of organisations is to generate outputs which have a
greater value than the inputs used up. Business organisations
generally value inputs and outputs in monetary terms ;

TRANSFORMATION PROCESS

extracting, manufacturing,

assembling, refining,
adding, designing,
mixing, combining

OUTPUTS

e.g.
finished

goods
and
services

therefore the aim is usually to generate a revenue which is
greater than the costs i.e. to make a profit.

Value added: the difference between the outputs and the
value of the bought in inputs. This is used to :

¢ reward employees (e.g. wages and salaries),

* reward owners (e.g. dividends)

* invest (retained profit)

» and pay tax.

Competitive advantage: an aspect of the firm’s behaviour or
performance which gives it a competitive edge over its
competitors, e.g. it may be a lower cost producer, or have a
unique selling proposition (USP), such as being the only
company to deliver to your door the next day.

Introduction to Business Studies 7




Decision making

Managing a business successfully involves effective decision making. When undertaking the decision making process a firm will:

~I._| Set objectives

- e.g. short or long term profits, growth, customer
e satisfaction

Gather information

market research

Analyse information

e.g. investment appraisal, break-even analysis,
ratio analysis

Select a course of action e.g. enter new market, buy another firm

Implement

take action, do it

_
"1 Review check to see if it is going according to plan I

Strategic decisions
» [ong term, high risk

» difficult to reverse if wrong

* managers have often never made this type of decision
before, e.g. what markets to enter

Tactical decisions
e short term, easier to reverse

* managers have often made similar decisions before,
e.g. what price to charge

s ysually involve less resources

Objectives may include:

to attract investors

Customer satisfaction

Provide a service to the public

Survival in the short run firms may have to sacrifice profit to survive, e.g. in a

price war. Ensuring the firm is liquid is often a priority in the short run.
Profit to reward owners, to invest into the business, as an indicator of success
Growth to gain economies of scale, and to gain market power

to increase demand and lead to fong term profits

e.g. public corporations, hospitals, libraries

Constraints on decision making

Internal
Factors a firm can control, but which restrict its ability to
achieve its objectives.

Finance - e.g. cashflow, ability to raise finance
Marketing - e.g. limited salesforce distribution
Human resources - e.g. numbers, skills, motivation, attitudes

Production - e.g. capacity, quality, flexibility

External
Factors beyond the immediate control of the firm, which
restrict its ability to achieve its objectives.

Political factors - e.g. Government policy
Economic factors - state of economy

Social factors - e.g. social trends, demographics, attitudes

Technology - e.g. rate of charge I

8 Introductior t» Business Studies
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Business formats 1

People set up a business because:

they want to work for themselves (independence)
they have been made redundant from their last job
they cannot find another job

they want to achieve something for themselves (self
actualisation)

it is a natural progression from a hobby or interest

An entrepreneur is someone who:
e combines resources

¢ identifies opportunities
* takes risks

* makes decisions

To achieve the finance to set up a business, individuals often require a business plan.

Business plan: a report showing plans of the business;
often used to attract finance from investors. Businesses
which put time and effort into their business plans, thinking

about the competition and the financial consequences of
their proposals, are more likely to be successful than those
which do not.

The main elements of business plan include:

* adescription of the business - What does it make?
What service does it provide?

¢ alist of key personnel - details of who is setting up
the business (background, experience)

* astatement of its aims - what are the aims of the
business in the short and long term?

¢ amarketing plan - e.g. Who needs the
product/service? Why? What makes it different, i.e.
what is its unique selling proposition (USP)? Who is
the competition? What will the price be?

¢ a projected profit and loss I
¢ a projected balance sheet I
* aprojected cash flow statement I

¢ details of the finance required - What will it be used
for? What is the expected rate of return for investors?

Sole trader
An individual who owns the buysiness, e.g. a window cleaner, local shopkeeper, or hairdresser

In 1993 there were 3.6m businesses in the UK. 2.6m of these were

Advantages
e can make decisions quickly

* keeps all the rewards

* easy to set up

* privacy of business affairs

sole traders or partnerships without employees.

Disadvantages
¢ limited sources of finance
(e.g. own funds)

* unlimited liability, i.e. can lose
personal assets

» often has limited managerial

skills
¢ no one to share workload with

* no one to share ideas with

10 Introduction to Business Studies




Partnership
Two or more people trading together ‘carrying on business with a view to profit” (1890 Partnership Act).

A maximum of 20 partners is allowed, except for partnerships in the professions such as law and accountancy.

Advantages Disadvantages
¢ share resources/ideas ¢ usually unlimited liability
s can cover for each other, e.g. o limited sources of finance

during holidays ¢ profits must be shared between

¢ more sources of finance than partners

sole trader - .
¢ slower decision making than

e partners can specialise, e.g. one sole trader
may specialise in company law,
another may focus on criminal
law

Deed of partnership: a legal document which forms a contract between the partners. it
covers issues such as the division of profits, the dissolution (closure) of the partnership; the
rights of each partner; the rules for taking on new partners.

Sleeping partner: invests in partnership but does not take part in day to day business; has
limited liability. At least one partner must have unlimited liability.

Co-operative There are several types of co-operative, e.g.

A democratic organisation where all members have one vote. a. Worker co-operative: organisation owned by employees.
It's possible to have shareholders in a co-operative, but the Employees should be motivated but can have problems
shareholders have one vote each rather than one vote per managing themselves.

share. This means no one member can easily dominate. . . )
yd b Retail co-operative set up to benefit consumers, e.g. the

CO-OP. Surpluses distributed via lower prices.

Public sector organisations
Owned or directed by the Government. taxpayer as well as customers. Likely to have social

Examples include the BBC, the Bank of England, the armed objectives; not just be profit oriented

services, and local authority services such as schools, parks,
museums, and libraries. Revenue often comes from the

Non profit organisations, e.g. charities such as often have voluntary workers.
Oxfam, sports clubs, or societies; non profit objectives;
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Business formats 2

Companies

A company has a separate legal identity from its owners. A
company owns assets, and it can sue and be sued. A
company is owned by shareholders. Shareholders have

limited liability - i.e. they can lose the money they have
invested in the business but not their personal assets.

Forming a company

All companies: must produce a

memorandum of association
includes:

name of company

company objectives

location of registered office

articles of association
internal rules of company

e.g. powers of directors, rights of
shareholders, types of share

set of accounts for each shareholder;
a copy of the accounts is kept at
Companies House. The annual report
and accounts must include: a balance
sheet, profit and loss, a cash flow
statement, a directors’ report, and an
auditor’s report. The annual report of

sent to the
Registrar of Companies
who sends hack a
Certificate of incorporation

a PLC is more detailed than a Ltd’s.
Being quoted on the Stock Exchange
¢ provides access to more investors

¢ raises the profile of the company,

Private company (Ltd)

want

e usually smaller (although some
are large e.g. Littlewoods)

Public company (Pic)

¢ usually larger

and attracts more media attention

e must have ‘Ltd’ after its name * must have PLC after its pame but

e restrictions can be placed on * can be quoted on Stock ¢ the process of becoming quoted
sale of shares Exchange (flotation) can be expensive and

* not allowed listing on stock ¢ minimum £50,000 authorised time consuming
exchange v share capital « there is no control over the sale of

e not allowed to advertise their + shareholders have right to sell shares by investors - this makes the
shares their shares to whoever they PLC vulnerable to take-over

* PLC's have to reveal more
information than Ltd’s

Some firms have become a PLC and

then returned to being a Lid e.g.
Andrew Lloyd Webber’s Really

‘Flotation’: process of becoming a PLC
To become a plc, i.e. to float, a company must:

e produce a prospectus giving details about
the company, e.g. its activities and accounts
meet the requirements of the Company Acts
and the Stock Exchange

Ltd x Plc .

Useful Group, and Richard Branson
with Virgin.

There are about Tm limited liability
companies in Great Britain (excluding
Northern freland).

Five largest public companies in UK:

1. British Petroleum 33,434
2. Shell 29,304
3. Glaxo Wellcome 27,752
4. HSBC 26,101
5. British Telecom

Market Capitalisation £m April 1996

23,371 Source : Sunday Times 14/4/96

What is the value of a
company?

Market capitalisation: market value of
company; market price of shares x
number of shares

Shareholders elect
Directors who oversee
Managers

Book value: value of company as
stated in its accounts.

Directors - elected by shareholders; oversee managers to
ensure they are working in the interests of the shareholders; the
directors are the ‘watchdogs’ of the shareholders; the directors
are responsible for the overall strategy of the company, subject
to approval by the shareholders; their conditions of
appointment and powers are stated in articles of association.
Non executive directors are - part timers who have no day to
day involvement (no executive powers) in the organisation

Company Secretary - company official with responsibility for
maintaining a register of shareholders, notifying shareholders
of annual general meeting, and preparing the company’s
annual returns.

Cadbury Committee - reported on the role of directors. It
recommended more non executive directors to keep an
independent eye on the business. Public limited companies
must state the extent to which they comply with the Cadbury
Codes of Best Practice in their annual report.

Corporate governance - issue of who really controls
companies, e.g. do the institutional investors exercise too
much power?
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