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Introduction


This Cambridge IGCSETM and O Level Business Sixth Edition Student Book provides coverage of the Cambridge IGCSE/IGCSE (9–1)/O Level Business syllabus (0264/0774/7081) for examination from 2027. It fully covers the Cambridge International Education syllabus content and provides the detail and guidance that are needed to support you throughout the course and help you to prepare for assessment. It will also prove to be of great use to anyone who wants to learn more about the key concepts of business.

This book will prove to be valuable to students of Business whether you are:


	•  studying the subject for the first time through your school or college and need a comprehensive and clearly written textbook

	•  revising the subject before an assessment and need a study guide to help you with key definitions, techniques and examination advice

	•  learning the subject on your own through distance or open learning and need a complete programme of supportive questions, activities and suggested answers to these.



Building on the successful formula of the previous five editions, this sixth edition updates all existing chapters, including removing material that is no longer in the syllabus and adding new subject material with additional chapters and a new feature.





How to use this book


To make your study of Business as rewarding and successful as possible, this textbook, endorsed for the Cambridge Pathway, offers the following important features:


Content

Each chapter starts with an outline of the subject material to be covered and ends with a checklist to confirm what you should have learned and understood.



Organisation

The content is in the same order as the syllabus: chapter titles and chapter section headings match those of the Cambridge IGCSE and O Level Business syllabuses.



Approach

The subject material is written in an informative yet lively way that allows for complete understanding of each topic to be gained.
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Assessment



Revision

You should be able to perform to the best of your ability if you:


	•  ensure that you have worked through all of the activities and practice questions in this book

	•  revise thoroughly before assessment – allow plenty of time for this and avoid leaving it until the last minute.



You can also help yourself greatly if you take the following steps:


	•  Obtain a copy of the syllabus. You should also be able to obtain past papers and mark schemes. It is very important that you check the progress of your learning and revision by ‘ticking off’ each topic against the syllabus content.

	•  Make sure that you know the number and length of each of the papers you will have to sit. The style and nature of the questions often differ between papers so you must be quite clear about the type of questions likely to appear on each paper.



For Cambridge IGCSE and O Level Business the papers are:




	 
	Length
	Type of paper
	Type of questions





	Paper 1
	1 hour 30 mins
	Short answer and data response
	Four data response questions based on four different businesses. The questions are structured a) to d)



	Paper 2
	1 hour 30 mins
	Case study
	Four structured questions (i.e. a) and b)) all based on a case study provided in an insert







In examinations

Make sure you check the instructions on the question paper, the length of the paper and the number of questions you must answer. Allocate your time sensibly between each question. Students often let themselves down by spending too long on some questions and too little time (or no time at all) on others. You will be expected to spend longer writing an answer to a question worth 8 marks than you would when writing an answer worth 4 marks. There are key command words at the beginning of the questions. Make sure you understand what they are asking you to do. They are listed in the following table.


Key command words you need to know




	Command word
	Meaning





	Calculate
	As in ‘Using the figures provided, calculate the break-even level of output.’ This means ‘Using the figures provided, work out the following’



	Consider
	As in ‘Consider the advantages and disadvantages of expanding the car manufacturer by opening another factory or by taking over a competitor.’ This is asking you to show advanced skills. The best approach to answer this type of question is to explain the advantages and disadvantages of the two options – using any case material about the business to help you



	Define
	This is asking you to clearly show that you know what a term means. A single sentence answer is nearly always sufficient



	Explain
	As in ‘Explain two ways in which the hotel could promote its services.’ The question is asking you to give more detail than just identifying points. Your answer must also be applied to the business in question – in this case, a hotel. So, billboards by the side of the road in another town would not be appropriate for this hotel as they might not be seen by potential customers. A better answer would be:
‘The hotel could contact all guests who have stayed at the hotel before by email to give them details of a special offer.

The hotel could also use a colourful and effective website to promote its services to customers who book hotel accommodation online.’




	Identify
	As in ‘Identify two factors that could affect the price of a product.’ Identify means write down, without explanation or discussion, the required number of points.
So the answers to the question above might be:

‘Costs of production.

Prices of competitors’ products.’




	Justify
	As in ‘Do you think taking over a smartphone manufacturer or a chain of shops selling smartphones is the best way for TelCom to expand? Justify your answer.’
In questions like this you need to consider both options for expansion, giving advantages and disadvantages for both. Finally, you should weigh up the points for and against each option and come to a final decision based on the most important points. For longer questions you should also justify why the alternative(s) was rejected. Answers should also be applied to the business in the context




	Outline
	As in ‘Outline two advantages to Jameel of operating his business as a sole trader.’ This is asking you to set out two advantages of operating as a sole trader and how they relate to Jameel and his business



	State
	As in ‘State two examples of promotion for XYZ company.’ This question only requires two examples to be given and no explanation is required





Finally …

Learning Business should be both rewarding and challenging. We hope that this textbook will help you overcome the challenges of the Cambridge IGCSE and O Level courses so that you can achieve the success you are seeking. In particular, we want the book to encourage you to develop a real interest in – even a passion for – finding out more about how the world of business really works.

Business activity is so crucial to the future wellbeing of us all and it offers great opportunities for all well-motivated students. Success in Cambridge IGCSE and O Level Business can help you take the first important steps towards playing a leading role in managing and directing business activity in your country. We are confident that this book will fully support you during your course.

Wishing you all the best in your studies,

Karen Borrington

Peter Stimpson







SECTION 1 Understanding business activity


Chapters


	1  Business activity and economic sectors

	2  Enterprise, business growth and size

	3  Types of business organisations

	4  Business objectives and stakeholder objectives
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1 Business activity and economic sectors
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This chapter will explain:

The nature of business activity:


	•  factors of production: land, labour, capital and enterprise

	•  the concept of adding value and how added value can be increased

	•  the concept of opportunity cost.



Types of economic sector:


	•  primary, secondary and tertiary sectors

	•  private and public sectors.
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The nature of business activity

What would life be like without business activity? In a simple economy, businesses do not exist. Everyone attempts to do everything for themselves – they are self-sufficient. With their own plot of land and by their own efforts, such as hunting and farming, they attempt to survive and produce enough for their own needs. This is a very basic existence and living standards are low.

Through the slow process of specialisation, people began to concentrate on what they were best at. They then traded the goods they produced for other goods, such as shoes, made by people who had different skills. In this way, businesses began to be formed, and trade and exchange of goods expanded. In today’s world, most people specialise by working in one job for a weekly or monthly wage. With this money, they are able to purchase a wide range of goods and services produced by many different businesses that specialise in different products. Many businesses specialise in producing one or just a few types of goods or services.
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Definitions to learn

A business is an organisation that combines factors of production to make products (goods and services) which satisfy people’s wants.

Goods are tangible products made by businesses to be sold to customers, such as cars and clothes.

Services are intangible products, such as banking or transport, that are provided by businesses to customers.

Factors of production are those resources needed to produce goods or services. There are four factors of production and they are in limited supply.
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Business activity therefore:


	•  combines scarce factors of production to make or provide goods and services

	•  produces goods and services which satisfy the needs and wants of the population

	•  employs people as workers and pays them wages to allow them to consume products made by other people working for other businesses.




Factors of production

To produce these goods and services, businesses need ‘factors of production’. There are four factors of production:


	•  Land – this term includes all of the natural resources provided by nature that are used in the production of goods and services. This includes fields and forests, oil, gas, metals and other mineral resources.

	•  Labour – this is the number of people available to make products and the skills they have.

	•  Capital – this is the finance, machinery and equipment needed for the manufacture of goods or the provision of services.

	•  Enterprise – this is the skill and risk-taking ability of the person who brings the other resources or factors of production together to produce a good or service, for example, the owner of a business. These people are called entrepreneurs. See Chapter 2 to understand the role of entrepreneurs.



Whatever their size and whoever owns them, all businesses have one thing in common: in order to produce goods and services that satisfy customer needs, they must combine these four factor of production.
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Study tips

Definitions of the key terms in this book can be found in the left-hand margins.

These definitions will be very useful to you as you study the course, so it is important that you learn these by heart.
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In any one country, and in the world as a whole, these factors of production are limited in supply. As there is never enough land, labour, capital or enterprise to produce all the needs and unlimited wants of a whole population, there is an economic problem of scarcity.
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Definitions to learn

Capital is the money invested into a business by the owners.
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Businesses in all economic sectors produce goods and services by combining factors of production





The concept of adding value

This is a very important idea. All businesses attempt to add value. This is done by selling a product for more than the cost of materials and resources used to produce the good or provide the service. If value is not added to the materials and components that a business buys in, then:


	•  other costs cannot be paid for

	•  no profit will be made

	•  the business is likely to fail.
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Value added



Example:


	•  The selling price of a newly built house is $200 000.

	•  The value of the bought-in bricks, cement, wood and other materials was $35 000.

	•  The added value of the building firm was $165 000. This is not all profit – out of this the builder must pay wages and other costs too.




Why adding value is important

Added value is important because revenue from selling the product is greater than the cost of materials and resources bought in by the business. This means the business:


	•  can pay other costs such as labour costs, management expenses, advertising and power

	•  may be able to make a profit if these other costs come to a total that is less than the added value

	•  may be able to grow, as a profit will provide the finance for expansion.
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Definitions to learn

Added value is the difference between the selling price of a product and the cost of bought-in materials and resources needed to produce it.
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Key info

Children around the world are playing with more mini LEGO® people than there are human beings on the planet. The LEGO Group adds value by putting LEGO bricks into themed building sets, such as spaceships or superheroes. Some sets are also linked to successful movie series such as Harry Potter and Marvel’s Avengers. When the LEGO Star Wars Summer Vacation movie was released, it further strengthened the brand and encouraged consumers to pay a high price for the building sets.
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How added value can be increased

There are two main ways in which a business can try to increase its added value.


	1  Finding ways to charge a higher price for the product, such as:

	•  creating an effective brand image that customers are prepared to pay higher prices to own. This could be done by advertising the product with celebrities or by having very innovative products

	•  adding a new feature to the product that costs less than the increase in price

	•  improving customer service, for example, by offering free delivery. Again, the cost of this must be less than the price increase

	•  improving packaging, which gives the product a much higher quality image.




	2  Reducing the cost of materials, such as by:

	•  using a lower-cost supplier of materials and keeping the price the same. Customers must not experience a reduction in quality or they may think the product has fallen in value

	•  buying supplies in larger quantities to obtain bulk discounts which reduce cost per unit. However, this could lead to higher storage costs.
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Study tips

Apply your answers to the business in the question. Adding value will be achieved by different businesses in different ways. Improving the reliability of cars will lead to a better brand image for the car manufacturer which could allow it to raise prices. An internet service provider might focus on achieving the highest rating for customer service in the industry. Increased customer loyalty resulting from this will add value. The costs of attracting new customers will fall.
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Extend your skills of analysis

A question which asks how a bicycle manufacturer could increase added value to its products could be answered as follows:

Trying to give the products a more sports-focused brand image by promoting the fastest models with well-known sportspeople could help add value.

Extend your analysis by explaining how this helps the business improve its brand image.

Consumers link the bicycle to the well-known sports stars and associate a better, faster performance with the brand image. If they hope they will also improve their performance when using the bicycle, consumers may be prepared to pay a higher price.

Extend your analysis by explaining how this increases added value for the business.

By being able to charge higher prices, the bicycle manufacturer will be increasing the difference between the price charged and the cost of the materials used to make the bicycles.

[image: ]






[image: ]

REVISION SUMMARY

Adding value
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Case study: Rakesh’s bakery

Rakesh owns a small bakery selling bread, cakes and biscuits. His business is just making enough money to survive. His wife, Neeta, had the idea of serving customers tea and coffee at 2 small tables that could be fitted into the bakery shop. ‘Customers will pay more for each cake and biscuit if we sell them with tea or coffee – just like a little cafe.’ Rakesh bought some second-hand cafe equipment and furniture and tried what Neeta had suggested. She was right! Some of his customers not only bought teas and coffees, but they paid higher prices for the cakes and biscuits they bought as they were served them on a plate!

Rakesh had increased the value added to the flour, sugar and butter he used to make these cakes and biscuits.
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Activity 1.1

Refer to the case study above.


	a  If the bestselling cake in this bakery uses 50 cents worth of flour, sugar and butter and Rakesh sells each one for $1.50, calculate the value added.

	b  If customers are prepared to pay $2.00 when this cake is served on a plate at a table within the bakery, what is the new value added per cake?

	c  Does the opening of the small cafe mean that Rakesh must have increased his weekly profit? Explain your answer.
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Case study: Starbucks

Starbucks adds value in several ways, not just by selling coffee.


	•  It has a brand image for quality, environmental awareness and social responsibility. It sells high-quality coffee that is ethically sourced.

	•  Customers can personalise their drinks with different milk options, syrups, flavouring and toppings.

	•  Starbucks cafes are designed to be spaces to relax, socialise, work or study. The cafes have comfortable seating and provide access to free Wi-Fi.



All of these things allow Starbucks to charge a much higher price for its drinks and other products than the prices charged by many other cafes.
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The concept of opportunity cost

Have you bought anything this week? A pen or book or perhaps a pizza? If you have, you have experienced opportunity cost. By choosing what to buy, you had to give up buying other goods and services. Why? Because, unless you are unbelievably rich, you have limited resources. To be precise, opportunity cost means the next most desired product you would have bought if you had not bought that pen, book or pizza – or whatever you chose. So, by buying a book – assuming this was your choice – you gave up the chance of buying the product you next most desired. This was your opportunity cost – it is the value of what you did not choose.
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Definitions to learn

Opportunity cost is the value of the next best alternative given up when choosing one option over another.
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Opportunity cost always occurs when choices are made about the use of limited resources. All economic decision makers – individuals, businesses and governments – will experience opportunity cost when they decide how to allocate the limited resources at their disposal.
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Examples of opportunity cost






Types of economic sectors


Primary, secondary and tertiary sectors

The production of all goods and services can be split into three types of business activity. Many products pass through all three sectors as they are converted from unprocessed materials into goods and services for customers to buy. As you read this book you are probably sitting at a table. Many tables are made of wood. How many different types of business activities have been involved in converting trees into a finished table ready to be sold to the final customer? What ‘economic sectors’ – or stages of production – has the wood from trees passed through to arrive at the finished table?

The diagram below shows the most likely stages in the production and sale of a wooden table.


[image: ]

The stages involved in making and selling a wooden table



You will notice that there are three main stages from the cutting down of the tree to the sale of the completed table. These stages are typical of the production of nearly all tangible goods and they are called economic sectors.

Stage 1 is called the primary stage of production. This stage involves the Earth’s natural resources. Activities in the primary sector of industry include farming, fishing, forestry and the extraction of natural materials, such as oil and copper ore. All businesses that operate in these industries are in the primary sector.

Stage 2 is called the secondary stage of production. This stage involves taking the materials and resources provided by the primary sector and converting them into manufactured or processed goods. Activities in the secondary sector of industry include building and construction, aircraft and car manufacturing, mobile phone assembly and bread baking. All manufacturing businesses operate in the secondary sector.

Stage 3 is called the tertiary stage of production. This stage involves providing goods and services to both consumers and other businesses. Activities in the tertiary sector of industry include transport, banking, retailing, insurance, hotels, entertainment (e.g. film making, music, theatre) and hairdressing. All service providers operate in the tertiary sector.
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Definitions to learn

The primary sector of industry extracts and uses the natural resources from the Earth to produce raw materials used by other businesses.

The secondary sector of industry manufactures goods using the raw materials provided by the primary sector.

The tertiary sector of industry provides goods and services to consumers and the other economic sectors.
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The three types of economic sector: rice farming in Vietnam, clothes production in China and retailing in Kenya
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Activity 1.2

Copy this table. Indicate with a tick which economic sector each business is in.




	Business
	Primary
	Secondary
	Tertiary





	Insurance
	 
	 
	 



	Forestry
	 
	 
	 



	Lithium mining
	 
	 
	 



	Electronics equipment assembly
	 
	 
	 



	Airline
	 
	 
	 



	Bakery
	 
	 
	 



	Housebuilder
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Many businesses do not limit their operations to just one economic sector. For example, a few large UK supermarket groups own their own farms, producing, for example, milk (primary activity). They process farm output in their own factories to make finished goods such as yoghurt (secondary activity). They then sell these goods in their own retail stores (tertiary activity). Such businesses often claim that there are advantages in being able to control all the suppliers of these products.
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Study tips

If you are asked which economic sector(s) a business operates in, do not forget that many businesses operate in more than one!
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Private and public sectors

Nearly every country in the world has an economy which combines both a private sector and a public sector.


Private sector

The private sector is made up of businesses that are not owned by the government but by private individuals. The individuals who own these businesses will make their own decisions about what to produce, how it should be produced and what price should be charged for it. Most businesses in the private sector will aim to make a profit. Even so, there are likely to be some government controls over these decisions and these are explained in later chapters in this book.
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Definitions to learn

The private sector is the part of the economy owned and operated by individuals and companies, usually for profit, and is not state/government controlled.
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Potential advantages of private sector businesses


	•  Owners of private sector businesses will aim to make a profit – this will encourage owners to operate the business as efficiently as possible to reduce costs and not waste resources.

	•  Customers are likely to benefit from competition between private sector businesses. Competition should help to keep prices low and customer service levels high, as well as encourage the business to introduce new products to increase demand.

	•  The profit motive encourages entrepreneurs to set up new businesses which creates new products and a dynamic business environment.





Potential disadvantages of private sector businesses


	•  Owners may agree with competitors to fix prices and make higher than normal profits.

	•  Some businesses might become so large that they dominate their industries as monopolies. This again could lead to high prices and high profits.

	•  Many important goods and services will not be provided to everyone – only those customers who can afford them. If there are only a small number of potential customers for a product, then it may not be profitable for businesses to produce it.






Public sector

The public sector is made up of government (or state) owned and controlled businesses and organisations. The government, or other public sector authority, makes decisions about what to produce and how much to charge consumers. Some goods and services are provided free of charge to the consumer in many countries, such as state health care and education services. The money for these comes not from the customers but from taxpayers. The objectives of private sector and public sector businesses are often different.
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Definitions to learn

The public sector is made up of organisations in the economy that are owned and controlled by the government.
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Potential advantages of public sector businesses


	•  Private monopolies will be prevented from making higher than normal profits, if a profit is made at all.

	•  Some important goods and services can be provided to all people who need them as consumption will not depend on ability to pay.

	•  Government ownership and control may mean that the business organisation takes decisions that benefit the whole community. These might include using low polluting production methods.





Potential disadvantages of public sector businesses


	•  The cost of providing important goods and services to everyone will be high. This may lead to high taxation.

	•  Public sector businesses may operate with social objectives and not the profit motive as the key aim. This might mean that they are less efficient and more wasteful than private sector businesses.

	•  The lack of competition in an industry in the public sector may lead to less innovation and few new products being developed.






Which business activities are usually in the public sector?

In many countries the government owns and controls the following important industries or activities:


	•  health

	•  education

	•  defence

	•  public transport

	•  water supply

	•  electricity supply.
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Activity 1.3

For each of the examples of key industries or activities listed above, suggest three possible reasons why the government of a country might decide to own and control that industry or service.

[image: ]






[image: ]

Activity 1.4

Find out whether, in your own country, the government owns and controls the following businesses:


	a  railway system

	b  local bus services

	c  water supply

	d  electricity supply

	e  TV and radio stations

	f  hospitals

	g  libraries.
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Extend your skills of analysis

A question which asks why a government might want to improve the economy by encouraging expansion of the private sector, such as car manufacturing, could be answered as follows:

Expanding the private sector will result in more car manufacturers owned and controlled by private individuals and not the government.

Extend your analysis by explaining what will happen if the private sector grows.

More private sector businesses will mean more competition and more new cars produced.

Extend your analysis by explaining how this will help the economy.

More competition should encourage businesses to keep car prices as low as possible to encourage sales. Competing businesses will also want to bring out new products and this should increase jobs and output in the economy.

[image: ]






[image: ]

Activity 1.5

A government is considering moving the postal service from being in the public sector to being in the private sector (privatisation). You decide to write to the government minister in charge, explaining your views on this matter and stating your opinion. Your letter should contain:


	•  an explanation of the difference between private sector businesses and public sector businesses

	•  the possible advantages of the postal service being in the private sector

	•  the possible disadvantages of the postal service being in the private sector

	•  your recommendation to the minister on whether to keep the postal service in the public sector or not.
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Study tips

The advantages and disadvantages of both the private sector and public sector are important to remember.
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REVISION SUMMARY

Economic sectors
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International business in focus

Tourism in Mauritius

Mauritius is a small island in the Indian Ocean with a land area of just 2000 km2. The Mauritian economy is dominated by the tertiary sector. In 2023 tourism, finance and other services accounted for approximately 66% of total national output (gross domestic product). In contrast, the secondary sector accounted for 18% and primary industries – mainly sugar production – approximately 3%. The government is planning for up to 1.5 million visitors from other countries. These tourists spend a great deal of money on food, drink, travel and holiday gifts.
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Air Mauritius is one of the businesses that has benefited greatly from the expansion of tourism in the country. The airline is partly owned by private owners and the Mauritian government. It has been nominated in the ‘Best Airline in Africa’ category in recent years.

Air Mauritius not only has an extensive network of air routes but it also offers services to other airlines operating in the region. There are hundreds of hotels and guesthouses in Mauritius and these employ many local workers. Some of the largest hotel groups in the world operate in Mauritius, including Radisson and Hilton.

Discussion points


	•  Why do you think the primary sector of the Mauritian economy is relatively small?

	•  Explain three ways in which tertiary sector industries contribute to the Mauritian economy.

	•  Do you think that increasing numbers of tourists will bring only benefits to Mauritius?

	•  Why do you think the Mauritian government still owns a part of Air Mauritius?
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Chapter review questions: Short answer and data response


	1  Ade’s Engineering Company (AEC) operates in the secondary sector. It uses the 4 factors of production to make parts for cars and trucks. These goods are sold to car and truck manufacturers in many countries. The parts include metal brake components and rubber seals to fit around windows. To be successful, AEC requires raw materials supplied by other businesses to make car parts.

	a  Define ‘goods’.
[2]


	b  Outline two examples of tertiary sector businesses AEC is likely to use.
[4]


	c  Explain two reasons why it might be important for AEC to increase added value.
[6]


	d  Explain two ways AEC could increase added value. Which way should it choose? Justify your answer.
[8]





	2  The government of Country Y owns and controls many businesses. ‘The public sector always produces goods and services, such as electricity, more efficiently than privately owned businesses,’ a government minister recently said. Other ministers disagree and want some businesses that are owned by the state to be sold to the private sector. The private sector businesses in Country Y produce 55% of total output of goods and services – mainly in services such as transport, tourism and finance.

	a  Define ‘private sector’.
[2]


	b  Outline two reasons why the government owns some businesses.
[4]


	c  Explain two possible reasons why government ministers want some businesses to be sold to the private sector.
[6]


	d  Do you agree with the government minister’s view that: ‘The public sector always produces goods and services more efficiently than privately owned businesses’? Justify your answer.
[8]
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Revision checklist

In this chapter you have learned:


	[image: ]  the nature of business activity and the four factors of production

	[image: ]  the concept of adding value

	[image: ]  how added value can be increased

	[image: ]  the concept of opportunity cost

	[image: ]  the differences between primary, secondary and tertiary sectors

	[image: ]  the differences between the private and public sectors.
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NOW – test your understanding with the revision questions in the Student etextbook and the Workbook.








2 Enterprise, business growth and size
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This chapter will explain:

Enterprise and entrepreneurship:


	•  characteristics of successful entrepreneurs

	•  the purpose and key elements of a business plan

	•  the importance of having a business plan

	•  why and how governments support business start-ups.



The methods and problems of measuring business size:


	•  methods of measuring business size

	•  problems when measuring business size.



Why some businesses grow and others remain small:


	•  why the owners of a business may want to grow the business

	•  how and why businesses can grow internally

	•  how and why businesses can grow externally

	•  advantages and disadvantages of methods of growth

	•  problems linked to business growth

	•  why some businesses remain small.



Why some businesses succeed and others fail:


	•  reasons why businesses succeed or fail.
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Enterprise and entrepreneurship

What will you do when you leave school or college? Maybe you will go to university or get a job. Some of you may decide to take the risk of setting up your own business – this could be full-time or part-time. If you decide to do this then you will become an entrepreneur! Table 2.1 outlines the advantages and possible disadvantages of starting your own business.
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Definitions to learn

An entrepreneur is a person who has an idea for a new business, starts it up and accepts the risks of the new business venture.
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Table 2.1 Advantages and disadvantages of being an entrepreneur




	Advantages of being an entrepreneur
	Disadvantages of being an entrepreneur





	
	•  Independence – able to choose how to use time and money

	•  Able to put own ideas into practice

	•  May become successful if the business grows

	•  May be profitable and the income may be higher than if working as an employee for another business

	•  Able to make use of personal interests and skills



	
	•  Risk – many new entrepreneurs’ businesses fail, especially if there is poor planning

	•  Capital – entrepreneurs have to put their own money into the business and they could lose this if the business fails

	•  Lack of knowledge and experience in operating a business

	•  Opportunity cost – lost income from not being an employee of another business








For many successful entrepreneurs, starting up their own business has led to great wealth. Table 2.2. outlines the main business interests of five well-known entrepreneurs. How many of these business leaders have you heard of? They all started out as an entrepreneur with their own business idea.
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Study tips

Think about why successful entrepreneurs are important to the country they are based in. You should be able to explain why governments want to encourage more entrepreneurs to set up in business.
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Table 2.2 Some well-known entrepreneurs




	Entrepreneur
	Nationality
	Main business interests





	Victoria Haihambo
	Namibian
	Founded a start-up in Namibia called Agelvipa Online. Agelvipa Online supports small businesses run by women and offers them business management training. In 2020 she was inducted into the Namibia Business Hall of Fame



	Mukesh Ambani
	Indian
	Continues to start up new ventures within the Reliance Industries business (originally founded by his father, Dhirubhai), which is now one of the largest companies in Asia. Businesses include chemicals, IT and retailing



	Howard Yang
	Chinese
	Named the Chinese mainland winner of the Ernst and Young Entrepreneur Of The Year 2023 award. He is Chairman, CEO and Chief Scientist of Montage Technology Company (chip design and data processing)



	Oprah Winfrey
	American
	Has built a large media empire throughout her career. She co-founded Oxygen Media in 2000 and continued hosting her talk show until 2011. She then created OWN: Oprah Winfrey Network, which she leads as CEO



	Mark Zuckerberg
	American
	Co-founded the social networking site Facebook
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Case study: Dr Wedu Tose Somolekae
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In an interview with Forbes Africa, Tose Somolekae said, ‘When I started medical school in 2011, I dreamed of eventually becoming a paediatrician.’ However, this changed after Tose Somolekae visited a medical aesthetics clinic in Johannesburg, South Africa, and she began researching aesthetics and medicine instead.

In 2021 Tose Somolekae decided to resign from her job as a medical officer in Masunga, Botswana. She set up Medi-Glow Aesthetics, the first full-time facility of its kind in Gaborone, the capital of Botswana. It provides beauty treatments and aesthetic services that are medically approved.

Tose Somolekae needed to be innovative, hard-working and optimistic to introduce something different to the medical and beauty industry.

Source: Adapted from www.forbesafrica.com/under-30/2023/04/12/forbesafrica30under30-class-of-2023meet-cover-star-dr-wedu-tose-somolekae-aesthetic-medicine-and-entrepreneurship-were-the-furthest-thing-on-my-mind/
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Characteristics of successful entrepreneurs

What are the characteristics of successful entrepreneurs? Would everyone make a good entrepreneur? Probably not – some people do not like taking risks or working independently and may prefer to be an employee of a large business instead. Table 2.3 outlines the important characteristics of successful entrepreneurs.

Table 2.3 Characteristics of successful entrepreneurs




	Characteristics of successful entrepreneurs
	Reasons why important





	Hard working
	Long hours and short holidays are typical for many entrepreneurs. It is essential for entrepreneurs to work hard to meet customers’ demands to make their business successful



	Risk taker
	Entrepreneurs risk losing their own capital if the business fails. However, new ideas and projects which carry the most risk can also bring the greatest profit if the market demand is high



	Optimistic
	Overcoming setbacks and staying positive is important. Looking forward to a better future is essential – if you think only of failure, you will fail!



	Self-confident
	Self-confidence is necessary to convince other people of your skills and to convince banks, other lenders and customers that your business is going to be successful



	Innovative
	Being able to put new ideas into practice in interesting and different ways is also important. A new business is most likely to be successful if it introduces new ideas for goods and services. The entrepreneur needs to make the business and what it offers stand out from the competition



	Independent
	Entrepreneurs will often have to work on their own before they can afford to employ others. Entrepreneurs must be highly motivated and able to work without any help. Being able to work without orders or instructions from anyone else will mean that effective decisions can be taken by the entrepreneur alone



	Effective communicator
	Talking clearly and confidently to banks, other investors, customers and government agencies about the new business will raise the profile of the new business. Communicating details about the new business and its products will be key to attracting new customers, lenders and investors
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Extend your skills of analysis

A question that asks why a particular entrepreneurial characteristic might help an entrepreneur be successful in starting up a fast-food cafe could be answered as follows:

Being innovative means being able to think of new ideas and put them into effect.

Extend your analysis by explaining how this helps an entrepreneur to be successful.

The entrepreneur’s ideas need to be different to those of competitors so the business can possibly attract customers. For example, an entrepreneur operating a fast-food cafe might start to offer free childcare facilities for parents who use the cafe.

Extend your analysis by explaining how offering this helps the business to be successful.

This will encourage more people with children to visit and stay longer, spending more money on food and drink, which will increase sales and revenue.
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Activity 2.1

Research the background and business activities of two well-known entrepreneurs in your own country. Identify the personal characteristics that you believe have helped them to succeed. Write a brief report on each entrepreneur and be prepared to present your reports to the rest of your class.
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REVISION SUMMARY

Entrepreneurs
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Purpose and key elements of a business plan

The most important purpose of a business plan is to force the entrepreneur to think ahead and prepare carefully for the first few years of the new business. In addition, an effective business plan will be important to persuade banks or investors to provide the necessary finance to get the business started. Business plans are also used by existing businesses if a major new project is being planned.
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Definitions to learn

A business plan is a written document that describes a business, its objectives, its strategies, the market it is in and its financial forecasts.
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The entrepreneur will have to consider the following when preparing the business plan:


	•  What products or services do I intend to provide and which consumers am I ‘aiming at’?

	•  What are my objectives for the business?

	•  What will be my main costs and will enough products be sold to pay for them?

	•  Where will the business be located?

	•  What resources will be required in the business?

	•  How much finance will be needed and what will the forecast cash flow look like?



Every business plan contains similar headings. The key elements of a business plan will usually include the following:


	1  Summary (or Overview)
The summary provides a brief description of the business, including the goods or services it intends to offer to customers. The relevant skills and experience of the entrepreneur are outlined.


	2  Objectives of the business
The entrepreneur needs to think carefully about what they hope the business will achieve within a given time period. Examples of objectives include a certain level of profit or a target level of sales.


	3  Resources
The business is likely to need premises, equipment, materials and, possibly, employees. These must be planned for and costed.


	4  Market research
This research helps the entrepreneur to establish:


	•  total market size

	•  likely target market

	•  main competitors

	•  forecast sales of the product (the good or service)

	•  predicted market growth.




	5  Marketing
This section covers how the good or service is to be sold to customers, the prices to be charged and the main promotion methods to be used.


	6  Human resources plan (people)
This section explains whether employees are needed from the start of the business. If so, the number of them and the skills they need is given.


	7  Operations
This section covers issues such as:


	•  What is the best location for the business? Many very small start-up businesses may operate from the entrepreneur’s own home.

	•  Will the business make the product or will it be bought in from suppliers?

	•  What levels of inventory might be needed?




	8  Finance
This is the most important element of the plan and includes:


	•  forecast profit or loss and statement of financial position of the business for at least the first year of operation

	•  sources of capital, for example, entrepreneur’s capital, revenue, bank loans

	•  predicted costs

	•  forecast cash flow.







The importance of having a business plan

A business plan gives the entrepreneur a clear set of guidelines and objectives. These are helpful when key decisions have to be made because they ensure the decision fits with the plan itself. By setting objectives and outlining expected expenditure, the entrepreneur can keep a check on progress. At the end of the first year, they can assess whether the plan has been carried out successfully. If it has not, changes can be made to the plan or different decisions made to put the business back on track.

Without such a detailed plan, banks and other investors will be reluctant to provide loans or other finance to the business. This is because there is no evidence that the owners of the new business have thought seriously about the future and planned for the challenges that the business will certainly face. Even with a detailed business plan, banks might not offer a loan if the bank manager believes that there is not enough research to support the plan or if the financial forecasts are too optimistic.



[image: ]

Key info

In 2022 there were over 6.2 million millionaires in China. Most of these are successful entrepreneurs. There have been many new start-ups by Chinese entrepreneurs who have studied abroad and returned to the country, people who have left their jobs to start their own businesses, migrant workers who have returned to their home towns to start their own businesses, and university students. China is second after the USA for the highest number of millionaires (in $US).
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REVISION SUMMARY

Business plans
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An example of a business plan is shown in Table 2.4. It was completed by two entrepreneurs planning to open a takeaway pizza restaurant.
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Case study: A business plan for Pizza Palace

Table 2.4 A typical business plan



	Summary
	Pizza Palace will provide a high-class pizza restaurant and takeaway service including home delivery. Rashid Gupta is a qualified accountant and has 10 years’ experience in supermarket management. James Sanchez is a chef who has worked in several different types of restaurant



	Business objective
	To achieve a profit equal to 10% of capital invested in the business within the first 2 years



	Resources required
	Small high-street restaurant – rented
Catering equipment

3 motorcycles for delivery service




	Market research
	Total market size in the region: $250 million per year, rising by 10% per year
Target market: young people and families with above average incomes

Four competing pizza cafes and restaurants within 10 kilometres of proposed location but all aimed at low-income consumers

Unemployment in the area is very low

Sales for Pizza Palace are forecasted to be $220 000 in first year




	Marketing
	Prices set 10% below main competitors for first 4 months
From month 5, prices set 10% above competitors

All promotion on social media with a budget of $5000 per year




	Human resources plan
	The 2 business owners, plus 3 delivery drivers to be employed on weekly wage of $50 each



	Operations
	Main suppliers of raw materials: P&P Wholesalers
Fixed costs of operations: $50 000 per year

Variable costs: approximately $2 per pizza sold

Site of restaurant to rent in shopping street (Brunei Avenue) near to the town centre




	Finance
	Main fixed costs:
Rent of premises $10 000 per year

Second-hand kitchen equipment: $6000

3 second-hand motorcycles: $3000 each

Forecast profit:

In the first year of operations the total costs are forecast to be $205 000 with revenue of $220 000

Forecast profit: $15 000

Level of output to break even: 30 000 pizzas per year

Cash flow:

Due to the high start-up and promotion costs there will be negative cash flow in the first year

Finance sources:

$10 000 invested by each owner

Request to bank for a further $15 000 plus an overdraft arrangement of $6000 per month
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Study tips

You need to know the main elements of a business plan and be able to explain why a particular business might benefit from developing such a plan.
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Activity 2.2

Read the business plan for Pizza Palace on the previous page. Explain why, if you were a bank manager reading this plan, each of the following would be important to consider before you gave the entrepreneurs a loan:


	•  market research results

	•  experience of business owners

	•  forecast profit.
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Activity 2.3

Draw up another business plan. It should be based on your own idea for a business that is operated within your school or college (for example, a stationery store, confectionery store or cake store).
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Why governments support business start-ups

Most governments offer support to entrepreneurs. This encourages them to set up new businesses. The main reasons this support is given include:


	•  Reducing unemployment – new businesses will often create jobs which helps reduce unemployment.

	•  Increasing competition – new businesses give consumers more choice and compete with already established businesses.

	•  Increasing output – the economy will benefit from increased output of goods and services and government tax revenue will increase.

	•  Benefiting society – entrepreneurs may create social enterprises which offer benefits to society other than jobs and profit, for example, supporting disadvantaged groups in society.

	•  Encouraging future business growth – all large businesses were small at one time! By supporting today’s new entrepreneurs, the government may be helping businesses that will grow to become very large and important in the future.





How governments support business start-ups

The most common ways governments support business start-ups are shown in Table 2.5.

Table 2.5 How governments support business start-ups




	What business start-ups need
	Support provided





	Grants
	These are a form of financial support for new businesses which reduces the size of loans they need to start up. This will increase their chance of being successful. Some grants are available to businesses that start up in areas of high unemployment



	Advice
	Advice and support sessions are offered by experienced business people to help entrepreneurs understand what problems may arise and how they may be overcome



	Premises
	‘Enterprise zones’ provide low-cost premises to start-up businesses



	Low-cost loans
	Loans for small businesses at low interest rates



	Employee training
	Schemes financed by the government to help start-up businesses to train employees and increase their productivity



	Entrepreneur training
	Governments often support training in essential business skills for entrepreneurs which is given by senior managers (some of them retired but very experienced). This could include financial and people management training. It reduces the risk of errors being made by entrepreneurs soon after starting up








The methods and problems of measuring business size

Businesses vary greatly in terms of size. On the one hand, a small business can be owned and run by a single individual. At the other extreme, some businesses employ hundreds of thousands of workers all over the world. Some produce output worth hundreds of dollars a year, while the biggest businesses sell goods valued at billions of dollars each year.

Who would find it useful to compare the size of businesses?


	•  Investors – before deciding which business to put their savings into.

	•  Governments – often there are different tax rates for small and large businesses.

	•  Competitors – to compare their size and importance with other businesses.

	•  Employees – to have some idea of how many people they might be working with.

	•  Banks – to see how important a loan to the business is compared to its overall size.



There are several different methods of measuring business size:


	•  number of people employed

	•  value of output/sales

	•  volume of output/sales

	•  value of capital employed.
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Definitions to learn

Capital employed is the total amount of capital invested in a business for the purpose of generating profits.
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They all have uses and problems.


Number of people employed

This method is easy to calculate and compare with other businesses, especially when they operate in the same industry. For example, in 2023 Tesla, the US-based electric car manufacturer, employed 140 473 workers. In the same year the Japanese-based car manufacturer Toyota had 375 235 employees. This suggests that Toyota is over 2.5 times bigger than Tesla but this is only true if the number of people employed is an accurate measure of business size.


Problems

This measure may not be an accurate measure of business size, especially when comparing businesses in different industries. A retailing business with 1000 employees is likely to have lower sales and much less capital employed than a nuclear power station employing about the same number of workers.

Some businesses use production methods which employ very few people but produce high output levels. This is true for automated factories which use the latest computer-controlled equipment. These businesses are called capital-intensive and they use a great deal of high-cost capital equipment to produce their output. Therefore, a business with high output levels could employ fewer people than a business which produces less output.

Another point to consider is whether two part-time employees, who each work half of a working week, should be counted as one employee or two.




Value of output/sales

Calculating the value of output produced is a common way of comparing business size in the same industry – especially in manufacturing industries. In 2023 Tesla’s total output of vehicles was valued at US$82.2 billion. In the same year, Toyota’s output was valued at US$274.9 billion. The value of sales is often used when comparing the size of retailing businesses – especially retailers selling similar products, such as supermarkets. It allows market share for each business to be calculated.


Problems

A high level of output does not mean that a business is large when using the other methods of measurement. A business employing few people might produce several very expensive computers each year. This might give higher output figures than a producer selling cheaper products but employing more workers.

The value of output in any time period might not be the same as the value of sales if some goods are not sold.

It could be misleading to use total sales as a measure when comparing the size of businesses that sell very different products, for example, a market stall selling sweets and a retailer of luxury handbags or perfumes.




Volume of output/sales

When making comparisons of business size between businesses in different countries the volume of output or sales is often used. This avoids the problem of using exchange rates (which often fluctuate) to measure the value of output or sales. In addition, comparisons of value are affected by inflation over time. The volume of output uses actual units and so is not distorted by inflation. In 2023 Tesla produced and sold 1.85 million vehicles. In the same year, Toyota produced and sold 11.23 million vehicles.


Problems

This method can only be used to compare business size within the same industry. It would be very misleading to compare the number of bicycles made by Business A with the number of ships built by Business B, for example.




Value of capital employed

Capital employed is the total value of capital invested into the business. By comparing the amount of capital invested in a business it should be clear which businesses use a great deal of capital in production or selling and which use less. In 2023 Toyota’s total capital employed was US$316 341 billion. This was over 4.5 times greater than the capital employed of Tesla at US$66 749 billion. This measure can be used, when compared to profit, to assess how effective a business is in using its finance.


Problems

This measure has a similar problem to that of the ‘number of people employed’ measure. A company employing many workers may use labour-intensive methods of production to manufacture handcrafted and high-priced output. These businesses may have relatively high numbers of employees and value of sales but use little capital equipment.
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A capital-intensive and a labour-intensive business
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Activity 2.4

You are employed by Company A, which makes motorcycles. You have been asked to write a brief report to the Managing Director comparing the size of your company with three others in the same industry. Use the following information in your report. State the problems of using each method of comparing business size.




	 
	Workers employed
	Capital employed ($m)
	Value of output ($m)





	Company A
	20 000
	  50
	100



	Company B
	  5 000
	150
	300



	Company C
	  3 000
	  60
	160



	Company D
	15 000
	180
	150
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REVISION SUMMARY

Comparing business size


[image: ]

[image: ]








Why some businesses grow and others remain small


Why the owners of a business may want to grow the business

The owners of a business often want their business to grow. What advantages will a business and its owners gain from expansion? Here are some likely benefits:


	•  the possibility of higher profits for the owners

	•  more status and prestige for the owners and managers – higher salaries are often paid to managers who control bigger businesses

	•  lower average costs (see page 248, ‘The concept of economies of scale’)

	•  larger share of its market – the proportion of total market sales it makes is greater. This gives a business more influence when dealing with suppliers and distributors, and consumers are often attracted to the ‘big names’ in an industry.





How and why businesses can grow internally

Internal growth means that a business expands what it is currently doing without joining up with another business. Internal growth can be achieved in different ways:


	•  Developing new products. A common way to expand an existing business is to develop new products. For example, a bicycle manufacturer might start to produce and sell e-bikes with built-in batteries. Many businesses will add to their existing range of products with new products, or developments of existing ones, to increase sales and expand the business. For example, Apple is up to version 16 of its iPhone.

	•  Developing new markets. Instead of expanding existing premises or product ranges to serve more customers in the existing market, businesses often choose to develop new markets to increase sales and grow. For example, a restaurant owner could open additional restaurants in other towns. In this example the business would be taking advantage of new markets and customers in other locations. The market in these new locations could be growing more rapidly than in the original location.



Internal growth is much more gradual and easier to manage than external growth.
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Definitions to learn

Internal growth occurs when a business expands its existing operations.

External growth is when a business takes over or merges with another business. It is often called integration as one business is integrated into another one.

A takeover is when one business buys out the owners of another business, which then becomes part of the ‘predator’ business (the business which has taken it over/become the new owner).

A merger is when the owners of two businesses agree to join their businesses together to make one business.

Horizontal integration is when one business merges with or takes over another one in the same industry at the same stage of production.
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How and why businesses can grow externally

External growth means that a business combines operations with another business. This can either involve a takeover or a merger.

The two most common ways of achieving external growth are:


	•  Horizontal integration. When one business merges with or takes over another one in the same industry at the same stage of production.
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An example of horizontal integration




	•  Vertical integration. When one business merges with or takes over another one in the same industry at a different stage of production. Vertical integration can either be forward or backward. Forward vertical integration is when a business integrates with another business which is at a later stage of production which is closer to the consumer. An example would be a copper wire manufacturer taking over an electrical product manufacturer. Backward vertical integration is when a business integrates with another business at an earlier stage of production (closer to the sources of supplies the business needs). An example would be a copper wire manufacturer merging with a copper mining business.
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Definitions to learn

Vertical integration is when one business merges with or takes over another one in the same industry at a different stage of production. Vertical integration can be forward or backward.
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You should notice that these two examples of integration are very different, even though they both involve two businesses joining together.


[image: ]

Backward and forward integration
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Activity 2.5

Identify the form of business growth which is used in each of these situations.


	a  A vehicle garage agrees to merge with another garage.

	b  A bicycle retailer expands by buying a bicycle shop in another town.

	c  A fruit juice business buys a fruit farm.

	d  A business making electrical goods agrees to join with a business with retail shops specialising in electrical goods.

	e  A mining company takes over a company supplying mining equipment.
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Activity 2.6

In each of the cases in Activity 2.5, explain the likely reason(s) for the expansion.
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Advantages and disadvantages of methods of growth

The advantages and disadvantages of the methods of business growth are explained in Table 2.6.

Table 2.6 Advantages and disadvantages of methods of growth




	Method of growth
	Advantages
	Disadvantages





	Internal
	
	•  Relatively gradual and therefore easy to manage

	•  Often financed from profit so may not need to take out loans

	•  Existing owners/managers keep control



	
	•  Relatively slow form of growth – competitors might grow more rapidly

	•  No new ideas brought into the business through merger and takeover






	External: horizontal
	
	•  Reduces competition

	•  Opportunities for cost reductions (see page 247, ‘The concept of economies of scale’)

	•  Larger market share



	
	•  It might be difficult to obtain the finance required to merge or take over a competitor

	•  Different styles of leadership might lead to employee uncertainty about how they are being managed






	External: vertical – forward
	
	•  Ensures an outlet for the products/services of the business

	•  The business is now ‘closer to the customer’ and might benefit from better communications with the people who buy its products

	•  The price to the customer can be controlled



	
	•  A rapid form of growth which might be difficult to finance and manage

	•  Managers might lack the skills needed to produce effective marketing plans and promotions for a retailing business, for example






	External: vertical – backward
	
	•  Gives an assured supply of important materials/components

	•  The supplier might be prevented from providing products to competitors

	•  The cost of supplies can be controlled and profit margin absorbed



	
	•  Management might lack the skills needed to operate a business manufacturing advanced technology components, for example

	•  The cost of taking over a supplier might be higher, in the long term, than just purchasing the supplies, making the business less competitive
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Extend your skills of analysis

A question that asks why a supermarket might benefit from taking over another supermarket could be answered as follows:

Horizontal integration is taking over a business at the same stage of production, in this case retailing.

Extend your analysis by explaining why this is an advantage.

Now the business is larger with a bigger market share, it could insist on bigger discounts from suppliers. This will reduce the cost of supplies.

Extend your analysis by explaining why this will benefit the business.

Lower cost of supplies will help the larger supermarket business increase profit on each item sold (gross profit margin) and total profits of the business are likely to increase.
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Case study: PVR merger with INOX Leisure

PVR Cinemas, 1 of the largest multiplex cinema chains in India, merged with INOX Leisure, its rival competitor, in February 2023 to create the largest cinema chain in India. These 2 businesses were the leading cinema chains in India. This $1.46 billion deal aimed to strengthen PVR’s market position against competition and provide economies of scale for better pricing and better films at the cinemas. The new business aims to open new cinemas in smaller cities but close cinemas in places where previously both had cinemas.
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Activity 2.7

Read the case study on the right.


	a  Is this takeover an example of horizontal or vertical integration? Explain your answer.

	b  Explain two possible reasons why INOX Leisure merged with PVR.

	c  Do you think consumers in India will benefit from this merger? Explain your answer.
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Problems linked to business growth

Not all business expansion leads to success. There are several reasons why business expansion can fail to increase profit or achieve the other objectives set by managers and owners. These reasons are explained in Table 2.7.

Table 2.7 Problems linked to business growth




	Problem resulting from expansion
	Possible ways to overcome problem





	Larger business is difficult to control (see also page 248, ‘The concept of diseconomies of scale’)
	Operate the business in small units, for example, separate product divisions. Each unit will operate on a smaller scale



	Co-ordination is more difficult in a larger business
	Set clear and specific objectives
Senior management team should meet frequently to ensure all departments and units are working towards these objectives




	Larger business can lead to poor communication (see Chapter 7)
	Operate the business in smaller units
Use latest IT equipment and telecommunications to communicate with employees/customers




	Expansion costs so much that business is short of finance
	Expand more slowly – use profits from slowly expanding business to pay for further growth
Arrange long-term finance to spread the cost of the expansion over a longer period of time




	Integrating with another business is more difficult than expected, perhaps because different leadership styles lead to different opinions on how to run the business
	Identify differences in styles before merger or takeover and set common objectives and ways of achieving them







Why some businesses remain small

Not all businesses grow. Some stay small, employing few people and using relatively little capital. There are several reasons why many businesses remain small, including:


	•  the type of industry the business operates in

	•  market size

	•  owners’ objectives

	•  limited availability of capital.




The type of industry the business operates in

Industries with very many small businesses include hairdressing, car repairs, window cleaning, local shops, plumbers, catering. Businesses in these industries offer personal services or specialised products. If they were to grow too large, they would find it difficult to offer the close and personal service demanded by consumers. There are also few cost advantages from expansion. In these industries it is often very easy for new businesses to be set up and this creates new competition. This helps to keep existing businesses relatively small.



Market size

If the market – that is, the total number of customers – is small, the businesses are likely to remain small. This is true for businesses, such as shops, which operate in rural areas far away from cities. It is also why businesses which produce goods or services of a specialised kind, which appeal only to a limited number of consumers – such as very luxurious cars or expensive fashion clothing – remain small.



Owners’ objectives

Owners’ objectives sometimes include keeping their business small. They could be more interested in keeping control of a small business and knowing all their employees and customers than managing a much larger business. Owners sometimes want to avoid the stress and worry of running a large business.



Limited availability of capital

If finance is difficult to obtain or if interest rates on new loans are high, owners of a small business may be unable to afford to expand the business. They may not want to take on new partners or investors if this means they lose control and ownership of the business.
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Key info

There were 5.6 million private sector businesses in the UK in 2023. Small businesses (defined in the UK as those with 0–49 employees) accounted for 99.2% of all these private sector businesses. Total employment in these businesses was 13.1 million, which is 61% of all private employment in the UK. How many small businesses are there in your country?
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Activity 2.8

In groups, visit or research the central area in your nearest town or city. List the main businesses in this area. Which of these are large businesses and which are small businesses? You may be able to identify this by whether they are part of a chain of shops or businesses or single, individual businesses. What products or services do the small businesses offer? Can you conclude what makes these businesses small?
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Why some businesses succeed and others fail

What makes a business successful? By ‘success’, business analysts are usually referring to the growth and increasing profitability of businesses. There is no magic formula to explain why some businesses become very successful but here are a few examples:


	•  New, innovative products: Dyson electrical products. A high proportion of its income is invested in developing new and ever more innovative products.

	•  Management skills: Toyota cars. Its management skills and processes allow this manufacturer to produce cars at a lower unit/average cost than most other car companies.

	•  Lack of competition: Google search engine. Google dominates the search engine market with more than 85% of global online search volume. Competition is low because of Google’s excellent reputation and range of services.

	•  Brand image: Apple iPhones. The high demand for the latest version of Apple’s phones always exceeds supply because of the brand image and range of features the products have.



However, not all businesses are successful. The rate of failure of newly formed businesses is high – in some countries, over 50% close within five years of being set up. Even old, established businesses can close down because they make a loss or run out of cash.

The main reasons why some businesses fail include:


	•  Lack of management skills. This is a common cause of new business failures. Lack of experience can lead to bad decisions, such as locating the business in an area with high costs but low demand. Family businesses can fail because the sons and daughters of the founders of a business do not necessarily make good managers – and they might be reluctant to recruit professional managers.

	•  Lack of available finance. Shortage of cash (lack of liquidity) means that employees, suppliers, landlords and governments cannot be paid what they are owed. Failure to plan or forecast cash flows can lead to this problem and is a major cause of businesses of all sizes failing.

	•  Unsuitable products. This will lead to low demand from customers. If the business has failed to research the market and customers’ needs accurately, it is likely that the products will fail to meet sales targets. Falling sales and revenue are common reasons for business failure.

	•  The demand for the product can be low. This can happen for reasons other than the poor suitability of the product. If the price is set too high or if lack of promotion means that not enough customers are aware of the product, falling sales and profit will lead to the business eventually closing.

	•  Changes in the economy. Failure to plan for change is a feature in many of the later chapters. It adds to the risk and uncertainty of operating a business. Major economic changes, such as high interest rates or increased unemployment, which reduce demand for many products, can lead to business failures if they are not responded to effectively.

	•  High level of competition. Some industries and markets are quite easy for new competitors to enter. Examples include fast-food cafes and nail bars. The greater the level of competition, the greater the risk of a business failing as it might not attract enough customers.
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Activity 2.9

Using the internet, research one business you know that has stopped operating or gone bankrupt. Try to find out why it failed. Share your findings with the rest of the class.
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International business in focus

AstraZeneca takeover of Chinese cancer therapy company Gracell

In 2024 the Anglo-Swedish pharmaceutical business, AstraZeneca, took over a Chinese cancer therapy company, Gracell Biotechnologies, for $1.2 billion. AstraZeneca is Britain’s biggest drug manufacturer and about a third of its work is focused on cancer treatments. The company is expanding in China. Gracell Biotechnologies produces a type of cancer therapy known as CAR-T and the takeover provides further investment in cancer research and treatment.

China is the second biggest market for AstraZeneca after the USA – more than 10% of the company’s revenue in 2023 came from China. By acquiring Gracell, AstraZeneca is not only increasing its number of customers in China but also hoping to work with local Chinese businesses that can sell more of its drugs to other markets in the country.
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Medical research requires scientists and specialist facilities



Source: Adapted from www.theguardian.com/business/2023/dec/26/astrazeneca-buys-chinese-cancer-therapy-firm-gracell-for-12bn

Discussion points


	•  What are some of the benefits to AstraZeneca of taking over a company in China?

	•  Why do you think AstraZeneca has used a takeover as a method of growth?

	•  If AstraZeneca was to take over a chain of retailers selling drugs, what form of integration would this be? Do you think this would be a good idea?
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Chapter review questions: Short answer and data response


	1  Sabrina was bored with her job in a clothing factory. Her main passion was fashion and she had always been good at selling since helping her father on his market stall. She encouraged her parents and some friends to invest in her idea for opening a shop selling good quality women’s clothes. Sabrina, as the entrepreneur behind the idea, was prepared to risk her own savings too. She had some exciting ideas for the shop layout and presentation of clothes.

	a  Define ‘entrepreneur’.
[2]


	b  Outline two characteristics that Sabrina seems to have that might lead to the success of her business.
[4]


	c  Explain two advantages to Sabrina of keeping her business small.
[6]


	d  ‘I think I should draw up a business plan before I start,’ said Sabrina to a friend.
‘I think it would be best if you set the business up now – you don’t need a plan as the shop will be so small,’ said her friend.

Which view do you agree with? Justify your answer.

[8]





	2  TelCom owns a phone network and provides phone network services to many consumers. The business does not manufacture phones and it does not own retail stores selling them. It has grown through horizontal integration. Senior managers at TelCom are considering a takeover of either a phone manufacturer or a chain of phone shops. TelCom has 4000 employees and, last year, recorded total sales of $300 million.
In contrast, the largest manufacturer of mobile phones, PhonTec, has 450 employees and recorded total sales last year of $1200 million.


	a  Define ‘horizontal integration’.
[2]


	b  Outline two problems of measuring the size of TelCom.
[4]


	c  Explain two possible reasons why senior managers at TelCom want to expand the business.
[6]


	d  Do you think it would be better for TelCom to expand by taking over one of its suppliers or a chain of phone shops? Justify your answer.
[8]






[image: ]






[image: ]

Revision checklist

In this chapter you have learned:


	[image: ]  the characteristics of successful entrepreneurs

	[image: ]  the purpose, key elements and importance of a business plan

	[image: ]  why and how governments support business start-ups

	[image: ]  methods for measuring the size of businesses and the problems with these methods

	[image: ]  why owners of a business may want it to grow

	[image: ]  why and how a business can grow internally and externally

	[image: ]  the advantages and disadvantages of each method of growth and problems resulting from growth

	[image: ]  why some businesses remain small

	[image: ]  why some businesses succeed and others fail.
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NOW – test your understanding with the revision questions in the Student etextbook and the Workbook.
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