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Introduction

This textbook has been written specifically to meet the needs of students studying the A-level only section of the AQA A-level Business specification. It provides thorough coverage of the subject content of the A-level only part of the specification, section by section, as it is laid out in the specification document. Together with Book 1, it provides all of the materials for students taking the AQA A-level Business qualification.

Up-to-date examples and illustrations from actual businesses and situations are used throughout the book in order to help you to recognise the dynamic and changing nature of business and its relevance to society.

Structure

This book follows the order of the AQA A-level Business (7132*) specification. (*7132 is the AQA code used to describe the A-level award.) The content of this book builds on the content in Book 1 (AS coded as 7131). You should ensure that you have studied Book 1 before reading this book.

The AQA A-level Business specification is divided into ten sections. Six of these sections constitute the AS, or first part of the A-level course. The second part (A-level only) consists of four new sections.

The AS, or first part of the A-level course is designed to introduce the concept of business and the environment in which businesses operate.

● Section 1: What is business?

It then focuses on the working of the four main functional areas of business:

● Section 2: Managers, leadership and decision making

● Section 3: Decision making to improve marketing performance

● Section 4: Decision making to improve operational performance

● Section 5: Decision making to improve financial performance

● Section 6: Decision making to improve human resource performance.

This book moves the focus to the overall strategic management of businesses, incorporating detailed scrutiny of the internal and external environment within which businesses operate. It is divided into four sections, each of which is split into further parts – shown by the individual chapters in this book. The sections and chapters are summarised below:

● Section 7: Analysing the strategic position of a business. Chapters 1 to 8
This section examines the mission and objectives of businesses. It examines how businesses and their objectives are influenced by the internal strengths and weaknesses of the business, and how external opportunities and threats affect different businesses. The section concludes with an examination of how strategic options can be analysed.

● Section 8: Choosing strategic direction. Chapters 9 to 10
This section looks at how a business chooses its strategic direction (choosing which markets to compete in and which products to offer) and how it decides on its strategic positioning (how it chooses to compete).

● Section 9: Strategic methods: how to pursue strategies. Chapters 11 to 14
This section provides an assessment of the merits and demerits of four different strategic approaches: changing scale; innovation; internationalisation and greater use of digital technology.

● Section 10: Managing strategic change. Chapters 15 to 18
This concluding section examines how businesses manage their strategies. It looks at how businesses manage change and organisational culture. It concludes by studying strategic implementation and potential problems relating to the management of strategy.

Special features

This book contains several special features designed to aid your understanding of the requirements of the AQA A-level Business course.

Key terms

These are clear, concise definitions of the main terms needed for the course. Every term in this part of the AQA A-level specification is included as a key term to enable you to develop a sound understanding of the concepts that are essential learning.

Authors’ advice

Both authors have over 30 years’ experience of teaching and have used this to provide snippets of advice that will help you to improve your understanding of topics that may provide certain challenges and to help you avoid potential pitfalls.

Fact files

Topical examples from the world of business are included at regular intervals to help you develop your understanding and application skills by showing how the business ideas you have studied can be applied to real-life situations. The fact files will also increase your awareness of current developments and practices.

Did you know?

These boxes are placed throughout the book; they provide useful insights into the ideas and concepts covered in the course and their use in businesses. The comments will help you to improve your understanding of business activities.

What do you think?

On occasions, facts or comments on business activity are presented in the form of a challenge – what do you think? There is often a range of possible solutions to business problems or many differing consequences to an action. These boxes will get you thinking about the possible alternative solutions or consequences.

Practice exercises and case studies

In the 18 chapters of this book, there are 49 different practice exercises that are provided to help you check your understanding of the topics you have covered in each chapter. Many of the questions in these exercises are geared towards assisting you in revising and testing your knowledge and understanding of the topics covered. Other questions will enable you to test your application skills, particularly where calculations are involved. Some questions will also test higher-level skills, such as analysis and evaluation.

In the book there are also 35 case studies to provide further practice in answering questions. Most of these case studies are based on real-life businesses and provide background information that is intended to help you to:

● develop further your understanding of the business world

● practise and develop your skills.

For shorter chapters the practice exercises and case studies are placed at the end of the chapter. This is to allow your understanding of the chapter contents to be tested immediately after completing the topics. However, some longer chapters cover a great deal of material and have been divided into identifiable topic areas. Consequently, some of the practice exercises and case studies in these chapters have been placed in the body of the chapter, at the point at which a particular topic area has been completed. As a result, you will be able to test your understanding immediately after completing that topic rather than waiting until the end of the chapter.

Assessment skills

The hierarchy of skills

Every mark that is awarded on an A-level paper is given for the demonstration of a skill. The following four skills are tested:

● Knowledge and understanding – demonstrating knowledge and understanding of the specified content of the course, such as knowing the definition of a business term or stating the advantage of a particular method.

● Application – relating or applying knowledge and understanding to a specific organisation or situation. An example might be advising a business to target a particular segment of consumers, based on recognising the most relevant consumers for that organisation.

● Analysis – using business theory to develop a line of thought in relation to the solution of a business problem. An example might be showing how improvements in the quality of a product may cause cash-flow problems in the short term but lead to more satisfied customers, and therefore more sales revenue, in the long run.

● Evaluation – making a judgement by weighing up the evidence provided and, possibly, recognising the strength, quality and reliability of the evidence before making a decision.

All questions are marked according to this hierarchy of skills, with knowledge being the easiest and evaluation being the most difficult.

Command words

To help you recognise the highest level of skill required in a question certain command words will be used. Some key command words are:

● Calculate: Work out the value of something, such as the percentage of labour turnover.

● Describe: Set out the characteristics of certain data, such as a trend in sales value.

● Explain: Set out purposes or reasons, such as the factors influencing a decision to expand capacity.

● Analyse: Separate information into components and identify their characteristics, such as showing how financial incentives for staff may affect motivation.

● Evaluate: Judge from available evidence, such as weighing up the pros and cons of a particular marketing strategy.

● Justify: Support a case with evidence, such as studying two possible options for a business and showing why a particular option is better than an alternative option.

● To what extent: Say by how much or how many, such as studying a business that is aiming to increase profits and assessing the degree to which a decision to decrease price might improve (or worsen) the business’s profitability.

Assessment of AQA A-level Business

The scheme of assessment describes the format of the examinations and the methods of assessment – the A-level course is assessed 100 per cent by examinations. For the A-level qualification students take THREE examination papers, each of which is weighted as one-third of the A-level qualification. Unlike previous qualifications all three of these papers must be sat at the end of the A-level course. These examinations are based on all elements of the A-level specification and each examination paper can test any topic. Thus a topic from a specific chapter might be tested in Paper 1, Paper 2 or Paper 3 of the A-level. The essential difference between the three papers is the style of assessment.

A-level Paper 1: 2 hours. Maximum marks: 100. All questions in Sections A and B are compulsory.

A-level Paper 1 consists of four sections:

● Section A – Multiple-choice questions. 15 questions. 15 marks

● Section B – Short-answer questions. Approximately 6 questions. 35 marks

● Section C – Essays. One essay from a choice of two essays. 25 marks

● Section D – Essays. One essay from a choice of two essays. 25 marks

A-level Paper 2: 2 hours. Maximum marks: 100. All questions are compulsory.

A-level Paper 2 consists of three sets of data response questions, each of which is worth approximately a third of the total marks on the paper. One of these sets of data response questions will be based on material that is predominantly numerical or graphical. The other two sets of data response questions will be based on articles, which may include some numerical information.

The format of the questions set may vary but will be based on the following:

● Each set of data response questions will commence with a calculation (or two), short-answer or analytical question.

● Each set of data response questions will include a question testing analysis.

● Each set of data response questions will conclude with a question requiring evaluation.

Overall, the paper will include approximately 9 or 10 questions.

A-level Paper 3: 2 hours. Maximum marks: 100. All questions are compulsory.

A-level Paper 3 consists of approximately 6 or 7 questions based on a single case study.

The format of the questions set may vary but will be based on:

● 2 or 3 analysis questions

● 3 or 4 evaluation questions.

Study advice

Keep up to date

This book contains many topical examples for you to use, but business is constantly changing. Although a textbook provides you with the theory, reading newspapers, magazines and internet articles will help you to keep pace with changes. One thing is guaranteed: the business environment will have changed between the beginning and the end of your A-level course, so there is no substitute for keeping an eye on the latest business news.

Build your own business studies dictionary

As you progress through this book, build up your own glossary/dictionary of terms. This will ease your revision and help to ensure that you can define terms clearly. Knowing the exact meaning of terms will also allow you to write relevantly on the other, non-definition questions.

Read each chapter thoroughly

On completion of each topic, make sure that you have read each page of the relevant chapter and use the questions at the end of each chapter to test yourself. If you adopt this approach for every chapter of the book, your revision will be just that: revising what you have already learned rather than learning material for the first time.

Complete the practice exercises and case studies

Tackle the practice exercises and case studies in each chapter, even if you are not asked to do so by your teacher. Completion of these exercises will help you to check that you have understood the basic ideas in the chapter. It will also help you to develop the best approach to answering business questions.

Develop your communication and data-handling skills

There is no need to have studied GCSE Business, or equivalent, courses before starting the A-level course; the AQA AS and A-level specifications assume that you have no prior understanding of the subject. However, there is an expectation that you have already developed certain skills during your general GCSE (or equivalent) programme. These skills are communication and the ability to use and interpret business data. You should be able to understand and apply averages (the mean, median and mode); prepare and interpret tables, graphs, histograms, bar charts and pie charts; and interpret index numbers.

Focus on the higher-level skills

It is tempting to focus chiefly on the facts when you are revising. Good knowledge is vital, but it is also important to consider the depth of your answers. Include scope for this in your revision so that you are able to provide well-thought-out answers that demonstrate sound analysis and evaluation. Try to think of ways to apply your learning.

Read the Chief Examiner’s report

This report will alert you to the strengths and weaknesses shown by previous students and will help you to refine your approach. Along with previous examination papers and mark schemes, these reports are available in PDF format from the AQA website (www.aqa.org.uk).

We wish you well in your studies and examinations, and hope that this book helps to provide you with the understanding needed to succeed. Good luck!
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1 Mission, corporate objectives and strategy



This chapter begins with a discussion about the influences on the mission of a business. It then considers the internal and external influences on corporate objectives and decisions, including the pressures for short-termism, business ownership and the external and internal environment. A distinction is made between strategy and tactics. The links between mission, corporate objectives and strategy are then explained. The impact of strategic decision making on functional decision making is considered. The chapter concludes with an explanation of SWOT analysis and a consideration of its value to business.



Influences on the mission of a business


Before an organisation can start to address the task of planning and setting objectives, it must have a clear understanding of its overall purpose. This is expressed as a mission and is communicated via a mission statement. The first half of Chapter 1 of AQA A-level Business Book 1 considered business mission in detail; ensure that you reread that chapter to refresh your understanding of the concept.


Key term

Mission An organisation’s aims or long-term intentions, its ultimate purpose; a business mission is sometimes the same as its corporate aims.




Did you know?

A mission statement is a qualitative statement of an organisation’s aims. It uses language intended to motivate employees and convince customers, suppliers and those outside the organisation of its sincerity and commitment.



Some authors separate the idea of business vision and business mission; others see them as a single concept. Where they are separate concepts, the vision of an organisation is what it wants to become, while the mission is a reflection of the present and states what the business is and what it values.

Mission and vision statements are important because:

● They communicate the purpose and values of an organisation to its stakeholders. The better employees and other stakeholders understand an organisation’s purpose, through its mission and vision, the better able they will be to understand its strategy (i.e. the plan about how it will achieve its vision and mission) and the implementation of its strategy. (Strategy is explained in more detail later in the chapter.)

● They inform the strategy adopted by an organisation.

● They enable measurable goals and objectives to be identified, which allow an organisation to gauge the success of its strategy.

A range of factors influence the mission of a business. These include:

● The size of a business. A small local business may have a mission that reflects the personal interests of the owner, for example simply to make a living or to provide products of excellent quality to meet local needs. There is less likely to be employee involvement in determining the mission of a small business and the owner’s own goals may be non-negotiable. As a business grows, its mission will change and may, for example, reflect the interests of a wider group of stakeholders or incorporate national or global aspirations about its activities.
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● The range of activities undertaken by a business. A large organisation with a range of different activities or a business that produces a range of different products for different markets, may find it difficult to identify a single-sentence mission statement that encompasses all of its activities. For example, a supermarket with an original mission that was focused on value for money may have to rethink its mission if it moves into banking and financial services. To counter this, some companies produce mission lists, while others produce mission booklets. While these tend to cover all of a company’s activities, they are less memorable than a single-sentence mission.

● The nature of owners and important stakeholders in a business. (Stakeholders were discussed in detail in Chapter 6 of Book 1.) The mission must be one that is understood and agreed upon by all stakeholders if it is to be effective in providing a common purpose and a collective view. Some mission statements fail to have any impact on company performance because they do not provide a clear signal as to how the purpose, values and strategy should guide employees’ standards and behaviour. Involving employees in determining the mission may result in their greater commitment to the business and its mission. However, mission statements do not necessarily add value and can do serious harm if, for example, employees recognise that the values and behaviour standards mentioned in the statement are different from their own. For example, when a high-profile petroleum company issued a mission statement that included an appeal for a balanced home and work life, many of its employees ridiculed the document because it did not reflect their experience of working in the company.

● Changes over time. As the nature of a business and its goals change, its mission needs to be continually monitored and altered. For example, Microsoft, founded in 1975, originally supplied the operating system for a major mainframe provider. Its early mission was ‘a computer on every desk and in every home’. Today, its range of activities has grown to encompass the internet and related technologies and its mission now is: ‘to empower every person and every organisation on the planet to achieve more’.

● The actual performance of an organisation. Mission statements need to match what is actually happening in an organisation and should be checked for any hidden meanings or negative implications before being placed into the public domain. This was clearly not the case when the former British Rail, which was known for delays and cancellations of train services, launched its famous ‘We’re getting there’ mission statement.

● External factors, such as the level of competition, economic conditions and possible government regulation, may influence a business mission. Some of these factors were considered in Chapter 3 of Book 1 and there is further discussion of the external environment in Chapters 4, 5, 6 and 7 of this book.

● A business’s strengths and opportunities. Its strengths are likely to be its distinctive competences, which are likely to become its competitive advantages. Competitive advantage refers to why one business outperforms its competitors because of particular features about, for example, its technology, image and brand name or employees. (Competitive advantage is discussed in detail in Chapter 10 of this book.) Taking such differences into account when determining a mission can mean that the mission becomes a recipe for success. This is because the mission defines an organisation’s accomplishments and its competitive advantage, which differentiates it from everyone else. It also provides employees with directions to help them develop plans and look for opportunities for improvement.

● The extent to which a business demonstrates social responsibility in its actions can influence its mission. This is usually a reflection of the views and nature of founders and leaders of a business and also of its stakeholders. For example, the founder of The Body Shop, Anita Roddick, was very clear about reusing, refilling and recycling containers and packaging, and about the source and use of natural ingredients for the products sold.
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Internal and external influences on corporate objectives and decisions


Corporate objectives are set in order to co-ordinate business activity and give a sense of direction to, and guide the actions of, an organisation as a whole. They act as a focus for decision making and effort, and as a yardstick against which success or failure can be measured. They also encourage a sense of common purpose among the workforce. A sense of common purpose makes it much easier to co-ordinate actions and to create a team spirit, which in turn is likely to lead to improvements in efficiency and a more productive and motivated staff. Corporate objectives govern the functional objectives or targets for each division or department of the business. See Chapter 1 in Book 1 for a detailed discussion about what business objectives are, why they are set and the difference between corporate and functional objectives and decisions.

Examples of corporate objectives include: maximising shareholder wealth; maximising sales revenue; focusing on a firm’s core capabilities rather than venturing into risky diversification; social and environmental responsibility; adding value; and enhancing reputation through continuous technological innovation.


Key term

Corporate objectives Goals of the whole organisation rather than of different elements of the organisation. They are set in order to co-ordinate the activities of, give a sense of direction to, and guide the actions of the whole organisation. They are dictated by the mission or corporate aims of an organisation.




Did you know?

Corporate aims are often provided in the form of a mission statement and give a general focus from which corporate and other objectives can be set. Aims determine the way in which an organisation will develop.



There are many influences on business objectives and decisions; the following include some of the most important ones. They are classified according to whether they are broadly internal or external influences.

Internal influences on objectives and decisions

● Business ownership: Whether an organisation is profit making or non-profit making will have a significant influence on corporate objectives and decision making. If profit making, whether the business is a sole trader, private limited company or public limited company will also have an important influence. The different forms of business ownership were discussed in detail in Chapter 2 of Book 1

● The relative power of stakeholders: Stakeholders were examined in detail in Chapter 6 of Book 1. The relative power of individual stakeholder groups and their influence on objectives and decision making depends on the nature of the business. For example:

∘ in some small family businesses, the interests of shareholders may be the major influence on objectives and decision making

∘ for organisations whose location has a major impact on the local environment, local communities or environmental pressure groups may be powerful stakeholders that influence decision making and the setting of, and ability to meet, objectives.

Whether a business adopts a traditional (or shareholder value) perspective will influence its objectives and decisions. These issues were discussed in detail in Chapters 2 and 6 of Book 1.

● Ethics: A decision made on ethical grounds might reject the most profitable solution for a business in favour of one that provides greater benefit to society as a whole, or to a particular group of stakeholders, such as the local community or employees. The approach to ethics in a business, which is heavily influenced by its leaders and the culture that is present in the business, will be influential in the setting of objectives.

● Business culture: Culture is often described as ‘the way that we do things around here’, meaning the type of behaviour that is considered acceptable or unacceptable. Culture has a major influence on objectives and decision-making processes in an organisation, in particular in relation to how it responds to changes in the external environment. For example, the culture of an organisation will influence how resistant to change it is and thus the level of risk it is prepared to take in terms of decision making and will thus be an important influence on objectives. Culture is considered in detail in Chapter 16 of this book.

● Resource constraints: Resources can be financial, human or physical. The fact that all resources are scarce relative to the demand for them has a huge influence on a business’s objectives and its decisions. Resource constraints mean that every decision about how to deploy limited resources will involve a consideration of opportunity cost. This is explained in more detail below:

∘ Financial resources. If a company is unable to generate sufficient financial resources, this will affect its objectives and its decision making. For example, decisions about expansion or diversification will depend on a business having sufficient funds, or access to funds, to support these developments. Limited financial resources will mean a business must choose between alternatives, for example, whether to allocate a larger budget to its marketing activities or to improving the quality of its production facilities.

∘ Human resources. The availability of human resources will influence an organisation’s objectives and decision making. For example, whether a business decides to introduce a particularly complex piece of computer software might depend on whether it has sufficient trained staff, whether it will be able to recruit such trained and experienced individuals or whether it can provide appropriate training for unskilled, but otherwise suitable staff.

∘ Physical resources. If a business has set an objective to expand its business in a particular geographical area, the availability of suitable sites at affordable prices is likely to influence the suitability and attainability of this objective.
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External influences on objectives and decisions

● Pressure for short-termism: this is where businesses focus on short-term profit objectives rather than long-term performance objectives. It is often the result of pressure from institutional investors seeking to maximise their funds and profits. Detailed discussion about public limited companies and the pressures they face from institutional investors to focus on short-term objectives were discussed in Chapter 2 of Book 1.

● The external environment: The external environment and its impact on business costs and the demand for goods and services were discussed in Chapter 3 of Book 1. That discussion indicates very clearly that the external environment is a major influence on objectives and decision making in business.

∘ Changes in economic policy, such as an increase in interest rates, will influence business objectives and decisions about, for example, whether to delay expansion plans because the costs of finance become too high and consumers’ discretionary income falls. On the other hand, improving economic growth may mean incomes are rising and this in turn might cause a business to look more favourably on plans for expansion if it believes higher incomes will mean more sales.

∘ Environmental factors might influence objectives and decisions, for example about which method of waste disposal to adopt.

∘ Demographic trends may influence objectives and decisions about the mix of products a business should provide in order to take advantage of, for example, the growing number of elderly people in the population.

∘ The actions of competitors will also be a significant influence on objectives and decision making. For example, if a competitor brings out a new product, reduces the price of its existing products or establishes a new sales outlet nearby – each of these actions will influence the objectives and decisions a business makes about its own product, pricing and location strategies.
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The external environment is considered in more detail in Chapters 4, 5, 6 and 7 or this book.


Author advice

Note that although influences have been classified as internal or external, many influences on objectives and decisions are a mixture of both internal and external factors. For example, financial constraints may be an internal influence on objectives and decisions in a business, but the availability of financial resources may themselves be influenced by issues in the external economic environment.



Long- and short-term influences on objectives and decisions

In practice, objectives are constantly modified in response to changes in the market, the external environment and opportunities available. Thus short-term objectives may vary from longer-term objectives. For example:

● A financial crisis is likely to encourage a firm to focus on short-term survival rather than, say, growth or market share. This does not mean that its long-term objectives in relation to growth or market share and relevant decisions about these have changed. However, in the very short term, contingency plans and alternative strategies may be required.

● A firm may have a long-term objective of improving profitability, but in the short term profitability might be sacrificed in order to try to eliminate a competitor. For example, in the short term, a firm might use very low pricing (sometimes known as destroyer or predatory pricing) in order to force a competitor from the market. This might mean losses being sustained in the short term in order to pursue growth and increase market share, which in turn should improve long-term profitability.

● In a recession, emphasis is likely to be placed on survival, whereas over the longer term and in a boom period, the potential for high profits may encourage other objectives, such as helping the environment or local community, or diversification.

● Changes in government policy may force a company to adopt different short-term priorities. For example, an increase or decrease in interest rates can have a significant impact on the borrowing costs of a business, and depending on the market it operates in, on consumer demand for its products. (Interest rates and their impact on business were discussed in detail in Chapter 3 of Book 1 and are considered in Chapter 5 of this book.)

● Negative publicity from, for example, a faulty product or an environmental disaster, will cause a firm to focus on improving its image in the short term in order to re-establish itself in the market, regardless of its longer-term objectives.




The distinction between strategy and tactics


Strategy

Objectives form the basis for decisions on strategy. Strategy is the medium- to long-term plan that will allow a business to achieve its objectives. Such plans include details about what is to be done and the financial, production and personnel resources required to implement the plans. Strategies should not be considered until corporate objectives have been agreed.

Corporate strategies are the general approaches that a company uses and the policies and plans it develops in order to achieve its corporate aims and objectives. Just as corporate aims and objectives are translated into more detailed functional objectives, corporate strategies are translated into more detailed functional strategies.


Key term

Strategy The medium- to long-term plan through which an organisation aims to attain its objectives.



Corporate strategies are usually planned at board of directors level, but have an impact at functional levels within a business. They involve decisions about broad issues such as what precise market the business is in, who its competitors are, and how it intends to compete. Corporate strategies may also involve decisions on whether to diversify into new products and new markets.

In a multi-product business, corporate strategy will be concerned with how the various products fit together and contribute to the overall success of the business. If one of its corporate objectives is to increase market share, a firm’s corporate strategies will focus on how this will be achieved, which might involve decisions on whether to expand, for example, into America or into Europe. If a corporate objective is to improve profitability and cut costs, a corporate strategy might be to outsource its backroom administrative activities to countries where labour is much cheaper. If a company has been hit by falling demand or a need to improve efficiency in order to compete more effectively, corporate strategies might involve reorganisation from a functional to a matrix structure or from a geographical to a product-based structure.


Author advice

Just as any decision has an opportunity cost, so choosing one strategy rather than another involves an opportunity cost.



Tactics

While strategy tends to be decided at board of directors or senior leader level, tactics tend to be decided by functional heads of departments. Tactics are the means by which a strategy is carried out. A range of different tactics may be used as part of a single strategy. Tactics enable an organisation to reach the milestones or interim targets that have been set in order to achieve its overall objectives.


Key term

Tactics The means by which a strategy is carried out; a range of different tactics may be used as part of a single strategy.



Sometimes the distinction between strategy and tactics is explained in terms of strategy being about ‘what’ an organisation is going to do and tactics being about ‘how’ it is going to do something. While strategy tends to be longer term and changes infrequently within the period set to achieve the organisation’s objectives, tactics tend to be short term and change frequently in relation to market and external influences.

The following examples illustrate the distinction between strategy and tactics:

● A business may wish to improve its market standing; its strategy may be to improve its brand image in comparison to that of its competitors; the tactics that are used to do this might include television and online advertising and celebrity endorsements.

● A business may wish to improve the quality and skills of its employees in order to maintain or improve the quality of service provided to customers; the strategy might be to improve retention of its best-performing employees; tactics might be to provide them with the best rates of pay, best in-work benefits and/or involve them more in decision making.




The links between mission, corporate objectives and strategy


An organisation’s mission will influence its corporate objectives. The organisation’s strategy will be the plan that is designed to achieve these objectives and to ensure that the organisation’s actions match its mission.

Aims and objectives start off broad at the corporate level and become more detailed at the level of each functional area, thus encouraging a co-ordinated approach. The same approach is used in determining the corporate plan or strategy that will be put in place to achieve these aims and objectives. Functional strategies or plans will set out what the different functions of the business (including marketing, operations, human resource and finance) will do to contribute to the overall corporate strategy or plan and hence the achievement of corporate objectives.


Author advice

Strategic analysis (also known as corporate planning) requires you to bring together many of the concepts and content covered elsewhere in the course – marketing, finance, people, operations.

Do not allow different terms to confuse you. In this area, many terms are used interchangeably and essentially mean the same thing. For example, corporate plan, strategic plan and corporate strategy all refer to the broad corporate-level plans that a business makes in order to achieve its objectives.



A corporate plan is a strategy detailing how a firm’s aims and objectives will be achieved, comprising both medium- and long-term actions. It clarifies the role of each department in contributing to meeting the aims and objectives of the organisation. As a result, it allows for better co-ordination of activities within a business. In addition, it helps to identify the resources required by the organisation and so makes it easier to raise finance by providing a clear plan of action, indicating how and why investment is required. Its success depends on a number of issues, including whether it is the right plan for the business in its present circumstances, whether there are adequate financial, human or production resources to implement the plan, the probable actions and reactions of competitors, and how changes in the external environment are likely to affect the plan and the business.

The corporate or strategic planning process illustrates the strong links between mission, corporate objectives and strategy. It involves the following stages:

● Mission statement. This stage sets out the purpose of the organisation and its corporate aims (also discussed in Chapter 1 of Book 1).

● Objectives. This stage breaks down the corporate aims and indicates how they can be achieved in terms of corporate and functional objectives (discussed in Chapters 1, 7, 11, 16 and 20 of Book 1).
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To produce a plan of action or strategy, the company needs to gather information about the business and its market. Such information comes from internal and external sources.

● Internal environment. This stage reviews the organisation’s different functional areas, including marketing, finance, operations and human resources, in order to assess its core competences, what its key resources are and how successful it is in the markets in which it operates. It is through sensible resource utilisation and a focus on its core competences that a business is best able to take advantage of opportunities in its environment.

● External environment. This stage assesses the key changes that are taking place in the organisation’s external environment and makes use of PESTLE analysis (discussed in Chapter 3 of Book 1 and in Chapters 4, 5 and 6 later in this book) and Porter’s five forces analysis (discussed in detail in Chapter 7 of this book).

● SWOT analysis. This stage identifies the key internal strengths (S) and weaknesses (W) of the organisation and its external opportunities (O) and threats (T). It analyses what the organisation needs to do to counter threats, seize opportunities, build on its strengths and overcome its weaknesses (covered later in this chapter).

● Strategic choice. This stage identifies a range of options available to the organisation in order to gain a competitive advantage. A range of approaches to decision making can be used (covered in detail in Chapter 5 of Book 1) and Porter’s generic strategies (considered in Chapter 10 of this book).

● Strategic implementation. This stage puts a strategy into effect, creating a framework and responsibility for carrying out the strategy at the functional or departmental level. This is where strategies are translated into policies, rules, procedures and targets within the different functional areas.

● Control and evaluation. This stage monitors and reviews the success of the strategy and assesses actual performance against what was intended. It enables modifications to be made to the mission, objectives, SWOT analysis, strategic choices and implementation strategies. It is therefore not only a control device, but also a means of continuous improvement.

Figure 1.1 illustrates the whole process of corporate or strategic planning and demonstrates the links between mission, corporate objectives and strategy.


Author advice

Note how almost all of these stages are covered in other areas of the A-level specification. Ensure that your knowledge and understanding of all of these areas is sound and that you can apply your understanding of corporate planning effectively, and in an integrated manner, to a given situation.






The impact of strategic decision making on functional decision making



Key term

Strategic decision making

Concerns the general direction and overall policy of an organisation. Strategic decisions have significant long-term effects on an organisation and therefore require detailed consideration and approval at senior management level. They can be high risk because the outcomes are unknown and will remain so for some time.

Functional decision making

Tends to be short to medium term and is concerned with a specific functional area rather than overall policy. Functional decisions are usually taken to support the implementation of strategic decisions and are usually made at middle management level.



Decision making in any business is very important and takes place at every level of the organisation. It varies from short term to long term and from corporate and strategic to functional and tactical. Decisions are usually constrained by both internal and external factors – for example, by the finance available, the skills of the workforce, competitor activity or government policy. Most decision making includes an element of risk and this is certainly the case with strategic decisions. However, just because something is risky does not mean that it should not be pursued. It does mean, however, that careful analysis of the balance of risk and reward should be carried out.

Strategic decisions often involve moving into new areas and this requires additional resources, new procedures and retraining. Strategic decisions might concern whether a business should consider expansion by acquisition or organic growth (considered in Chapter 11 of this book) in order to achieve its corporate goal of, say, market dominance. They might also be about how a business will compete in a way that distinguishes it from its competitors – for example, on the basis of quality and uniqueness or in terms of cost leadership and low prices.

Unlike strategic decisions, functional decisions can usually be calculated and their outcomes are usually more predictable. For example, if a product’s sales are below target, functional decisions in the marketing department, such as cutting the price of the product and/or running a sales promotion, may be taken to remedy this. Equally, there may be issues with the quality of the product, in which case, functional decisions in the operations department may be required to improve the product.

The following example illustrates the impact of strategic decision making on functional decision making.

A corporate objective of improving the profits of a business might result in a strategic decision to increase the market share of an existing product. This corporate objective and strategic decision about how it is to be achieved will be translated into functional decisions to be taken by the marketing division. These may involve decisions about marketing objectives and marketing strategies and tactics such as trying to increase the market share of Product A by 20 per cent over the next two years using price discounts or predatory pricing strategies, advertising and promotion campaigns and product placements.





	Practice exercise 1

	Total: 55 marks




	1 Explain the term ‘mission’ and give an example of a business mission from an organisation you are familiar with.

	(5 marks)




	2 Identify and explain two influences on the mission of a business.

	(6 marks)




	3 Explain how the following are likely to influence the corporate objectives of a business:

	 



	a) the pressures for short-termism

	(5 marks)




	b) business ownership.

	(3 marks)




	4 Identify and explain one other internal influence and one other external influence on the corporate objectives of a business.

	(6 marks)




	5 Explain the term ‘strategy’ in a business context.

	(3 marks)




	6 Distinguish between ‘strategy’ and ‘tactics’ in a business context.

	(5 marks)




	7 What is the relationship between the strategy of a business and its mission and corporate objectives?

	(6 marks)




	8 What is a corporate or strategic plan?

	(4 marks)




	9 Identify the various stages involved in the corporate or strategic planning process.

	(6 marks)




	10 Distinguish between strategic and functional decision making.

	(6 marks)











SWOT analysis and its value


A SWOT (strengths, weaknesses, opportunities and threats) analysis is a structured approach to assessing the internal and external influences on corporate strategies. It involves a consideration of the strengths and weaknesses evident in a business (i.e. internal influences) and the opportunities and threats it faces (i.e. external influences). In the earlier section of this chapter on the links between mission, corporate objectives and strategy, it was explained that a SWOT analysis forms part of an organisation’s strategic planning process.


Key term

SWOT analysis A technique that allows an organisation to assess its overall position, or the position of one of its divisions, products or activities. It uses an internal audit to assess its strengths and weaknesses, and an external audit to assess its opportunities and threats.



A SWOT analysis consists of an internal and an external audit of an organisation.

Internal audit

Internal influences are determined by an internal audit, which involves looking at current resources, how well they are managed and how well they match up to the demands of the market and to competition. It needs to range across all aspects of each of the functional areas. An internal audit is essentially an assessment of the strengths and weaknesses of a business in relation to its competitors. These strengths and weaknesses are within the direct control of the business. (More detailed aspects of the internal position of a business are considered in Chapters 2 and 3 of this book.)


Author advice

Strengths and weaknesses are about the present, but opportunities and threats are about the future. This introduces the issue of uncertainty into any analysis. Remember, therefore, that when considering external factors in a SWOT analysis, the future is uncertain.



External audit

External influences are determined by an external audit, which involves looking at the possibilities for development in different directions in the future. One method of analysing these external factors is to categorise them according to a PESTLE analysis (explained in Chapter 3 of Book 1). An external audit is essentially an assessment of the opportunities and threats facing a business in the general business environment, that is, the factors that have the potential to benefit the organisation and the factors that have the potential to cause problems for the organisation. Opportunities and threats are outside the direct control of the business. (More detailed discussion of the external position of a business is considered in Chapters 4, 5, 6 and 7 of this book.)

Once the internal and external audits have been carried out, all of the information obtained is presented in such a way as to assist decision making. This is presented in the form of a SWOT analysis. An example of a SWOT analysis for a hypothetical business is shown in  Table 1.1.


Did you know?

Remember, PESTLE stands for political, economic, social, technological, legal and environmental factors.
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The value of SWOT analysis

The value or advantages of SWOT analysis are as follows:

● A SWOT analysis provides a structured approach to assessing the internal and external influences on an organisation’s performance.

● Undertaking a thorough internal and external audit of an organisation is an excellent basis on which to make decisions. Linking the present position and future potential of a business to the market in which it operates and the competitive forces that exist there, helps inform decisions about the strategy. An appropriate strategy will assist a business to achieve its objectives.

● Using the information in a SWOT analysis, leaders are able to analyse what needs to be done to counter the threats faced by their organisation, to seize the opportunities available to it, to build on its existing strengths and to overcome any weaknesses it has.

● One way of developing competitive advantage is for a business to use a SWOT analysis to find the best combination of relative strengths and the absence of critical weaknesses to use against competitors in the market in which it operates.

● Highlighting current and potential changes in the market and the external environment encourages an outward-looking approach.

● Comparing its SWOT analysis with that of a major competitor can help to identify the true strengths and opportunities for a business and for its competitor. For example, if a business’ SWOT analysis identifies the same strengths as its competitor, it is possible that these are not actually strengths for either of them – but are simply requirements for competing in the market in which they both operate.

The disadvantages of SWOT analysis are as follows:

● A SWOT analysis can be time consuming and the situation, especially the external factors, may change rapidly. Thus organisations must use the results of a SWOT analysis with caution. What might have been a strength in the past may now be a weakness, or what was previously a threat may now be an opportunity.


Did you know?

All firms, whether large or small, will do something similar to a SWOT analysis, even if it is not as formalised as discussed here. A large firm will use a formal approach to establish and maintain competitive advantage. It needs the discipline of this approach to co-ordinate action and provide a focus for strategic analysis. A small firm, on the other hand, is likely to conduct a SWOT analysis in a much less formal and much more intuitive way.




Group exercise

1 Complete a SWOT analysis of your school/college. In doing so, consider how your school/college can attempt to:

a) minimise the effects of the threats facing it

b) take advantage of the opportunities available to it

c) build on its strengths

d) overcome its weaknesses.

2 On the basis of your SWOT analysis, discuss the possible strategies open to your school/college.




	Practice exercise 2

	Total: 35 marks




	1 In relation to SWOT analysis, which of the following is a true statement?

	 



	a) Strengths are part of the internal audit and look at the future.

	 



	b) Weaknesses are part of the external audit and look at the present.

	 



	c) Opportunities are part of the external audit and look at the future.

	 



	d) Threats are part of the internal audit and look at the present.

	(1 mark)




	2 Explain one example of a possible strength a business might have in relation to the work of its marketing function and one example of a possible strength of its operations management function.

	(8 marks)




	3 Explain one example of a possible weakness a business might have in relation to the work of its finance and accounting function and one example of a possible weakness of its human resource function.

	(8 marks)




	4 Explain one example of an opportunity in the external environment that might be available to a manufacturing business.

	(4 marks)




	5 Explain one example of a threat in the external environment that might confront a business in the tourism sector.

	(4 marks)




	6 Why might issues about uncertainty and time be important considerations in relation to a SWOT analysis?

	(5 marks)




	7 Explain the value to any business of undertaking a SWOT analysis.

	(5 marks)









Case study: Halfords

Halfords is the UK’s leading retailer of motoring, cycling and leisure products, and, through its autocentres, it is one of the UK’s leading independent operators in vehicle servicing, maintenance and repairs. It has over 450 stores and over 300 autocentres in the UK and employs over 10,000 people.

Halfords’ vision is: ‘To inspire and support a lifetime of motoring and cycling’. It aims to achieve sustainable long-term growth. Its strategy to achieve this is to focus upon its cycling and motoring markets and specifically:

● to inspire customers through a ‘differentiated super-specialised’ shopping experience. To achieve this, it is redefining and differentiating its own-label ranges, reducing its non-core products and increasing the range of motoring and cycling

Some of Halfords’ potential strengths, weaknesses, opportunities and threats are listed in Table 1.2. products, linking its online and off-line shopping experience, enhancing its cycling specialism and investing in staff training that focuses on its specialisms

● to support customers by providing service that is ‘integrated, unique and more convenient’. To achieve this involves improving customers’ experience from their initial booking of a service to its delivery and completion, as well as enhancing its provision and servicing of electric bicycles and hybrid and electric vehicles

● to enable a lifetime of motoring and cycling. Achieving this involves the development of a loyalty programme to encourage customers to return time and time again during their lifetime. This is coupled with actively gaining customers’ views in order to constantly improve the service provided.
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	Questions

	Total: 40 marks



	1  Explain how Halfords’ strategy might be translated into tactics for any one of its functional areas, that is for its marketing, operations, finance or human resource functions.

	(4 marks)




	2  Using Halfords as an example, or any other business you are familiar with, explain why broad corporate objectives and strategies need to be broken down into functional and tactical decisions if an organisation is to be successful in meeting its aims.

	(4 marks)




	3  To what extent does the Case study illustrate the importance to a business such as Halfords of ensuring a clear relationship between mission, objectives and strategy?

	(16 marks)




	4  To what extent is a SWOT analysis a valuable approach to strategic planning for a business such as Halfords?

	(16 marks)
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V¥ Table 1.2 Some of Halfords' potential strengths, weaknesses, opportunities and threats

Strengths
« Wide range of high-quality products, including good
own-brand range, with a competitive combination of

price and service

Car-maintenance skills among the general public have
been declining. Although cars are becoming more reliable,
their complexity has been increasing, which means they
are more expensive to fix. Halfords tries to match these
changes by providing on-demand, seven-days-a-week
services for minor repairs, as well as full service and
repair services at its autocentres.

Employs 500 technicians with accredited training in
electric car and bicycle technology

Ninety per cent of the population is within a 20-minute
drive of its stores

One of the UK's biggest retailers of cycling and motor parts
Successful online sales service and strong ‘click and
collect’ service

Opportunities

« In the car parts and accessories market, there is no single
equivalent competitor

« Electric bicycles are increasingly popular and are
attracting a new, older age range of customers

INTERNAL FACTORS

EXTERNAL FACTORS

Weaknesses

« Customer feedback suggests Halfords is presently too
much of a generalist, which undermines its strategy to
become more specialist

« Its own-brand range is not sufficiently differentiated

« Store and autocentre facilities and layout are in need of
enhancement

« Retail and autocentre websites are currently separate,
which may be inconvenient for customers

Threats

« Intense competition from other service centres,
particularly those owned by the main car
manufacturers

« How sustainable the current popularity of cycling is

* What the likelihood is of a decline in customer income
levels and disposable income due to another financial
crisis and/or the uncertain economic outcomes of
Brexit

* How likely it is that competitors will be able to provide
equally good quality products and services at lower
prices

Source: adapted from information contained in Halfords" annual report 2019 at www.halfords.com
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¥V Table 1.1 Example of a SWOT analysis

Strengths

excellent reputation for high-quality products

seen as innovative

highly skilled staff, selected through a well-organised
recruitment and selection process

sound investment in fixed (non-current] assets and modern
equipment and methods

an international leader in research and development in
its field

« an efficient, delayered company structure

« very profitable in comparison to similar organisations

EXTERNA|
Opportunities
* change in social attitudes towards environmental
protection [e.g. green consumers)
« lowwages and high unemployment levels among local
people with appropriate skills
« main competitor experiencing financial difficulties
« government economic policy encouraging more spending
recent legislation requires many companies to buy one of
the firm's pieces of equipment
increase in skills-based training schemes
afallin the exchange rate, helping exporters
new markets opening up in other parts of the world
social trends will encourage families to purchase more of

INTERNAL FACTORS

Weaknesses
« reputation as a poor employer

« product portfolio has too many products in decline and
growth stages, with a shortage of products in maturity
expertise in a limited range of market segments

limited provision of training for office staff and production-
line workers

high levels of staff turnover and absenteeism

poor accessibility to location of main headquarters
communication difficulties between different divisions and
subsidiaries

* low level of liquidity; cash-flow problems in recentyears

L FACTORS
Threats

downturn predicted in the business cycle
high levels of competition within the market

many new products are being released by new entrants into
the market

technological changes mean that recent capital purchases
will soon become obsolete

an ageing population will mean fewer sales of certain
products

pressure group activity against the opening of a new factory
windfall tax on certain companies

increase in interest rates

certain products
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