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Theme 1: Investigating Small Business
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Identifying and understanding customer needs
There are four main customer needs that a business must consider:
price

quality

choice

convenience.

An entrepreneur needs to think about these needs when proposing a
business idea and launching a new business. Older and more established
businesses also need to consider customer needs and ensure that they are
meeting them.

The purpose of market research
Market research is used to gather accurate information about three key

influences on a business’s success: the market, the needs of potential or existing

customers and any competitors the business may have. This knowledge and
understanding of the market and customers is vital if a business is going to
succeed. In particular, it can help an entrepreneur to decide whether their

business idea is viable before investing their money and time in a new business.

Meeting Customer Needs

A business’s success is largely down to meeting its customers’ needs.
Meeting customer needs will ensure that customers are happy with
the quality of the product or service that they purchase. This is likely
to encourage repeat custom and generate customer loyalty, leading to
increased sales. Satisfied and loyal customers are also more likely to
recommend a product or service to others.

Using market segmentation to target customers

The specialist boutique clothes business is a good example of how
segmentation can be carried out. A high-street boutique could segment
its market by age — for example professional women aged 30-55, yvoung
high earners and teenagers — or it could segment by buying behaviour, for
example women buying everyday items, those who like classic items and
customers looking for more expensive clothing for a special occasion.
Identifying market segments

Market segments that businesses use to help them market effectively to

their target customers include:

- location

- demographics
= behaviour

= lifestyle

- income

- age.
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SWOT analysis

One method of analysing a business’s strengths and weaknesses is to complete
a SWOT analysis. SWOT stands for Strengths, Weaknesses, Opportunities and
Threats. SWOT analysis involves identifying the strengths and weaknesses of a
business, as well as any opportunities it might be able to take advantage of or
threats that it might face. A business can complete a SWOT analysis on itself as
well as for its competitors.
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Figure 1.2.2 A SWOT analysis matrix.

1.2 Spotting a Business Opportunity
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Disadvantages Uses of quantitative data
) Quantitative data can be wsed to answer a number of guestions that a

& relatively small sample of people business might need to ask.

i5_ surveyed, so the results may be =I5 there a market for this product or service?
biased. « Towhat extent are consumers aware of our products or services?
+  How many pegple are interested in buying our products or services?
= What type of people are our most loyal customers?
= What are our customers’ buying habits?
Businesses often use quantitative data to find out about and compare
different groups of their customers, A business using quantitative data in
this way has to ensure that it surveys enough people in each customer group
so that it can build up a clear picture of the characteristics of each group,
This data can then be used to help the business to direct their marketing at
each group in the most effective way for that group,

Advantages

Provides depth and detail, giving a
detailed picture of why customers
behave in a particular way.

Helps a business to listen to what
their customers want, rather than
jumping to cenclusions.

Responses are very subjective,
meaning that they are based on one
person’s apinions and beliefs,

Results can depend on the skills
of the interviewer — for example,
making sure that they do not lead’
the interviewees' answers.,

Table 1.2.4 Advantages and disadvantages of gqualitative research



Aims and objectives for start-ups GCSE Business Studies It is very important that an entrepreneur can make financial calculations and

A start-up business is likely to have a range of aims and objectives that can

be divided into the following categories: Knowledge Organiser know what costs will be incurred from the beginning, as this will help them

- financial - such as survival, profit, sales, market share and financial

security Investigating Small Business

to plan their business's activity in a way that will lead to success.

+ non-financial - such as social concerns, personal satisfaction, challenge,

independence and control. 1.3 Putting an Idea into Practice Understanding ﬂnd CﬂlCUlating bUSiﬂESS CO"CEP'[S

Did you know?

A financial backer will want to see a start-up business’s aims and objectives
before choosing to invest. It is a good idea to include these in the business

plan and any presentations that will be given to potential investors.

Cash is the amount of money that a business has in its bank account. A
business’s cash flow is the way in which money comes into the business from
customers and goes out of the business to pay suppliers. A cash flow can be
either positive or negative:

- positive cash flow — more money coming in than going out

- negative cash flow - less money coming in than going out.

Short-term sources of finance

Short-term sources of finance are designed to help a business maintain a
positive cash flow. They include arrangements such as trade credit and
bank overdrafts. Short-term sources of finance can be particularly useful
as costs are likely to be incurred in order to meet customers’ needs, and this
can happen before customers pay for the products or services that they are
purchasing.

Some businesses will use short-term financial solutions as an emergency
access to finance. Other businesses may use credit and overdrafts as part
of their operating model if they know that customers will pay their invoices.
This allows the business to pay off what it owes within the agreed credit
limit.

You will need to understand and know how to calculate;
« revenue
« fixed, variable and total costs

« profit and loss
* interest

+ break-even level of output

+margin of safety.

Long-term sources of finance include; Cash v

4

'+ pe rsonal Savings ;;‘ Cash Qutflow

Closing Balance «_

venture capital

Cash Flow

share capital

loans

retained profit J,
crowdfunding,

Opening Balance N Net Cash Flow

Forecast




The advantages and disadvantages of each type of ownership

Type of Advantages Disadvantages
Sole trader « The sole trader makes all of the decisions by | = The sole trader has unlimited liability.

Partnership .

Private limited -
company £

themselves, which is quick and does not lead
o disagreements.

Quick and easy to set up.

The sole trader keeps all of the profits
Financial information is kept private

The business owners may have wider
expertise and can share ideas and
decision-making.

The risk is shared.

Can be easier to raise finance to establish or
grow the business.

The business’s financial information is kept
private.

The owners have limited lability.

The term ‘Ltd’ after the business’s name
may make it appear to be a bigger or more
long-gstablished business.

Can be easier to raise finance to establish or
grow the business

The business continues to trade even if
shareholders change.

It may be difficult to raise enough money to
establish or grow the business.

Puts a lot of pressure on just one person.
Can be difficult to run if the owner is ill or
takes time off.

Declsions made by one partner can affect all
Partners.

If a partner leaves, the business no longer
exists.

The profits are shared.

There may be disagreements between
partners.

More complex to set up than a sole trader or
partnership.

There may be disagreements between
shareholders.

The business's financial information is
pulblished,

More requirements to report information to
organisations such as HMRC and Companies
House.

« Lower risk than setting up independently, asthe ~ + Franchisees have to pay an initial fee as well as
business model is already successful. ongoing fees and/or a share of their profits.

+ Support and training are provided by the franchisor. |+ Franchisees cannot make independent decisions.
+ Franchisees benefit from national marketing + Brand reputation can be damaged by other franchisees
ampaigns. if they do not maintain standards.

Table 1.4.2 The advantages and disadvantages of operating a franchise
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1.4 How to Make a Business

Effective

Business Location

Proximity to Key Factors
Proximity to Labour I Proximity to Materials

Prowimity to materiols

Abusiness may locate itself as lose s possible to the raw materiak that
it usess to produce its finished products. For example, there are kots of
comenercial oechards thal grow apples and similar fruits in the south
west areas of the UK, where the climate i suitable for this kind of crop.
Apple juice and cider producers als choase to locate in these areas in
veder b be close to these archards, which are the saurce of their raw

Proximity to Market
Prasinityto market

This means how chase a business & tots customers. The importance of
presimiy to market will depend on how important comenience s to the
custames. For examiple, a custormer s uriBkely to travel 2 hong way to buy fish
and chips ar 3 daity rewspaper. Businesses seling these products nesd o

Proximity to Competitors

o
Sme businesses chonse to locate themselves away fiom their competitors,
A husiness selling  comvenience good, such 25 3 newsagents, is nlely

10 lcate close tits competitas 2 this would probably ust spitthe ol

Praximity to laboor

A business may want to kate itself in an area where there is plenty of
Iabour (3 ot of potential workers). Labour” caninclude the number of
workers in an area and the availability of workers with the right skl in that
ared, Certain parts of the UK ane assaciated with highly skilled workers in
ertain felds or industries. For example, a technalagy company may thoose

Promation

Promation is the range of activites undertaken by a business to make
mmd.mmﬁmmmmmwm

Price
Price is the amaunt of money that a customer will need to pay to receive the

product. Prices can be set high if customers are willing and able to pay that
high price. Factors influencing price wil include:

+ the amount of competition from other businesses
» customers’ opinions about the product’s value,

+ spansoring peaple or organisations, such as sports teams or individual
athletes.

Marketing Mix (The
Four P's)

Place

Place is where the customer can purchase the product, such as:
+ online

+ through a retailer

+ diract from the manufacturer.

Place can also be used to refer to the route that a product takes to get from
the manufacturer to the end customer,

Product

Product s the actual good or service that the business is offering for sale. A
good is 2 product that can be touched, such as a smartphone or a scooter A
service is a product that cannot be touched, such as atax ride or buying car
insurance.

be close to their market. Howewer 3 customer is mare liely to travel further
for more specialist products suthas wedding dresses or custom-built cars.
Befiore chosing to set up in a particular bocation, a business may look at the
footfallofthe ocation o research the demegraphics of the area to see f it
matches their customers.

o locate chose Lo the M25 around Landan, where there are plenty of workers
with technology siils. The availabiity of workers ini certain area may also
aftect the wages that a business will need to pay, For example, if  business
needs 1o recruit 3 large mumber of unskilled workers, they may choose to
locate in an area with high unemployment, as this anea should containa
large: rumber of workers wiling to wrk far the Mational Living Wage. This
would help to keep costs down.

materials

customers betwieen the two Businsses, reduting the numberof thei
potential customers.

Cten, businesses need 1 chooss between lacating clase to their raw
mateials and locating close to their market, Their decision depends on
whether the business’s products are bulk-gaining or bulk-reducing.

Balancing the marketing mix based on the competitive Factor Details about the identified factor
eﬂv.imﬂment Business idea A brief description of the goods and/or services that the business will provide on a day-to-day basis.
Business aims An outline of what the business wants to achieve. These aims and objectives should be SMART
The ‘competitive environment’ refers to the number and relative power of and objectives  (Specific, Meg.;ralble, M':;:vable, Realisltir- aﬂ:l Tir'\:‘?uu?c‘i}- af t:]is wiiilallwthe entrepreneur
: P 5 i to measure their later performance easily against their original objectives.
bu.smesses (?m pe?lng in one market. A bU.SI-FIESS Wl“ balance the as-pe_?cts Target market A surmmary of the market research findings and details about the business's target market.
of its marketing mix based on the competitive environment - that is, in This will include potential size of the market and any identifiable trends in that market.
response to the actions of its competitors. Examples of how a business may Forecast revenue, These forecasts are based on market research. They also include the estimated costs of setting
dtoit ti R costand profit  up the business and running it on a day-to-day basis, as well as the business's predicted profit.
respon 0 Its COITIpe itors include: Cash flow A forecast of the amount of money that will come into and go out of the business, and the
- changing a product's prtce to match or “ndem its competitﬂrs' [hough forecast times at which money will come and go. This is very important, as even a profitable business
- v : can fail due to cash flow problems.
businesses have to be careful that this StratEgy does not result in a pﬂce war Sources of The total amount of money that is needed in order to start up and run the business, and where
- altering aspects of an existing product or bringing out a new product with  finance this money will come from.
. o » . Location An outline of where the business will operate from, This could include a retail outlet, a factory,
stUlIGUE feature to achieve pl‘ﬂdl-l(t differentiation offices or even the entrepreneur’s home address if they are going to run the business from home.
+ undertaking promotional activities to boost brand awareness in order to Marketing mix A short description of each of the business’s four ‘P's. This will include:

encourage more brand loyalty

-+ changing the place or increasing the number of places where products are
available to the customer in order to maintain or increase market share,
such as introducing an e-commerce site.

= what products the business will sell

+ what price it will charge for each product

+ where the products will be made available to customers

+ how the business will promote itself.

Each of these decisions should be backed by market research findings and reflected in the
forecast revenues and costs.

Table 1.4.3 The factors that should be identified in a business plan



Stakehalder

Shareholders

Shareholders

Government Fmplovess GCSE Business Studies (owners)
Knowledge Organiser Employecs
Pressure groups Customers InveStigating Sma" BUSineSS
1.5 External Influences on Customers
Business
Local community Managers
Suppliers Managers

The impact of the economic climate on businesses

The economic climate refers to the performance of the economy. When the
economy is growing, the economic climate is positive. If the economy goes
into recession or shrinks, the economic climate is negative.

Figure 1.5.1 The eight different types of stakeholder that may influence businesses

Different types of technology used by business

The influence of technology on most businesses is very strong. This is
particularly true of businesses that are able to operate worldwide thanks to
the internet. There are many different technologies that businesses can use,
but the most significant are:

Suppliers

The state of the economic climate can impact on businesses in six key ways,

as shown in Figure 1.5.2. Businesses respond to these different impactsin o community

+ e-commerce different ways.
» social media Unem
P : 2 nemployment
+ digital communication P Pressufe groups
*+ payment systems. Changes in Changing levels of

exchange rates .~ consumer income

How technology influences business activity #=
& economic

As you have seen, technology has a huge impact on the way in which ; N Simate

5 - - ; overnment -
businesses trade with each other and with customers. There are three main taxation T
influences that technology has on the activities of a businesses:

Government

= Inflation

Changes in interest rates

; Figure 1.5.2 Aspects of the economic climate that have an impact on businesses
- influence on sales

+ influence on costs

The impact of legislation on businesses

Eachyear, ots of new legilation is approved and businesses need to make
sure that they followit, Businesses need to keep up todate vith changes

I egislation and ensure that the way in which they operate complies wih
the law. This has two main implications; the costof adapting the business to
comply with the law and the consequences of meeting or not meeting the
+protecting the rights of employees and employers through employment law. businesss legal oblgations.

« influence on the marketing mix.
The purpose of legislation

There are lots of reasons why legislation exists in the UK. However, when
thinking about businesses, there are two key purposes of legislation:

+ protecting the rights of consumers through consumer law

Table 1.5.1 Example

Positive consequences

Impacts on business activity

« Set thie alms and strategy tor the business, ""'-l"“'”{‘. how It Dehaves

+ Provide funding and investment to start up and expand a business

+ Provide good service, which usually results in higher sales and profits (or have a negative

impact on a business’s profits and reputation if they do nat da their jobs well)

+ Buy products and services

Make recommendations for how (o improve products and services

« Recommend the business to friends and on soclal media

Hnnngr‘ employees who do the day-to-day work of the business

+ Communicate employees’ needs to senior management

+ Communicate the business’s needs to employees.

 Provide the business with the matenals it needs for its products or services

+ Affect the amount of products or services that can be produced and sold (for example, if a

supplier cannot provide raw materials on time, production may be stopped), which can have
an impacl on the business’s sales and reputation

+ Support their local business by buying Its products or services.

+ Object to the business if it has a negative impact on the local community or local

environment

+ Lhange the businesss practices, such as its delivery times or the packaging it uses

+ |mprove employees’ conditions, such as health and safety in the workplace or fair wages

+ Influence customers opinions of the business and their buying habits

+ Changes the amount of tax that the business has to pay

+ Passes new laws relating to the business and its Industry
+ Promates different types aof business activity by praviding special lunding fof particular

The business has a positive
reputation.

Customers and other
stakeholders, such as employees,
feel that they are being treated
fairly by the business.

Higher sales due to customers
being attracted to buy from the
business because of its good
reputation.

Better candidates for jobs with
the business, because people are
attracted to work for the business.

activities, For example, the availability of grants for wind farms has increased the number of
businesses |ﬂ5lr]||fnﬂ and operating wind farms.

of stakehaldars impact on busingss aclnaty

Negative consequences

The business may be taken to
court, resulting in fines or even
prison sentences for members of
staff, including the owners.

Negative media stories about
the business, leading to a bad
reputation.
A customer or employee is injured,
suffers ill-health or is even killed
as a result of the business’s failure
to meet legal obligations.

- The business is closed down
temporarily or permanently.

Table 1.5.6 The positive and negative consequences of meeting or not meeting
legal obligations
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