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International GCSE Business studies Cambridge code: (0450)
Teacher: Mr. Mohammad Salim
Section (1): Business environment


· Disclaimer: this is only a summarization; use both the notes & the book



	 

Section 1 (understanding business activity and environment)

What is business activity? 
· Business activities refer to all activities involved in producing products for consumers in order to satisfy them. 
· produced output (good or service) is consumed, meaning that a number of resources are used up, therefore multiple business functions may be carried out, and all business activities can be influenced by external factors. 

purpose of business activity = what do business do 
· satisfy unlimited wants as best as possible 
· produce products to satisfy needs/wants
· allocate limited (scarce) resources such as the factors of production to reduce waste
· manage scarcity 
· making choices with as little opportunity cost as possible
· encouraging specialization in order to become more efficient and competitive. 
· Add value to make a profit. 




Goods: physical (Tangible) items/products such as cars and electronic devices that satisfies a customer’s need or want
Services: Non-physical (Intangible) items such as teaching and tourism that satisfies a customer’s need or want
Needs: Goods and services which are necessary for living/survival such as food and medical treatment
Wants: goods and services which are non-essential for living/survival but are bought by customers for the sole purpose of desire and/or improving the quality of life, such as a smartphone. 
· Very important note is to be aware of is that wants are infinite (unlimited) 
· Resources used to satisfy out wants are limited (scarce)










Unlimited wants + limited resources = scarcity and the basic economic problem 

The basic economic problem
The basic economic problem refers to the fact that human wants are infinite (doesn’t run out), however, most resources that are used to produce goods/services and satisfy needs and wants are scarce and can run out. 

-	Renewable resources can be renewed without running out such as water and air
-	Non-renewable resources cannot be renewed and will run out once they are fully consumed such as fuel.
Scarcity: (scarce) is when resources are finite and limited in supply therefore  cannot be used to satisfy everyone, so a choice must be made on how best to allocate/use those resources.

•	When we choose/decide between 2 or more alternatives, the alternatives not chosen becomes an opportunity cost meaning that it becomes the next best alternative given up or forgone, therefore missing out on any extra benefits of that alternative.



What are the main resources used to produce goods and services?
The factors of production are the four resources available in the economy that aid in the process of producing products, as we took earlier, these resources are scarce, meaning they are limited in supply, and they are:

1. Capital: any and all man-made machinery or equipment that is used to produce goods and services, for example a pizza hut’s oven or a construction worker’s tools.
a. In terms of the finance section it can also mean finance to fund and invest into the company 
2. Enterprise: all skills of entrepreneurs such as risk taking that are used in combining the other factors of production (Capital/Land/Labor)
3. Land: all land available for production and manufacturing, in addition to natural resources extracted such as gold and oil, hunting and fishing are also included. (CELL)
4. Labor: the number of people who are able and willing to work in a given economy, in addition to their capabilities and skills.








Specialization and division of labor 

Specialization is when an individual or group or a firm focus on what they are good at, which may be a limited or specific range of production where they become experts in that area

Division of labor is when the work and production process is divided into tasks that are each assigned to a specific worker, it is a form of specialization 

· Advantages 
· higher efficiency and effectiveness 
· less time waste
· Lowers cost since each worker has less skills to learn (less training cost to be specific)

· disadvantages 
· workers may be bored from doing the same tasks, reducing motivation and efficiency 
· If a worker is absent, it is difficult to find a replacement as each worker has a specific skill and role, adding cost and time consumption in recruiting new workers.






Added value 

· Added value is the difference between the cost of materials (direct costs) and the final price, it is not the profit, because the indirect costs have not yet been deducted, increasing added value is either done by reducing costs, or increasing selling price. 
· Improvements in the product, advertising can be used to also increase product value, and make it easy to attract consumers
· It is important because it covers costs and helps provide a profit for the company to use on its activities such as expansion and paying dividends to shareholders (if they were a part of a limited company)

You may be asked in the exam on defining added value, or suggesting ways to increase it and how it affects the company
	









Classification of businesses 

Classification of business activity:
1.  according to the type of activity of production. (primary/secondary/tertiary)

2. By ownership (private and public) 
—--------------------------------------------------------------------------------------------
· Primary production/sector: includes activity that takes natural resources from the earth such as extraction of raw material and growing of food, fishing etc..

· Secondary production/sector: involves manufacturing, processing and construction which transforms materials from the primary sector (inputs) into finished goods (outputs)

· Tertiary/service sector: the provision of services to customers or other sectors, examples such as banking and tourism

· De-Industrialization may occur if there is a decline in secondary sector activities. 
· The chain of production refers to the concept that the primary, secondary, and tertiary sectors may depend on each other. 


Why do we need to know this? 
· Because it helps us determine if the country is developing or developed
· Countries with more focus on primary sector are likely to be developing countries
· Countries with focus on secondary and tertiary sector are likely developed countries 

Economic sectors by ownership refers to the level of government intervention in the economy

· The private sector is the part of the economy run and operated by individuals and non-governmental institutions. Some of their objectives include making profits, growth, survival etc., 
· The public sector is the part of the economy run and operated by the government, some of their main objective includes providing minimally priced essentials such as healthcare and education, reduce unemployment, reduce inflation, make products affordable and accessible etc., 
· The difference between objectives of public and private sector organizations and enterprises will be discussed in section 6. 
For O level, the focus is on mixed economies, where both the private and public sectors work together in the economy. 

in mixed economies, it gains the advantages of private and public sectors and limits the disadvantages generated from each. 
· High quality goods from the private sector
· Access to public goods for those who can’t afford private sector goods and services
· Political freedom but also governmental monitoring to limit crimes and instability 


Business functions: includes the part of the system which the company operates in such as production, marketing, finance, human resources, research and development

Types of goods 

Consumer goods: products sold to the general public, include durable goods that can be repeatedly used over-time such as books and non-durable goods that are consumed soon after purchase such as food. (B2C)
Capital goods: products purchased by other businesses and are used to produce other products such as pizza ovens. (B2B)
· Business activities aim at reducing the opportunity cost (next best alternative forgone), meaning the choice involved in having limited resources and needing to choose between alternatives. 
External influences on business activities include the government, economic climate, world events, pressure groups, competition, stakeholders, which will all be explained in section 6 next year

Entrepreneurs 

Small businesses are usually run by entrepreneurs, they own the business and provide most of the start-up capital, they are responsible for all decisions, they take risk and get the highest reward or loss depending on the outcome, facing an opportunity cost because the entrepreneur gives up a regular salary or benefits to pursue their own businesses 
six characteristics of entrepreneur include self-confidence, as they are sure they will succeed, they believe their product is strong and they can persuade people to buy it, self-determination because they believe they can control the events around them and overcome tough times, independence because they work alone and do not depend on others, ability to solve problems as they know when to take advantage of situations and how to avoid problems, commitment as they are willing to sacrifice and work long hours to become successful, they also need to be resourceful because without intelligence, creativity and the ability to adapt to changes in the market they can fail.



Four Reasons/advantages of becoming an entrepreneur:
1. Financial reward, 
2. Independence, 
3. Pride and satisfaction of owning your own business
4.  Job satisfaction.

Four disadvantages of becoming an entrepreneur:
1. Risky
2. Investing their own capital
3. Potential lack of knowledge in starting a business
4. Opportunity cost from the lost income of being an employee at another company.
An entrepreneur is an individual who typically set up and operates a business and take the risks associated in order to make a profit. 
· They are the owners; the business would not exist without entrepreneurship skills and abilities. 


Barriers to entrepreneurs
1

1. Lack of finance  
2. Lack of entrepreneurship skills
3. Difficulty becoming an employer
4. Legal barriers (red tape & bureaucracy)
5. Lack of business ideas 
6. Fear of failure 
7. Avoiding risk 
8. Unsupportive and corrupt environment.
Business plan 

business plan is a document containing the business objectives and important details about the operations, finance and owners etc., 

contents of business plan 
· Description of the business
· Products/services offered
· Market analysis (size/target/growth/sales/competitors etc.,) 
· Business location 
· Organizational structure
· Financial analysis
· Business strategy

Why make a business plan (importance and advantages)
· Easier to be accepted when asking banks for loans 
· Gives the company a clear path to achieving goals
· Workers gain a sense of direction 
· It can motivate workers to work harder as they believe the company has a future. 
· It can attract investors (shareholders) 
· Pleases stakeholders in general such as the community, government, customers etc., 

· Keep in mind that in cases where the company is not able to get bank loans, government might assist start-up companies by:

· Training entrepreneur 
· Provide low-cost rental or purchase of premises
· Provide grants or low interest loans 
· Provide research facilities at centers or universities to help entrepreneurs learn. 

· Government does this to:

· Reduce unemployment
· Improve business competition 
· Increase output
· Benefit society 


Business size can be measures in various ways, including: 
1. Sales turnover
2.  Market share
3. Value of output
4.  Capital employed (total value of capital used into the business)
5. Number of employees
NOTE THAT PROFIT IS NOT A MEASURE OF BUSINESS SIZE. 
***refer to the book for more explanation***
However, in some cases, data can be misleading, for example a company may have high sales profits, but it could be struggling with cash-flow due to in-efficiency and increased costs of production and labor.
· Some companies decide to expand and grow to

 increase sales
 Increase profits
 improve  market share 
 reduce risk of failure and bankruptcy 


· But some companies like to stay small to

maintain control,
due to a small market size
low capital or finance 
the nature of the product is not easy to expand such as personal services (hair stylists, clinics etc..)







Causes of business failure:
1. Lack of capital
2. Poor planning and decision making
3. Lack of demand for product due to low quality
4. High competition
5. Lack of technology
6. Economic changes: recession and depression 
7. Lack of advertising and market research
8. External factors: taxes, government laws (minimum wage) etc..

Based on previous data, analyze pros & cons of big & small businesses











Internal business growth: when a business expands without involving other businesses, usually by increasing output and selling more products, they can use excess cash-flow to enter national and international markets and expand in order to attract new consumers
External growth: when companies combine to form larger companies, meaning it can be done by taking over and merging of two or more other companies (acquisition), there are 4 types of external growth: 
1. Vertical forward integration: purchasing the outlet of a company’s product, a coffee bean farm purchasing “Starbucks”.
a. it helps ensure control over where the supply goes, target market etc., 

2. Vertical Backward integration: when a company buys its supplier such as lays purchasing a potato farm. 
a. It ensures control over the supply, prevents delays, shortages, reliance on suppliers. 

3. Horizontal integration: is when a company purchasing another at the same level of business activity and operation, such as Pepsi taking over coca cola
a. Eliminates competition

4. Conglomerate/diversification: when a company purchases another company with a completely different industry or nature of operations.
a. Distributes risk in case one industry fails, the other wont be affected.

· Growth has multiple advantages including
·  increase in sales
·  profits, market share
· Eliminating competition
· in external growth it can also help manage supply and distribution of products and reduce risk


· However,  there are some disadvantages to both internal and external growth such as:
·  delays in production and communication as the company grows large and messages take time to be sent and received, 
· workers resistance as they fear technology might replace them so they resist growth
· the company can also change drastically and lose its core objectives and value and dissatisfy consumers and reduce demand. 













· Stakeholders: are any individuals, groups, or organizations that have an interest in business activities

1. Owners: they invested in the company; they share profits if the company is successful and share the losses if failure occurs
2. Directors and managers: if the company does well, they will have job security and potential increase in wages & salaries
3. Employees and workers: they want the company to succeed so they can have job security and increase in wages and benefits
4. Customers: they need goods and services from businesses because they cannot produce it themselves, businesses also need them to cover costs and gain profits.
5. Suppliers: they depend on businesses to order from them to make money, business also depend on them to provide supply
6. community: depends on companies for goods and services, also want business to employ people and improve community by making donations and sponsors to things like healthcare
7. Government: benefits from business activities which achieves objectives such as reduces unemployment, collects taxes etc…
8. Lenders (banks etc.,): benefits from receiving interest when consumers borrow money, and for money to be repaid in due date to use for expansion and investment. 
9. Pressure groups: a group of like-minded people who put pressure on businesses and government to influence and change their policies to achieve community beneficial objectives. (More focused in section 6)

Assignment: what are potential conflicts between stakeholders? 
· stakeholders have a big influence on business activities and decision, consequently some business adopt a “stakeholder approach” meaning they focus on all stakeholders rather just the owners and shareholders.
· Keep in mind that stakeholders can be inside the company (internal), such as employees and managers etc., or they can be outside the company (external) such as the customers, or banks etc.,
· All risk takers such as entrepreneurs undergo a probability of failure, meaning there are both risks and uncertainties involved in their strive for success. 

Risk: this is when an owner/entrepreneur takes action where the outcome is unguaranteed to be successful, outcome is calculated the business may collapse and investment money would be lost, there is a probability of failure, and a probability of success. 
Uncertainty: the market is subjected to external influences that we cannot control, such as natural disasters and competition and technology, so it doesn’t necessarily develop through decision making.
· Overall, enterprise is important for the economy as it stimulates employment, demand, productivity, exports, and can therefore cause higher country status and progress (higher gross domestic product GDP)



Business structure (type of business organization)
Discuss pros and cons of each of the following.
	Sole trader/proprietor: when one person runs and operates the company,


ADV.
1. free to make decisions
2. can choose sick days 
3. less delays (quick decisions)




DISADV.
1. No limited liability
2. No continuity in case the owner dies
3. limited capital/ideas
4. May be stressed and overworked







	Private limited company (LTD):  between 2 to 20 shareholders (limited company owners), all having limited liability

ADV 
1. More finance
2. More ideas
3. Having limited liability 
4. Less risk of failure
5. Continuity in case a shareholder dies

DISADV.
1. Financial data is made public 
2. Disagreements, lies can occur 
3. Dividends are shared


	Public limited company (PLC): unlimited shareholders, all with limited liability. 


ADV.
1. More finance
2. More ideas
3. Having limited liability  
4. Less risk of failure.
5. Continuity in case a shareholder dies
6. Higher prestige and value


DISADV
1. Financial data is made public 
2. Disagreements, lies can occur 
3. Dividends are shared













	Franchise, franchisor, franchisee: the process of selling the rights of a company name and logo to business-men

ADV. 
1. Reduced risk
2. Immediate recognition 
3. It can be a cheaper investment
4. Franchisor pays advertising and provides stock.  



DISADV. 
1. Franchisee has to pay royalties
2. No guarantee of success 
3. Contract may be too strict 








	The four cooperatives: an autonomous association that tries to improve the interest of its own member, types include workers, consumer, retailer, social

ADV. 
1. Benefits society
2. Each member has 1 vote (fair) 
3. Positive decision making 


DISADV.
1. Sharing profit 
2. Disagreements may occur





	Joint ventures: two or more companies decide to share ideas, objectives and work on a mutual project in hopes of earning higher sales and profits.
 
ADV.
1. Ideas are shared
2. Risk is shared
3. higher sales/revenue, and recognition 

DISADV.
1. The joint companies may not work well together
2. Disagreements may occur over training, leadership style etc., 
3. Profit is shared 



	Family owned businesses: companies run and operated by family members

ADV. 
1. High trust
2. Higher ability to sacrifice

DISADV. 
1. Nepotism (favoritism) 
2. Choosing family over skill/efficiency
3. Personal life can interfere with work

 
	Partnerships: 2-20 partners/owners partner together to form a company with no limited liability.

In some cases, companies can develop a “limited partnership” where it earns limited liability. 

ADV. 
1. More ideas sharing
2. More skills 
3. Shared risk 
4. More finance available

DISADV.
1. No limited liability (IF IT IS A NORMAL PARTNERSHIP)
2. Partners can disagree, lie, or steal.
3. No continuity in case a partner dies. 
4. Delays occur due to more opinions
5. Not a separate legal entity (IF IT IS A NORMAL PARTNERSHIP)

 






For limited incorporated companies ONLY!!, there is always a board of directors. 
· The board of directors: a group elected by the shareholders at the annual general meeting, they are the highest authority in the management of the corporation, they oversee company activities and establish policies and make decisions on matters such as dividends and the hiring/firing and compensation of upper management. 
Duties of the board of directors can include:
1. governing organization by establishing board policies
2. Selecting, appointing, supporting, performance of executives.
3. Approving annual budgets
4. Setting salaries and compensation of company management 
5. Reporting for stakeholders about organization performance
6. Ensuring that enough financial resources are available.

You may be asked which business legal structure is favorable in certain situations, things to consider apart from the case study (knowledge points)  include: 
Business finance and capital available, companies with more money are likely going to be limited companies as they have many investors and it is expensive to incorporate your company. 
Business size, larger business are likely to be limited as they need to be incorporated to fulfill certain guidelines when growing in size, small companies do not have many restrictions and do not need to become incorporated 
Type of industry, common industries (mass markets) such as phones for example are likely to be limited companies, while industries that may be too rare such as cow-boy boots company, or mini-golf center do not target a lot of people so they do not need to expand and reach all audiences.
A business objective

 is an aim or target the company wants to achieve they are important because it provides a clear sense of direction where workers and managers can work toward and know how to reach, success can be measured by how those objectives are being achieved and managers can associate decision making according to their objectives.

Common business objectives which include 
· Profit
· Dividends (return to shareholders)
· Business growth
· Employee benefits
· Consumer welfare
· Survival
· Increase market share
· Sales revenue. 

Reasons why objectives may change 
· As a company achieved its objectives they can move to another objective
· Objectives can also change due to external factors such as competition or economic changes
· Internal factors can influence objectives as well like technology which can change the product, replace workers or influence costs and price. 

A mission statement is a written statement made by the company that states/declares the primary purpose of the business, which are designed to make the mission statement true, it should be clear and understandable, it can be a short sentence or a paragraph which is serves as communication to the stakeholders involved in the business as it usually describes something about the product or the market.

· Company objectives should be SMART, (Specific/measurable/agreed upon/realistic/time bound)

1. Specific: to determine the goal in detail
2. Measurable: goal needs to be quantitative
3. Agreed upon/achievable: all members are aware of the goal and jointly believe it is possible to be completed
4. Realistic: is it possible?
5. Time bound: provide a time-frame and time window to be completed. 

EXAMPLE of a SMART objective: 
· Increase sales (S) by 10% (M)(A)(R) within the next 2 years (T)





Corporate objectives: relate to the business as a whole, usually set by upper/top management which focus on desired performance and results, most corporate objectives include satisfying shareholders, such as an objective of increasing profit by 10% over 2 years, once these objectives are identifies, functional departments can get details information on how best to work towards and achieve these objectives.
Functional objectives: relate to a specific function or department such as marketing, functional objectives are designed for the achievement of corporate business objectives.
Personal objectives: refer to the goals related to the workers of the company such as financial needs (higher wages) or social such as recognition

image1.png
ROSAR
School

Marj Elhamam




