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Introduction
The 19 topics in these teacher notes match the topics in the workbook for AQA AS Business Studies
Unit 2: Managing a Business. Each section of the workbook is designed to complement the learning
process taking place in the classroom. You must decide whether to be guided by the workbook or
to use it when it corresponds to your own teaching programme.
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Each topic is preceded by summary notes which are intended to reinforce learning and to prompt
students when responding to the questions set. Most questions are designed not to reflect the
structure of a real-life examination, but rather to help students to develop skills that will help them
in their examinations.

These notes are designed to be helpful but not fully comprehensive in their coverage. They include
some guidance about what to expect from the students’ responses, although you might expect
different and/or more detailed answers from your students. 

In order to provide more comprehensive responses, student should be encouraged to use their
class notes, textbooks and other relevant sources.

Finance
Using budgets
1 They provide direction and coordination; they may motivate staff; they can improve efficiency;

they assess forecasting ability.

2 Strengths: a new reward system could motivate section heads; the bonus system was based
on clear, objective targets; targets were based on last year’s allocations and are likely to be
fairly accurate; targets reflected the priority areas agreed by the board of directors; Shavri
offered opportunities to change budgets in the light of circumstances.

Weaknesses: Shavri did not consult with the section heads before the budgets were allocated;
bonuses were based on imposed targets, which could demoralise the section heads; targets
based on last year’s allocations may not reflect changes in the last year.

Evaluation: although there are a number of strengths, these are likely to be outweighed by
Shavri’s lack of consultation and the speed with which budgets were set. Both of these factors
will cause considerable dissatisfaction among the section heads.

3 a Figures in bold print show the gaps that have been filled.

b Reasons to support Layla’s view: the overall target of £78,000 profit has been met exactly; the
adverse cost variances have almost certainly been caused by increased production to match
the increased sales level.

Budget (£000s) Actual (£000s) Variance (£000s) F or A 

Sales income 400 441 41 F

Capital costs 56 88 32 A

Raw materials 100 106 6 A

Marketing expenditure 42 55 13 A

Wages 84 74 10 F

Other costs 40 40 0 –

Total expenditure 322 363 41 A

Profit 78 78 0 –
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Reasons against Layla’s view: three of the costs have shown significant adverse variances;
although the variance on income is favourable, it suggests inaccurate budgeting; it would be
worth seeing how the favourable variance on wages has been achieved.

Evaluation: there is a lot to learn from investigating these variances. They could reveal
excellent marketing by the business, poor cost control and efficiency gains by investing in
capital equipment and reducing the wage bill. Therefore, Layla’s view should not be supported.

c Investing in more capital equipment: this is a one-off cost but is likely to decrease the wage
bill for many years into the future.

Undertaking more market research, so that she can find out factors likely to affect sales
income. It is possible that the increase in marketing expenditure can be linked to the increase
in sales income.

Improving cash flow
1 Cash flow is the movement of cash into and out of an organisation over time.

2 Causes: her regular supplier insisting on cash payment on delivery; loss of sales revenue when
two new competitors opened shops; the seasonal nature of sales of her products; Jenny’s
complacency; Jenny’s decision to extend the store and build up levels of stock.

Evaluation: all of these factors contributed to Jenny’s cash-flow problems, but the sudden loss
of 3 months’ credit and the major fall in sales revenue from the competition would have been
new factors. Any major expansion is also a considerable drain on finance and this may have
contributed significantly to the problem.

3 Jenny could: look for alternative suppliers who offer credit; offer credit to her customers but
then use debt factoring to get immediate cash payments; seek a bank overdraft to overcome
temporary problems such as the building up of stock.

Evaluation: the final option is a one-off solution but the first two suggestions should perma-
nently improve Jenny’s cash-flow situation. Consequently, these are the methods that Jenny
should use. 

4 The combination of different factors made it very difficult for Jenny to avoid cash-flow
problems, but they were not inevitable because she could have: reacted more quickly to the
competition, particularly when it came to offering credit to customers and organising debt
factoring; sought out alternative suppliers; looked at stocking products that sold at different
times of the year to avoid seasonal variations in sales; planned and researched her expansion
more carefully. 

Measuring and increasing profit
1 Figures in bold print show the gaps that have been filled.

Usual stock (£) Russian gifts (£) Total stock (£)

Sales revenue 140,000 90,000 230,000

Profit 17,000 18,000 35,000

Net profit margin (%) 12.1 20.0 15.2
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2 Factors include: having to pay for the orders in advance; having to wait 4 weeks before the
gifts were delivered; needing to offer credit terms to customers to buy the range; having to
reimburse customers for faulty, substandard products.

3 £300,000 in the bank would earn 6% interest, giving a total return of £18,000. There is no risk
to this investment.

Investing in his friend’s business promises a 15% return, but there is a high risk and his friend
is not making any guarantees.

The Russian gifts are expected to make a profit of £36,000. This is a 12% return on the £300,000
capital — an estimate based on Lev’s personal experience, so there is limited risk. 

Evaluation: on balance, the Russian gifts seem to offer the best compromise, as they provide
an excellent return with limited risk.

4 Reducing costs is likely to lead to substandard quality. Lev’s customers appreciate high-quality
gifts at high prices, so reducing costs (and probably quality) is unlikely to be a successful
strategy.

Increasing his prices is in line with the expectations of his customers and will allow Lev to
make high profit margins. This was the strategy that he adopted very successfully with the
Russian gifts.

If Lev can increase sales volume, which he is currently aiming to do by opening new shops,
he is likely to be successful, as there appears to be a significant demand for his products.

Evaluation: overall a combination of increasing prices and increasing sales volume would
appear to be the best strategy, as both methods have worked at the Ramsgate store. However,
reducing costs should be avoided as it may damage his reputation.

People in business
Improving organisational structures
Organisational structure and levels of hierarchy
1 An organisation chart shows the lines of authority and the layers of hierarchy in an organisa-

tion. In doing so, it shows the relationship between line managers and their subordinates, and
the channels of communication.

2 Levels of hierarchy show the vertical division of authority and accountability in an organisa-
tion. They show the chain of command from the factory workers, through their supervisors
and the production manager, to the managing director.

Span of control is the number of subordinates that a manager is required to supervise directly. 

The relationship between them is that, in an organisation of a given size, the more layers (or
levels) of hierarchy, the smaller the span of control, and vice versa.

3 Advantages: managers have less need to delegate and workloads are more manageable; tighter
control of decisions and subordinates is possible; there are more opportunities for promotion.

Disadvantages: more layers of hierarchy may slow down decision making; the chances of
messages becoming distorted are greater; there will be more managers, adding to overhead
costs. 

4
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4 A narrow span of control at senior management level is probably due to the complex nature
of their subordinates’ jobs. The wider span of control at shop-floor supervisor level is probably
because factory workers are each carrying out similar, relatively low-skilled duties in close
proximity to each other. However, a wide span of control is also suited to skilled workers who
can take responsibility for their own decisions. It encourages delegation and passes respon-
sibility to subordinates, which may be good for motivation. 

There is no ideal span of control, as it depends on the circumstances. A narrow span of control
allows close control and monitoring of subordinates, which may be vital if geographical and
communication difficulties make contact problematic. Narrow spans are also needed if a
manager is responsible for subordinates with widely differing roles and duties, as this makes
the manager’s job more demanding. 

5 Workloads will be determined largely by the nature of the organisation and management
structure that is in place. A large span of control or a lack of delegation can increase workloads
considerably. A change in the organisational structure can change job allocations: for example,
from a situation where one production manager is responsible for the production of all
products within a business to the creation of production managers for each product and an
overall production director. 

6 Relevant factors are: the size of the organisation; the nature of the organisation; the culture
of the business; the skills of the workforce. 

7 Individual managers need to delegate more effectively; extra delegation means responsibility
is passed to lower levels of the hierarchy, potentially improving motivation but also increasing
the workload; wide spans of control might improve vertical communication; fewer managers
may lead to cost saving; there may be fewer opportunities for promotion.

Evaluation: flatter organisations can encourage greater trust, better motivation and more
effective communication, all of which will have a positive impact on business performance.
However, they require managers who are able to delegate effectively. 

Delegation 
1 Delegation is the process of passing authority down the hierarchy from a manager to a subor-

dinate.

2 Responsibility means being accountable for one’s actions. For example, Jake will be respon-
sible for a range of areas in Mena’s absence and will be required to justify his actions to
Mena. 

Authority is the ability or power to carry out a task. For example, Jake has been given the
authority to sign cheques up to £1,000 and to make certain decisions. 

Accountability is the extent to which a named individual is held responsible for the success
or failure of aspects of work. Mena is ultimately accountable for the work of the finance
department. 

3 If Jake was not given the authority to sign cheques and make certain decisions, payments could
not be made and decisions could not be taken. This might affect the business adversely. The
fact that Mena has informed other colleagues of the authority she has passed to Jake means
that Jake will be able to carry out his job properly in her absence.

4 If handled well, delegation can be good professional development. If Jake is keen eventually
to become a manager himself, effective delegation is an excellent way to gain experience. If
Jake is given more responsibility, his motivation may increase.
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5 There must be mutual trust between the supervisor and the subordinate to whom work is
delegated; the subordinate must have the skills and capability to undertake the role; clear
explanations and instructions must be given to the subordinate; authority must be delegated
so that the individual has control over sufficient resources to complete the task effectively.

6 Limitations include: the size of the firm; customer expectations; the need for confidentiality;
the quality of the staff; the attitudes and the approach of management; crisis situations. 

7 Effective delegation will contribute to the quality of decision making, to motivation and to 
efficiency, and hence will be an important factor in an organisation’s success.

Communication flows
1 Benefits: employees know exactly what they are required to do; the morale of employees is

improved; a firm will have more successful coordination and control.

Problems: a lack of coordination between different departments; poor morale and motivation
of the workforce; inefficiency as a result of people being unclear about their roles and respon-
sibilities or about the aims and objectives of the firm.

2 a Internal communication is the exchange of information that takes place within an organisa-
tion, while external communication is the exchange of information between a firm and 
individuals, groups and other organisations outside the business. 

b One-way communication is communication without any feedback, while two-way communi-
cation involves feedback. 

3 A sender or communicator sends a message via a transmission mechanism (or communica-
tion medium or channel) to a receiver and receives feedback.

4 B and D.

5 Informal communication involves passing information outside the official channels (e.g. gossip
and ‘the grapevine’); informal communication channels can help and hinder formal commu-
nications; messages concerning rumours often pass more quickly through informal channels
than through established channels, although they may not always be accurate; sometimes
firms issue ‘leaks’ on to the grapevine to assess the reactions of employees. In general, the
existence of large amounts of informal communication may suggest that the formal commu-
nication channels are not operating effectively. 

6 Upward communication (also known as bottom-up communication) is transmitted from the
bottom of the organisation up to the top of the organisation or from subordinate to
superior.

Benefits for decision making include: it helps managers to understand employees’ views and
concerns; it helps managers to keep in touch with employees’ attitudes and values; it alerts
managers to potential problems; it provides managers with information they need for decision
making and gives feedback on the effects of previous decisions; it helps employees to feel they
are participating; it encourages motivation; it provides feedback on the effectiveness of
downwards communication and how it can be improved.

Evaluation: upward vertical communication can have a very positive impact on decision
making. However, not all decisions can be made in this way, and in some situations, downward
vertical communication is the most appropriate means of communication. 

7 Different organisational hierarchies and spans of control have an effect on motivation and
communication, and therefore affect business performance

6
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Clear lines of accountability make it easier to recognise achievement. However, by making it
easier to trace and correct mistakes, they may make managers overcautious about making
difficult decisions.

Improving the effectiveness of delegation can improve managerial success, workforce moti-
vation and hence business performance. 

Effective communication leads to more effective decision making, makes it easier to introduce
change, improves coordination, encourages a more motivated and committed workforce, and
ensures that a business is more in tune with its customers and key stakeholders. 

Evaluation: an effectively structured organisation will improve communication, motivation and
decision making, and thus will have a positive effect on performance. 

Measuring the effectiveness of the workforce
1 Labour productivity is the output per worker in a given time period. 

Ways to increase labour productivity: recruitment of suitably skilled and trained employees;
provision of training to enhance skills and attitudes of existing employees; remuneration and
non-financial benefits that improve motivation and effort.

2 Labour turnover is the proportion of employees leaving a business over a given period. 

Problems of high labour turnover: high recruitment and selection costs; high induction and
training costs; a possible fall in productivity.

3 Internal causes: low wages in comparison with other jobs requiring similar levels of skill;
boring and unchallenging jobs that usually lack career opportunities; long hours and poor
working conditions.

External causes: many of the staff recruited are students, who will therefore view the job as
temporary; a substantial number of the jobs in this sector will be seasonal and hence will only
attract people looking for seasonal work.

4 Causes of high absenteeism: unavoidable causes including illness and transport costs;
problems with individual workers or with the firm itself, including poor levels of motivation,
low commitment, ineffective management and poor communication.

Consequences of high absenteeism: costly; delays in production; reduced productivity and
quality; adverse impact on sales and profitability.

5 a labour productivity = output per period/number of employees per period

2005: 12,600/200 = 63 units per employee per year 

2006: 13,500/180 = 75 units per employee per year

2007: 14,960/170 = 88 units per employee per year

b labour turnover = (number of people leaving a business over a given period/average number
employed over a given period) × 100

2005: (15/200) × 100 = 7.5%

2006: (20/180) × 100 = 11.1%

2007: (25/170) × 100 = 14.7%
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c annual absence rate = [total number of days lost due to absence during the year/(total number
of days that could be worked × number of employees)] × 100

2005: [1,200/(250 × 200)] × 100 = 2.4%

2006: [1,440/(250 × 180)] × 100 = 3.2%

2007: [1,700/(250 × 170)] × 100 = 4%

d health and safety absentee rate = (number of working days lost due to health and safety
reasons/total number of possible working days per year*) × 100

*total number of days that could be worked × number of employees

2005: [30/(250 × 200)] × 100 = 0.06%

2006: [20/(250 × 180)] × 100 = 0.04%

2007: [15/(250 × 170)] × 100 = 0.035%

6 They give a business some idea of how well it is managing its human resources. By consid-
ering these measures over a period of time, a business should be able to gain a clear indica-
tion of how well its HRM programme is operating and where changes need to be made to assist
the business in meeting its corporate objectives. 

7 Labour productivity has increased by over 15% each year and is approximately 40% greater in
2007 than it was in 2005. 

Labour turnover has almost doubled during this period, from 7.5% in 2005 to 14.7% in 2007. A large
proportion of employees leaving the firm are from the production department and the number of
employees leaving from the administration department has increased from 0 in 2005 to 8 in 2006. 

Although absenteeism per annum is low, it has increased by at least 25% in each year and is
now 66% greater than it was in 2005. Rates in administration and finance have almost doubled
in the time period.

The rate of health and safety absence is negligible and falling, which might mean that effective
health and safety training is having a positive impact. 

Evaluation: the issues raised for HRM policies concern labour turnover and absenteeism. It
would be useful for the firm to investigate the reasons for their high level/increase, introduce
strategies to reduce them and then keep rates under review. 

Developing an effective workforce: recruitment,
selection and training 
Recruitment and selection
1 Workforce planning allows a firm to consider whether there are alternatives to recruitment and

selection: for example, redeployment of existing staff, increased use of overtime, employment
of temporary workers or introduction of new technology.

2 Characteristics: skills, aptitude, knowledge and experience; qualifications; personal qualities
such as ability to work in a team. 

A person specification provides details of the ideal candidate by listing the essential and
desirable characteristics of that person. It is used to identify the criteria that should be used
in short-listing and then in selecting the best candidate. 

8
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A job description includes: the job title, the main purpose of the job, to whom the job holder is
answerable, the main duties and tasks contained in the job, and any authority the job holder has.

3 Benefits of internal recruitment of senior managers: ASDA has thousands of employees so
there is a high probability of a wide range of talents among its staff; the talents of those staff
who rise to senior management will be well known, thus there is less risk of error; shorter
induction periods will be possible, reducing costs; staff may be more motivated.

Problems of internal recruitment of senior managers: to recruit the best staff, firms should
select them from as wide a range of people as possible; external recruits may bring in fresh
ideas and help ASDA to find out how other organisations operate; jealousies and internal
conflict may arise when one internal candidate is chosen ahead of others. 

Evaluation: it is likely that a large proportion of ASDA’s senior managers have been internally
recruited. Given ASDA’s trading success, this suggests that the benefits of internal recruitment
may outweigh the problems. 

4 a Local newspapers, job centres.
b Professional magazines.
c Army careers centres.
d National newspapers, university ‘milk rounds’, internet.

5 Application forms provide information in a standard format, allowing a business to collect
information from job applicants in a systematic way and to assess objectively a candidate’s
suitability for a job. CVs include similar information but give candidates the opportunity to sell
themselves in their own way without the restrictions of fitting information into boxes. 

6 Selection techniques include: aptitude and attainment tests; psychometric or personality tests;
assessment centres.

Aptitude and attainment tests measure how well an applicant deals with a simulated business
situation or the candidate’s level of skills in tasks that are relevant to the job. Psychometric tests
assess the personality and character of the applicant in order to measure their suitability for the
role. Assessment centres are where a group of candidates undergo in-depth assessment. These
tend to include the features of the earlier techniques, but also include group and teamwork.

An interview involves face-to-face questions and answers between the employer and the
candidate. Research suggests that, although interviews are the traditional and still the most
popular method of selection, they are not necessarily the most effective. 

7 Sex discrimination; equal pay; race relations; disability discrimination; age discrimination.

8 Effective recruitment and selection should ensure that the best person for the job is chosen.
This should: contribute to the efficiency of the organisation; lead to greater motivation for the
person selected and for their colleagues, managers and subordinates; and result in lower levels
of absenteeism and labour turnover.

9 Factors to consider: the more senior the job, the more thorough the process is likely to be; the
resources available to fund recruitment and selection, and the cost of the methods being
considered; the cost-effectiveness of the methods; the supply of labour and number of appli-
cants; whether the recruitment is internal or external — internal recruitment should involve
a simpler process.

Evaluation: recruitment and selection processes must be appropriate in order to result in the
appointment of the best possible candidate for the job, which in turn will have positive benefits
for the organisation. 

Student Workbook Teacher Notes

9AQA AS Business Studies: Unit 2

1336 TN AQA AS BusU2 DB3  13/10/08  15:38  Page 9



Training
1 Restructuring of the firm that may require employees to adopt new procedures and understand

new structures; the development and introduction of new technology that requires employees
to undergo specific training in the use of new machines and computer systems.

2 It helps new employees reach expected levels of performance; it ensures employees have the
necessary skills, knowledge or attributes for the job; it improves motivation and job satisfac-
tion; it increases efficiency and productivity, which may lead to higher profits; it encourages
employees to deal with change more effectively; it encourages employees to work towards the
organisation’s aims and objectives.

3 Induction training is for new employees and usually involves them learning about the way the
business works rather than about the particular job they will do.

Benefits of effective induction training include: workers settle quickly and therefore reach their
maximum efficiency sooner; staff motivation improves if a feeling of belonging is generated;
labour turnover is reduced; employees understand the aims and culture of the organisation
more readily.

4 External training (e.g. joining a college course on business management or supervisory
training) is appropriate if there are only a few employees with a specific training need and if
the training requirements are not specifically linked to the organisation. Internal training takes
place within the firm and often on the job. It is appropriate if training needs are specific to the
individual organisation (e.g. if employees need to learn how to use a particular new computer
system). It is usually cheaper than external training. 

5 On-the-job training involves employees learning how to use the new technology by observing
how it is done by an experienced employee or trainer in the actual workplace. Benefits of on-
the-job training: it is cheaper; the training takes place in a realistic working environment; the
training is focused on the company’s methods.

Off-the-job training involves employees learning how to use the new technology in a
classroom environment away from the immediate workplace. Benefits of off-the-job training:
the environment is likely to have fewer distractions; a broader range of skills will probably be
provided, increasing worker adaptability; specialist trainers and facilities are used.

Evaluation: management may need off-the-job training to familiarise them with the purpose
and benefits of the new technology. Operatives may need a mixture of off-the-job training (to
familiarise them with the reason for the new technology and the major changes to existing
processes) and on-the-job training (to demonstrate and practise exactly how to use the new
technology). 

6 Evaluation of how effective training has been will depend on the nature of the training: for
example, the effectiveness of training in a new computer program might be evaluated by moni-
toring improvements in the quality of output or reductions in wastage; the effectiveness of
training in relation to customer care might be evaluated by using mystery visitors acting as
members of the public.

The outcomes of management training courses would be difficult to observe or measure,
particularly in the short term. In such situations, questionnaires might be used to assess
employees’ views and perceptions before and after the course.

Training can be evaluated by monitoring reductions in labour turnover and absenteeism, and
increases in candidates coming forward for internal promotion. 

10
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Evaluation: in general, if the outcomes of training can be observed, evaluation will be reason-
ably easy. Evaluation is more difficult where the outcomes of training are harder to observe
or measure.

7 Both types of employee need effective, but differentiated, induction training that helps them
settle in quickly, so that they reach expected levels of performance. 

The sales assistant needs to be able to carry out his or her responsibilities effectively. Much
of this will be covered by on-the-job training in the store in which they work. 

The regional manager has a broader range of responsibilities. Much of their training will take
place off-the-job; it may be internal to the firm, but in its head office. 

Evaluation: the nature of any training must be related to the nature of the job and its respon-
sibilities, and to the objectives of the company. 

8 The provision of training is often a response to current problems faced by a firm. Such
problems usually manifest themselves when the knowledge and skills required by the firm
exceed or differ from those that workers currently possess. This can occur because of: the
development and introduction of new products; restructuring of the firm; the development and
introduction of new technology; changes to procedure, including improvements in customer
service; high labour turnover; low morale; changes in legislation.

Evaluation: if firms are aware of current developments and future possibilities, their planning
should include strategic decisions about effective training to ensure that their workforce is well
prepared to meet future needs. 

Developing and retaining an effective workforce:
motivating employees 
Theories of motivation
1 F. W. Taylor’s scientific management school of thought was based on three main elements:

managers organise and closely supervise workers to ensure they make sufficient effort; jobs
are designed according to extreme division of labour; workers are paid by piecework. By
adopting such a scientific, efficiency-centred approach to work, productivity would be
maximised.

Taylor assumed that money was the only factor that would motivate workers. However,
extreme division of labour meant that jobs became more boring and repetitive; and the lack
of skills needed by workers led to a loss of power for individual workers. Both factors led to
low morale and poor industrial relations. 

2 Firms should recognise the importance of groups in the working environment and managers
should communicate with both formal and informal groups. 

Recognition by managers and a sense of belonging to a group are seen as more important in
motivating workers than money and working conditions.

3 Expect a sketch of Maslow’s hierarchy of human needs plus the following:
� Physiological needs: the need to earn an income in order to acquire food and shelter and

have reasonable working conditions.
� Safety needs: the need to have a secure job, a safe working environment and adequate

pension arrangements.
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� Social needs: being part of a team, getting along with work mates and being provided with
social facilities such as staff rooms and canteens.

� Esteem needs: the need to receive positive feedback, to gain recognition and status for
achievement, and to have opportunities for promotion.

� Self-actualisation: the need to fulfil one’s potential — Maslow did not believe that this need
could ever be satisfied fully.

A higher-level need can only become a motivator in the workplace if lower-level needs are
satisfied. Therefore managers need to understand the needs of their workers in order to find
the most appropriate methods of motivation.

4 Motivators: a sense of achievement; recognition; the work itself; level of responsibility;
promotion or development opportunities.

Maintenance or hygiene factors: pay; company policy and administration; personal relations;
quality of supervision and management; working conditions.

5 Motivators, if present, will inspire workers to improve their efficiency and productivity. Main-
tenance factors prevent dissatisfaction but do not cause motivation.

6 Intrinsic rewards come from the job itself. These are linked to Herzberg’s motivators and the
higher-level needs in Maslow’s hierarchy. Extrinsic rewards are not directly related to the work
itself but are associated with doing the job. These are related to Maslow’s lower-level needs
and Herzberg’s maintenance or hygiene factors.

Herzberg’s and Maslow’s views about needs being the main driving force are similar and
Herzberg’s motivators correspond with Maslow’s higher-level needs, while his hygiene factors
correspond with Maslow’s lower-level needs.

7 Criticisms can be made of each of the theories. The research that led to Herzberg’s two-factor
theory was based on a small sample of professionals. Despite this, many of Herzberg’s ideas
have been borne out in practice. Maslow’s theory makes broad assumptions about the fact that
everyone has the same needs. Once people satisfy their physiological and safety needs, it is
questionable whether, for all individuals, social needs come before esteem needs. Mayo’s
research is really about the result of group norms rather than individual motivation. Taylor’s
view that money, and particularly piecework, is the most important motivator, although
discredited, is still practised in many organisations in the UK.

Evaluation: much depends on the particular work situation. In a traditional manufacturing
organisation with a fairly authoritarian approach, a tall hierarchy, and routine and monoto-
nous work, money may be a good motivator, allowing people to enjoy their social life and
home comforts. This supports Taylor’s view of what motivates people. It is also likely that in
this situation Mayo’s informal group influences and Maslow’s social needs are important to
the worker. Ensuring that Herzberg’s hygiene or maintenance factors are appropriate will also
be vital to avoid dissatisfaction. In an organisation that employs large numbers of people with
high-level skills and education, expectations are higher and jobs are more complex. Although
rates of pay and working conditions are vitally important, workers expect more recognition,
autonomy, involvement in decision making and empowerment — Maslow’s higher-level needs
and Herzberg’s motivators are therefore also important.

Using financial methods to motivate employees
1 Time rates are payment systems based on time. 

It is difficult to measure the amount of work produced by sales assistants and clerical
workers, and the work that is completed may not be a reflection of the effort made by the
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worker. For example, the value of goods sold by an individual sales assistant might not reflect
their efforts. 

2 In a piece rate system, workers are paid according to the number of items (pieces) they produce.

Problems: workers may concentrate on quantity rather than quality; according to Herzberg,
this type of reward creates ‘movement’ rather than motivation; output may change to suit the
workforce rather than match changing demand; workers may be reluctant to undertake activ-
ities, such as on-the-job training of new employees, because they reduce output.

3 PRP is a bonus or salary increase awarded for above-average performance. 

Advantages: the direct link between effort and pay should encourage more effort; individuals’
targets can be linked to corporate objectives; if less supervision is needed, costs may be
reduced; it may improve motivation and reduce absenteeism and staff turnover.

Disadvantages: it can cause conflict if workers believe that the system is being used unfairly;
a major problem is the difficulty of measuring output; if PRP represents only a small percentage
of employees’ income, its effect on motivation may be limited.

4 Advantages: it can help to unite a business as everyone shares in its success; it may encourage
staff to seek out and suggest methods that will improve the profitability of the business.

Disadvantages: as a small percentage of income, its effect on motivation may be limited; the
free rider effect may be evident; profit sharing may discourage owners from reinvesting in the
future. 

5 Advantages: it can help to unite a business as everyone shares in its success and employees
have the opportunity to vote at the AGM; it may encourage staff to suggest methods to improve
the profitability of the business because as shareholders they will receive benefits in future years.

Disadvantages: each worker has only a very small stake in the business, so share ownership
may have a negligible effect on motivation; in practice, share ownership tends to reward the
directors much more significantly than other staff, which can create divisions in a business.

6 This is a financial incentive that allows senior management to buy a certain number of shares
at a fixed price, within a certain period of time. 

Example: a share option to buy 1,000 shares at £1.00 per share until January 2009. If shares
are currently (September 2008) trading at £1.20, this represents a discount of 20p per share
or £200 on 1,000 shares. 

7 Subsidised meals; discounts on the company’s products; sports and social facilities; company
cars; private medical insurance; company pension scheme.

8 According to Herzberg, financial incentives create movement rather than motivation. This
means that incentive systems based on financial reward do not change the attitude of the
worker, but simply provide a temporary change in effort and commitment.

‘A reward once given becomes a right.’ If a worker regards a payment as a reward, he or she
will be motivated to work hard in response to the offer of a reward. However, once the worker
perceives the payment as a right, it ceases to motivate. Usually, workers will see such payments
as an incentive to work harder in the short term. However, subsequently the worker will regard
the payment as having been earned. Additional payments will therefore be needed to generate
an increase in effort in the future. 

Evaluation: the logical conclusion is that money can only motivate in the short term. Other
methods, based on non-financial incentives, are required to sustain motivation in the longer
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term. Motivators such as recognition can be constantly reinforced through new achievements,
on a regular basis.

Non-financial methods of motivating employees
1 Low productivity; high labour turnover; high levels of absenteeism.

2 Job enlargement: increasing the scope of jobs by job enrichment or job rotation.

Job enrichment: giving workers more responsibility.

Job rotation: giving workers a greater range of tasks, but with the same level of responsibility.

3 Advantages: increases motivation and productivity; trains people for promotion, enabling a
business to cover managerial absences and plan its future workforce more efficiently; allows
workers to use their skills more fully, resulting in increased output.

Disadvantages: some workers may not want greater responsibility, which causes them stress;
because workloads are passed down the hierarchy, motives may be mistrusted; some tasks
may be too routine and too difficult to enrich.

4 Mayo: greater responsibility may be a way of showing recognition.

Maslow: esteem needs can be satisfied by the higher status achieved through taking on a role
with greater responsibility.

Herzberg: recognition is one of the motivating factors that will encourage greater efforts from
the employee.

5 Advantages: it relieves boredom; it helps to create a multi-skilled workforce.

Disadvantages: less specialisation may reduce efficiency; greater levels of training; increased costs.

6 Empowerment means giving employees the means by which they can exercise power over
their working lives. 

7 Teamworking: results in synergy (i.e. by sharing ideas, solutions to problems that were beyond
the capabilities of individuals working separately might be found); improves motivation;
encourages multi-skilling, leading to more flexibility and adaptability.

Empowerment: motivates workers, thus increasing their efficiency; reduces costs by reducing
the number of layers of managerial staff; reduces the need for supervision, freeing managers
for more strategic roles.

8 Levels of hierarchy and spans of control: these influence promotional opportunities, delega-
tion, responsibility and communication — all of which influence, and are influenced by, the
choice of motivational techniques. 

Lines of accountability: if they are clear, it is much easier to recognise achievement and
therefore to reward it.

Delegation: empowerment can occur only if delegation is effective.

9 Effective communication makes employees feel valued; motivational theories recognise the
importance of effective communication; effective communication is essential in order to
empower employees; regular feedback on performance is an important aspect of employee
motivation and ensures a more focused and committed workforce. 

Evaluation: just as good communication can increase employee motivation, well-motivated
employees are likely to communicate more readily with management by suggesting ideas,
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listening to advice and contributing their opinions, and to be more willing to participate in
decision making. 

Operations management
Making operational decisions
1 High levels of customer satisfaction; punctual deliveries; reduced waste levels.

2 Building or extending factories or plants; asking staff to work overtime or longer hours; hiring
new staff; subcontracting.

3 The completed calculations are shown in bold print.

4 Unit costs: Sheena = £68.50; main competitor = £60.00.

Capacity utilisation: Sheena = 60%; main competitor = 95%.

On the basis of these calculations, Sheena is not competitive in comparison to her main
competitor’s unit costs and very uncompetitive in terms of capacity utilisation. 

Sheena may, however, be more competitive in terms of quality as she provides punctual deliv-
eries and has the flexibility to react to changes in demand. In contrast, her competitor had to
refuse the Carter Ltd offer.

Evaluation: the fact that Sheena’s capacity utilisation is so low means that there is consider-
able scope to improve her cost efficiency if she can use more of her capacity, by either closing
a factory or picking up the special order of 6,000 items. Without details of her fixed costs, the
exact savings cannot be calculated.

5 All of the evidence points towards accepting the special order:

price = £75; unit costs = £68.50; profit per item = £6.50

extra profit = 6,000 × £6.50 = £39,000

The order would increase capacity utilisation from 60% to 90%, almost certainly leading to unit
costs falling below £68.50 and so increasing profit still more.

There is a promise that this will become a regular order. If it causes capacity problems,
Sheena’s friend Kim can supply additional products.

Developing effective operations: quality
1 Quality describes those features of a product or service that allow it to satisfy (or delight)

customers.

Maximum
capacity output

Actual units
of output

Capacity 
utilisation (%) Total costs (£) Unit costs (£)

Factory A 6,000 4,500 75 270,000 60.00

Factory B 6,000 2,700 45 216,000 80.00

Factory C 8,000 4,800 60 336,000 70.00

Total 20,000 12,000 60 822,000 68.50
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2 Reliability; after-sales service; environmental features of the tractors; high-tech equipment.

3 Total quality management.

4 Benefits include: marketing advantages from the recognition of high quality standards; some
businesses only give contracts to firms with quality ‘kite marks’; there may be greater employee
motivation from the sense of responsibility and recognition; the system may bring financial
benefits from the elimination of waste and the improved reputation of the firm.

5 Reasons for short-term fall in profits: the system may have been expensive to establish and
monitor; training the workforce may have been costly; there may have been disruption to
production as the system was introduced and the workers were trained.

Reasons for the eventual increase in profits: workers are given total responsibility for the
product and will work hard to ensure that products are ‘right first time’; theorists such as Mayo
argue that recognition motivates workers; there is less likely to be waste if products are
checked by each person making the product. These factors will lead to a reduction in costs
and/or higher-quality products which can be sold for a higher price.

Evaluation: in the passage, it is the improvements in quality and the savings in costs that are
highlighted as the major improvements from the introduction of TQM. 

Developing effective operations: customer service
1 Variety of choice; prompt delivery; the appearance of the garments; speed of service.

2 Customers want a wide variety of choice, which means higher levels of stock; prompt delivery
is also required (although in the extract, some products had to be purpose-made by Kathryn
and her sisters); customers have high expectations about the appearance of a garment.

3 Kathryn (and her mother before her) had asked customers to complete a questionnaire about
the customer service received, indicating that some market research had been used effec-
tively. However, it had a limited focus and there was no secondary market research in
evidence. The four sisters had all been well trained in costume making by their mother. There
is no evidence of an established quality procedure, although Kathryn did seem to have a good
understanding of customer expectations. The questionnaire was focused on monitoring
performance, suggesting that this element of meeting customer expectations was also in
place.

Evaluation: overall Kathryn’s costume hire shop did not appear to have established quality
procedures, but met customer expectations through its emphasis on training and monitoring,
with some primary market research.

Working with suppliers
1 Low-cost raw materials may enable a manufacturer to keep down the costs of its final

product; high-quality raw materials from a supplier may make manufacturing easier for a
buyer and save on expenses such as waste materials; a reliable supplier can ensure that
materials are always available for the production line, so that time is not wasted through a
lack of materials.

2 Large suppliers may provide large quantities of materials, enabling the manufacturer to
maintain high production levels and high capacity utilisation; a reliable supplier can also help
a business to keep capacity utilisation high by guaranteeing adequate supplies of materials at
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all times; a flexible supplier can increase the supply of raw materials, allowing the business
to increase its production (and capacity utilisation) in an emergency.

3 Unit costs: Frentzen increased its prices when it realised that Hickson was prepared to pay
more and desperately needed its components. This cost increase was partly offset by the
generous credit terms that Frentzen offered.

Quality: Frentzen’s quality had always been very high, although it started to deteriorate when
it used subcontractors for some components.

Capacity utilisation: Frentzen had always provided Hickson with new stock on demand, helping
Hickson to maintain high levels of production.

Evaluation: in the past Frentzen appears to have contributed significantly to Hickson’s ability
to achieve operational efficiency. However, there is a suggestion that recent actions will have
increased Hickson’s unit costs and also lowered the quality of its products. Consequently,
Frentzen’s influence may now be more negative than it was in the past.

Using technology in operations
1 Robots carry out routine handling operations and assembly work much more consistently and

quickly than production-line workers. This should lead to lower unit costs for Marius and Co.

Robots are ideally suited to measuring, inspecting and testing. These activities can be done
constantly so that any defects in the production line are identified and put right as quickly as
possible, saving wastage.

Automation can help Marius and Co. to improve its stock control, enabling the business to
minimise stock levels and save money.

2 Although its previous experiences would have given Marius and Co. scope to overcome some
short-term difficulties, any changes were likely to lead to uncertainty and the lowering of
performance. In this particular situation, half the company’s workforce was made redundant
on the same day and it is difficult to perceive how any business could not be affected nega-
tively by such a dramatic change. All of the remaining employees would be undertaking
different job roles and there would be a sense of confusion and demoralisation, and the
breaking up of work groups. 

3 Unit costs show a significant rise in the first 3 months of 2009, followed by a more significant
drop, so that unit costs in late 2009 were below their 2008 levels. 

Weekly output per person also follows this pattern, with a slight deterioration when the system
was being introduced culminating in an eventual improvement from April 2009 onwards.

The same pattern is repeated with ‘waste’, although the deterioration in performance in early
2009 is quite dramatic. The eventual improvement is also very significant, with a much lower
waste level at the end of 2009 than there was in 2008.

The quality rating shows a very sharp deterioration in the early months, as the new system
was being introduced, and an eventual improvement.

Evaluation: with three of the four variables the pattern described exactly confirms Marius’s
view. The only exception is the quality rating, which deteriorates and then improves. But it is
still lying significantly below its 2008 level. On balance, with three of the four measures
showing improvements and the dramatic decline in waste, matters have improved as a result
of the new technology.
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Marketing and the competitive 
environment
Effective marketing
1 Marketing is the anticipating and satisfying of customers’ wants in a way that delights the

consumer and also meets the needs of the organisation. 

2 Anticipating customer wants, through market research; satisfying customer wants in a way
that delights customers; meeting the needs of the organisation, in terms of profit or growth
targets. 

3 Nina’s targets meet the smart criteria as they are specific, measurable, realistic and timed.
Although Nina’s targets appeared to be ambitious, she met all three targets within 3 years,
suggesting that they were appropriate marketing objectives.

4 There may be fewer competitors because of the narrow focus of her snacks; the lack of scope
for bulk-buying may enable small firms such as Nina’s to be competitive; the limited demand
would suit Nina as she can only manage a small operation; she can adapt her snacks to meet
the needs of her niche, creating a USP; it should be easy to target young women aged 16–25
in a particular town. 

5 There will be a few major contracts that will account for most of her sales. She will need to
market to specialist employees with a greater knowledge and understanding of healthy snacks.
Because the buyer’s reputation will depend on her reliability, she will need to be able to
guarantee reliability. Her promotions will tend to be much more informative, rather than persua-
sive, and she will probably need to reduce prices to give the other business a profit margin.

6 Niche marketing: there did not appear to be many competitors; she was able to reach her target
market nationally through certain magazines; within her home town she had achieved 25%
market share within 3 years.

Mass marketing: niche marketing had led to high delivery costs, restricting her profit in the
national market; some national health food stores were interested in stocking her range of healthy
snacks; Nina would need to modify their packaging and advertising to target the mass market.

Evaluation: Nina had made a good profit every year to date. There is no sign that this would
not continue in the short term. It is possible that competitors will start entering this market,
especially as national health food stores seem to be looking for suppliers. If Nina is prepared
to take the risk, and borrow a lot of money, she should move into the mass market. Her product
would appear to be adaptable and appeal to many more market segments than she is currently
targeting.

Using the marketing mix: product
1 a Technology; competitors’ actions; entrepreneurial skills of the owners; market research; 

availability of finance.

b Assess this on how convincing an argument the student presents.

A recent example is the Apple iPhone, where the technological know-how of Apple has
enabled the company to combine the iPod with a mobile telephone containing a number of
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advanced technological features. However, the cost of the technology and the desire for a high
profit has led to a limited level of introduction. This has enabled Apple to achieve high added
value through targeting early adopters — customers keen to buy new, high-tech products.

2 a Unique selling point.
b The USP of an Apple computer is its superior capability in certain fields, notably design and

music.

3 a cash cow
b problem child
c dog
d dog
e star

4 a maturity
b introduction
c growth
d decline
e growth

5 For product A, LBW plc should use extension strategies, such as redesigning the product or
targeting new market segments. This will keep product A in the maturity stage of the life cycle
and should enable it to maintain high levels of profit that can be used to support the devel-
opment and marketing of new products. Direct promotion of product A should be regular but
not dramatic.

For product B a great deal of effort should be made in promotion, possibly accompanied by
low prices or temporary special offers, in order to increase market share. As the market is
growing rapidly, product B needs to have developed a favourable image that will allow it to
benefit from this growth.

Product C’s annual growth is very high. Its low market share is a reflection of its relatively recent
introduction and therefore it is worth pursuing similar policies to those used for product B, 
in order to establish this product. At present it does seem to be succeeding in taking away
market share from more established rivals, so there must be qualities that can be emphasised
in its marketing. Its current marketing appears to be successful and should be continued.

Product D has a low market share and is in decline at a rate much faster than the overall
decline in the market. There appears to be little hope for future growth and therefore marketing
should focus on keeping costs low, while planning the introduction of a replacement product.

Product E should be supported by heavy promotion, as the market is growing rapidly and the
product is growing even faster. It has a high market share and there should be no need to cut
price as the fact that there is unlikely to be a close competitor means that high added value
should be achievable. Its unique qualities should be emphasised.

Using the marketing mix: promotion
1 Objectives of the campaign (raising awareness is suited to mass media); costs and budgets (the

business may only be able to use cheaper methods); the target market (what messages and
forms of promotion will attract them?); the need to achieve a mix of attention, interest, desire
and action; legal factors (e.g. not being able to advertise cigarettes on television); external
factors (e.g. growth in popularity of the internet). 
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2 Both of David’s products are technical and require the customer to be informed about their
features and benefits. In both cases competitors will have produced similar products, so David
will need to persuade customers that his products have unique advantages and will provide
them with greater value added.

3 The can and bottle opener is sold to large stores, so business-to-business marketing techniques
should be used, with greater emphasis on the relationship that David has with buyers from
the major stores. However, because competitors have organised successful promotions and
taken away market share, David would also need to use national promotions, perhaps in DIY
magazines, to persuade stores that his product can compete.

To market the multipurpose workbench, David needs to use local media rather than national
ones. In a city such as Portsmouth, local radio and local newspapers would be the best
approach. However, if he attempts to launch it on a national basis, the internet would be ideal,
unless he can find a store to agree to stock it.

Using the marketing mix: pricing
1 The pricing strategy that Lara used was ‘price taker’. This is because she copied the price set

by the large suppliers — the ‘price leaders’.

2 Curius has a unique selling point and Lara is the sole supplier. In these circumstances, price
skimming would be the ideal strategy in order to maximise profit, and she should be trying to
make profit before her 5-year contract expires.

A case could be made for penetration pricing — this would help Lara to get a large market
share, but it might lead to difficulties in achieving a high profit level. With only a guarantee of
5 years as sole supplier, she may not want to take this risk.

3 There are no close substitutes provided by rival UK suppliers. Curius is also a necessity in the
treatment of a major illness. Both of these factors will lead customers to be prepared to pay
a high price, as the product will be a necessity for them and so demand will be very price
inelastic.

4 Loss leaders are products that are sold at a low price to attract customers into the store. This
approach tends to be used with products that are bought regularly by customers. Therefore,
toilet rolls — which often appear on people’s shopping lists — are often offered at low prices
to attract shoppers into the store.

5 Customers expect toilet rolls to be sold at a reasonably cheap price. Psychological pricing is
used to make the product seem cheaper (e.g. charging £2.99 rather than £3). Supermarkets,
in particular, would want their main products to appear cheaper than those of their rivals, so
toilet rolls would lend themselves to psychological pricing.

6 Toilet rolls have a very elastic price elasticity of demand. Therefore, a lowering of prices will
lead to an increase in total revenue from selling toilet rolls. The disadvantage of this strategy
is that it will cut profit margins. However, the passage indicates that the costs of toilet rolls
were very low and a decent profit margin was made. Therefore, not only will profit probably
increase, but also the retailers will be able to compete with the supermarkets’ low prices for
toilet rolls.

7 Although toilet rolls in general are a necessity and therefore have an inelastic demand, there
are many different brands of toilet roll. These will tend to appear very similar to the customer,
as brand loyalty is unlikely to be very strong. With a wide choice of individual brands, the
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market for individual brands of toilet rolls will be very competitive. A particular toilet roll manu-
facturer will find that their demand is elastic because, although customers must have toilet
rolls, there are many similar substitutes available in the market. 

Using the marketing mix: place
1 Producer � Wholesaler � Retailer � Consumer

Producer � Retailer � Consumer

Producer � Consumer

2 � Convenience: most people choose the closest supermarket for their shopping.
� Accessibility: travel time and ease of parking are key factors. 
� Cost of access: how much does it cost to park? 
� Deliveries: is the location in a good place for quick distribution and easy access for lorries?

3 Typically, large retailers do not use wholesalers, such as Fernando, as they buy in bulk from
manufacturers and use their own warehouses for storage. However, small retailers do not have
the facilities to store and buy in bulk, and therefore would purchase from wholesalers. The
opening of two retail supermarkets in Barton would have led to a major decline in the corner
shops in Barton and this, in turn, would have taken away Fernando’s customer base.

4 Fernando could try to attract individual customers by improving and modifying the layout of
the warehouse to make it more attractive. In the UK, customers want an enjoyable shopping
experience and warehouses would not suit this need, even if the prices were cheaper. With
the growth in internet shopping, Fernando could develop an attractive website. He could offer
direct deliveries to individual shoppers at reasonable prices and compete effectively with super-
markets.

An alternative strategy for Fernando is to accept his limitations in groceries and focus on his
reputation as a DIY expert. He could extend his range of products and develop a USP of offering
good customer service and advice. He already has a good reputation, so this strategy has a
good chance of success. 

5 Fernando offered credit terms to local tradesmen, who had been encouraged to buy from him
for this reason; individual customers were prepared to pay higher prices because of Fernando’s
reputation for selling the right products and offering advice on DIY.

Evaluation: these two factors are highlighted in the article and would therefore be key reasons
for his success. However, it is possible that the DIY market is less competitive than the super-
market trade, hence opening up more opportunities for smaller suppliers. If Fernando can
provide a specialist service, he should be able to develop a USP.

Designing an effective marketing mix
1 The answers below are based on the example of toothpaste.

a Toothpaste is a mass market dominated by a few firms. Customers usually purchase tooth-
paste by paying cash. These factors mean that both manufacturers and retailers are likely to
have good profit levels and steady cash flow. This enables them to devote a lot of expendi-
ture to building up or maintaining their market share, through heavy promotional expenditure.

b Arguably, technology has had the most influence on ‘product’ within the marketing mix for
toothpaste. Toothpaste manufacturers have been able to use technology in researching and
developing effective ways to clean teeth, protect gums and generally improve dental hygiene.
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c The major toothpaste manufacturers continually research their customers to try to find their
preferences. Dentists are also used to try to discover aspects of dental hygiene that toothpaste
can improve. Products and promotions are then adapted to use the information gained from
this market research. 

2 A typical breakfast cereal requires an integrated mix. Product is a very important element as
people will have their own preferred taste or requirements, such as a wheat-based cereal or
one that meets certain dietary requirements. Producers, such as Kellogg’s, may see price as
less important, as customers who put a high value on low prices are more likely to purchase
supermarket own-brand versions. Promotion needs to be constant and varied, to keep
reminding customers of the existence of a particular brand in this very competitive market. 
A vital aspect of the marketing mix is place. In this instance, persuading supermarkets to 
give shelf space to a brand is essential as, without this persuasion, the brand will not be seen
by potential customers.

Marketing and competitiveness
1 In perfect competition, there are many firms providing identical products. In monopolistic

competition there are also many firms, but product differentiation exists, with each product
having its own unique qualities, although these are likely to be very similar to the features of
competitors’ products. 

2 Brillio is in either an oligopoly market or a monopolistically competitive market. With a 
45% market share, Graze would be legally defined as a monopoly. 

3 The high labour turnover in the factory is likely to have reduced efficiency and increased unit
costs; the inconsistent quality would have damaged the reputation of the product, leading to
lower sales; Graze’s old-fashioned image would have been off-putting to a large number of
customers and may have led to a fall in sales; the high price may have increased the profit
margin but could have dissuaded people from buying Graze.

4 Yvonne should emphasise the uniqueness of Brillio. It has been given a patent — the features
on which this patent was granted should be emphasised in promotional material. Emphasis
should also be put on the high quality of the product and the wide choice of colours available.
However, it may be more cost-effective to reduce the variety of colours, so it is worth
researching whether this is a genuine strength and what its impact on costs is. Yvonne should
investigate the reasons for the high unit costs and take action to lower them. A newly patented
idea with a high-quality reputation should not be selling at a low price, so an increase in the
price supported by heavy marketing expenditure should turn around the reputation of Brillio,
enabling it to become a successful product.

Evaluation: Yvonne’s main strategy should be to transform the product’s image and increase
its price, using its reputation for quality. This should lead to Brillio selling in greater quanti-
ties and at a higher profit margin.
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