
Uses Limitations

- A business can identify all their current 
products or services and their markets, then 
consider their future options for expansion 
using the matrix, considering opportunities, 
associated costs, benefits and risks

- Ansoff’s matrix helps to identify potential new 
markets or marketing strategies for a business

- Only shows part of the picture
- It oversimplifies the market
- Large MNC’s may need 

thousands of sub options and 
strategies

Difference Between Small and Large Firms

The objectives of large firms generally ted to be financial. This is because 
they tend to have stakeholders to satisfy, especially the stakeholders

Small businesses can have a wide variety of objectives such as…
- To ensure that the company breaks even at the end of the tax year
- To increase sales by 10% over the next 3 year
- To hire 5 new staff with skills in sales ad marketing and build a 

strong marketing dept over the next year 

Business Objectives & Strategy

Theories of Corporate Strategy

• Corporate Strategy – The overall scope and direction of a business and the way is which its various 
business operations work together to achieve particular goals

SWOT Analysis

SWOT – Strengths, Weaknesses, Opportunities and Threats

Strengths Weaknesses Opportunities Threats

Internal factors within 
a business that can 
help it achieve its 

objectives

Internal factors that 
could prevent a 

business from achieve 
in g its objectives

External business 
circumstances that 

can help it achieve its 
objective

External problems 
that may prevent a 

business from 
achieving its 
objectives

Corporate Objective

Corporate Objective – Those that 
relate to the business as a whole
They are usually set by the top 
management of the business and they 
provide the focus for setting more 
detailed objectives for the main 
functional activities of the business 

Bargaining Power of Suppliers

- If firms suppliers have bargaining power they will exercise that power, sell their products at a higher price and 
squeeze industry profits

Bargaining Power of Customers

- Buyers will want pries in the industry to be as low as possible
The more powerful the group, the lower the profits in the industry

Threat of New Entrants

- If new entrants move into an industry, they will gain market share and rivalry will intensify
The positions of existing firms in stronger if there are barriers to entering the market

Threat of Substitutes

- A substitute product can be regarded as a similar product with similar specifications that meets the same purpose

Rivalry Among Existing Businesses

- The more intense the rivalry between existing firms within the industry, the more likely the prices are forced down by 
competitive pressure

<— Ansoff’s Matrix

Igor Ansoff was a business professor, 
who back in the 1950’s had a theory 

relating to how a company looking for 
growth can choose their marketing 

strategy

Porters’ Strategic Matrix

1979 Michael Porter suggests that there were 3 generic business strategies that would get competitive advantage

Cost Leadership Differentiation Focus

Making products at the lowest 
cost, may include outsourcing, 
lean management, standard no 
frills low cost products

Useful in highly competitive 
markets where there are 
homogenous products

The product or service is 
unique and the USP adds value 
to the product

Useful strategy in highly 
technological markets where 
there are rapidly changing and 
evolving features of products 
and services

The product or service will 
serve a very small specific 
niche, high costs are passed on 
to customers, no close 
substitutes 

Useful strategy when the 
business wants to offer very low 
prices to a small market 
segmentDifferentiation Focus

Useful strategy when the business wants to offer products and services to aa small market segment, 
products or services will be differentiated and aimed at a niche market

Uses Limitations

- Establishes a clear direction for the business to 
go in

- Identifies when a business may be in trouble

- Not as relevant in very dynamic markets
- May not be useful in a crisis situation
- Over simplifies the market structure

Uses of the BCG Matrix Limitations of the BCG Matrix

- Good starting point when 
reviewing an existing 
product line to decide 
future strategy and budgets

- Helps businesses analyse 
future opportunities or 
problems with their product 
portfolios

- Conclusions drawn from 
such an analysis are to 
transfer the surplus cash 
from cash cows or sell off 
the dogs

- Classifies businesses as low 
and high, but generally 
businesses can be medium also

- High market share does not 
always lead to high profits

- Growth rate and relative 
market share are not the only 
indicators of profitability, this 
model ignores and overlooks 
other indicators of profitability

Kay’s Distinctive Capabilities

in 1993 John Kay argues that some outstanding businesses got their 
strength from their relationships with their 
employers/customer/suppliers

3 distinctive capabilities that could create added value and give a 
business competitive advantage 
• Architecture – relationships with employees, suppliers and 

customer
• Reputation – through the customer experience
• Innovation – bringing invention to market

Strategic Tactical

What the business will do to meet its 
aims and objectives

e.g long term direction of the business, 
pro-active decision making 

How the business will implement its 
strategy

e.g short or medium term decisions, 
reactive to competition actions

Strategic (Proactive) Tactical (Reactive)

- Hiring new staff as part of a long 
term strategy to improve 

productivity
- Training staff to achieve the 

business objectives of long-term 
efficiency and growth

- Having to hire a network manager 
because the old one has quit

- Having to train staff because a 
new IT system has been 

introduced

Impacts of Decisions on Human Resources

Impacts of Decisions on Physical Resources

Strategic (Proactive) Tactical (Reactive)

- Moving a factory location to 
another country to achieve the 

long – term objective of cost 
cutting and profit maximisation

- Moving a factory layout around to 
accommodate a new product 

being manufactured

Strategic (Proactive) Tactical (Reactive)

- Issuing shares to raise capital to 
achieve a long – term objective of 

growth and expansion
- Allocating budgets to new 

research and development 
projects which help the business 

to achieve the long – term 
objectives of expanding the 

product portfolio

- Agreeing on overdraft with the 
bank to cover a shortfall in a cash 

flow forecast
- Arranging a bank loan to buy some 

office furniture to replace some 
that is old and broken

Impacts of Decisions on Financial Resources

Strengths Weaknesses

What unique or low cost resources does the 
business have
What do people in your market see as your 
strengths
What factors mean that you get the sale

What could you improve
What should you avoid
What are people in your market likely to see as 
weaknesses

Opportunities Threats

What good opportunities can you spot
What interesting trends are you aware of
Useful opportunities can come from changes in technology 
and markets

What obstacles do you face
What are your competitions doing
Is changing technology threatening your position

SWOT and Strategic Decisions

• SWOT can be used as a tool to formulate a strategy of growth and attack to use the 
business strengths to maximise opportunities in the market

• SWOT can be used as a tool to compete and defend, using the strengths to minimise 
the market threat

• Can be used as a tool to identify when to change and retreat

Impacts of External Influence

• External Influence – Any factor outside of the business that has a impact on normal 
trading

• PESTLE =  Political, Economic, Social, Technological, Legal and Environmental
• PESTLE – A business analysis tool that aims to look at external factors and how they 

may have an impact on the business
This aids strategic and tactical decision making objective setting and helps a business to 
reach its goals

Politics Economic Social Technological Legal Environment

A business 
may be 
affected by 
politics in the 
UK or even 
politics 
across the 
world

A business 
should 
analyse how 
they may be 
affected by 
changes in 
economic 
factors

A business 
should 
analyse how 
they may be 
affected  by 
changes in 
social factors

A business 
could examine 
the impact of 
new 
technologies 
on their 
operations

A business 
should 
assess how 
they may 
be 
impacted 
by changes 
in 
legislations

A business 
could analyse 
their 
environment
al challenges 
that may face 
the business

PESTLE and Porters 5 Forces

In 1985 Porter argued that there were 5 factors which determine the profitability of an industry

• Bargaining power of suppliers
• Bargaining power of customers
• Threat of new entrants
• Threat of substitutes
• Rivalry among exiting businesses 



Lack of Co-Ordination Through DEOS

As a company grows and takes on new staff, makes new products, buys new premises, all of this needs to be 
co-ordinated
All resources need to be controlled so that operations can run smoothly. Workers may need monitoring 
which can add to costs
May need more managers which increases average cost per unit
Overtrading can result in cash flow problems too
As the size of the workforce increases there will be less face-to-face communication

3.1 Business Growth

• Business Growth – The point at which a business needs to expand and seek options to generate more 
profits

4 Main Objectives

- Achieve economies of scale
- Increased market power over customers and suppliers

- Increased market share and brand recognition
- Increased profitability

Economies of Scale Market Power Market Share Profitability

Growth enables a 
business to benefit from 
economies of scale with 

a huge impact on the 
cost of production

Reducing the power of 
suppliers and customers 
is the short to medium 
term objective which 
flows from the longer 
term objective of the 
business to increase 

profitability

In dynamic and 
competitive markets, 

businesses may seek to 
grow to achieve 

increased market share

Many businesses seek to 
grow and expand to 

increase their 
profitability

Economies of Scale

• Economies of Scale - Occurs when unit costs or average costs fall as a result of an increase in the level of 
output of the business

The more they make the cheaper it gets per item

Benefits

- By having more funds to buy stock, so being able to get better deals by buying in bulk
- By having more power

- By having more funds to pay for specialist staff
- By having a better reputation

Calculation
- Calculate the total costs of production for each of the 3 output levels (VC x Output + FC)

- Calculate the cost per unit (TC/Output)
- Identify at which level of output the business should operate

Increased Profitability

Problems Arising from Growth

As a business grows this brings with it a set of problems, there are lots of industry specific ones
- Diseconomies of scale

- Internal communication
- Over trading

Diseconomies of Scale

• Diseconomies of Scale – As the business grows they may expand the scale of production beyond the 
minimum efficient scale

At this point the average costs per unit starts to rise as production rises

Internal DEOS – communication, co-ordination, motivation

External DEOS – overcrowding in industrial areas, traffic congestion

Lack of Motivation

Workers in large companies may feel demotivated, this can lead to powerlessness and alienation

Means increased absenteeism and lateness;
-reduction in productivity
-lower output per worker

-means increased unit costs

Mergers and Takeovers

• Mergers – A legal deal to bring 2 businesses together under one board of directors
• Take Over - A legal deal where one larger business purchases a smaller one
• Hostile Take-Over - If the deal is unwanted by the management or board of directors

There are lots of industry specific reasons that one business will merger or takeover another
Tactical = Attempt to ensure increased market share, Access to technology, staff or intellectual property
Strategic = Access to new markets, Improved distribution network, Improved brand awareness

• Friendly Takeover – A business may be struggling with cash flow problems and invite a takeover from 
a stronger business

• Hostile Takeover – The board of directors will try and resist the takeover, but if another business gets 
51% shares they can takeover management and control

Horizontal and Vertical Integration

3 Sectors in Business;

- Primary (physical labour)
- Secondary (manufacturing raw materials)

- Tertiary (sells goods to customer)

Horizontal Integration Vertical Integration

Businesses operating in the same sector, merge or 
takeover another business in the same sector

When one business in one sector takes over or 
merger with a business in another sector or part of 

the supply chain

Financial Risks of Mergers & Takeovers
Financial Rewards of Mergers & 

Takeovers

- Original purchase cost
- Cost of change into a new business

- Redundancies of duplicate staff
- Cost if all goes wrong

- Increased revenue
- Economies of scale

Problems of Rapid Growth – Short Term

- The businesses that have merged may outgrow their premises in the short-term, they’re may not be 
enough space for everyone to work efficiently

- Morale may drop if staff cannot cope with the extra work so productivity can decrease
- May be shortages of cash to meet expansion costs

- Taking on more ad more work to generate moe income places additional pressure on the premises 
and staff

Problems of Rapid Growth – Management Pressure

- Management may be under pressure, operating reactively rather than proactively
- The quality of the products and services could drop, causing an increase in customer complaints

- The business may even lose customers to their competitors

Problems with Mergers and Acquisitions

- Clash of culture
- Possible communication problems

- Unreliable merger partners
- Diseconomies of scale

- Lack of understanding of local markets leading to wrong promotional message
- 75% of mergers fail

Organic Growth

• Organic Growth – The process of business growth which comes from within the business, as opposed 
to mergers and takeovers

Methods of Organic Growth;
- New product launches

- Opening new stores/branches
- Expanding into foreign markets

- Expansion of the workforce

New Products New Stores Foreign Markets Bigger Workforce

A business can grow 
from within by 

launching new products
If the risk pays off then 

the business will be able 
to enjoy increased 

revenue and profits

A business can grow 
organically by operating 
a series of new stores or 

outlets

A business can grow 
organically through 

origin markets

A business can expand 
organically by taking on 

new staff

+ -

- This avoids all the risks and pitfalls of merging 
with another business

- Cheaper than merging
- Retains the company culture

- Can be planned for unlike a takeover
- Higher production means EOS and lower 

average costs

- This is a very high risk strategy, opening lots of 
stores and taking on thousands of new staff is 

very risky and capital intensive
- Long period between investment and return on 

investment
- Growth may be limited and is dependant on 

reliability of sales forecast

Reasons for Staying Small

• Small Business – Any business with fewer than 250 employees

Product Differentiation and USPs
Differentiation – Creates value, Non price competition, Brand loyalty, No perceived substitute

USP‘s – Promoting the features of the product or service of the business, Quality customer service, Price, Quality

A small business can gain significant competitive advantage over larger companies if it responds quickly to 
customer needs

A small business can survive through excellent customer service. Consumers appreciate businesses that give them 
more for their money, especially when times are tough

Quantitative Sales Forecasting

4 main components that a business wants to identify in time series analysis data

- Trend
- Seasonal Fluctuations
- Cyclical Fluctuations
- Random Fluctuations

Business Planning Examples

- Human resource plan
- Production/capacity plan

- Cash flow forecast
- Profit forecasts and budgets

- Part of regular competitor analysis and helps to focus market research

• Inaccurate Predictions – Situations where actual sales are most likely to be significantly different

e.g Business is new, Market subject to significant disruptions from technological change, Demand is highly 
sensitive to changes in price and income, Product is a fashion icon

Extrapolation

• Extrapolation – Involves the use of trends of historical data

+ -

- Simple method
- Not much data is required

- Quick and cheap

- Unreliable if there are significant fluctuations in 
historical data

- Assumes past trends will continue
- Ignores qualitative fluctuations

Payback Period

• Payback Period – The time it takes for a project to repay its initial investment 
(Measured in time, weeks, days, months and years)

• Investment Appraisal – The process of analysing whether investment projects are worthwhile

3 Main Methods
- Payback Period

- Average Rate of Return
- Discounted Cash Flow

Calculating Payback Period

- Identify the net cash flows for each period
- Keep a running total of the cash flows

- Initial investment = an outflow
- When the total net cash flow becomes positive, that is the end of the payback period

Calculating Precise Payback

= Remaining Balance / Amount Made in Following Year
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