
 

BUSINESS STUDIES  
 
CHAPTER 1: UNDERSTANDING BUSINESS ACTIVITY 
 
The Basic Economic problem: 
 
The real cause of shortage or scarcity of goods and services is that there are not enough factors of 
production to make all of the goods and services that the population needs and wants.  
 
Scarcity- lack of sufficient products to fulfil total wants of the population  
 
4 factors of production: 
 
. Land - all natural resources provided by nature  
Ex: fields, forests, oil, gas, metals, and other me eineral resource ces. 
 
. Labour - The number of people available to make products, the physical and mental effort put 
in. 
 . Capital - The finance, machinery and equipment needed for the manufacturing of goods. 
 
. Enterprise - skill and risk taking ability of the person (Entrepreneur) who brings the 4 factors of 
production together to produce goods and services. 
 
 

 
 
 We have limited resources but so many wants, we therefore have to choose which wants to 
satisfy and which we will not. All choices involve giving something up which leads to 
opportunity cost. 
 
Opportunity cost - The next best alternative foregone 
 
 

 
 
 
Specialisation occurs when people and businesses concentrate on what they are best at. 
 
Specialisation is now common because  
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Incorporated Business – Business that has a separate legal identity from its owner(s) e.g. If the 
business goes bankrupt, the owners won’t be held responsible and only lose the money they 
invested. 

Unlimited Liability – The owner of a business can be held responsible for the debts of the 
business they own. Their liability is not limited to the investment they made in the business (If 
the business goes in debt, the owner needs to pay back with their own money. 

Limited Liability – The liability of shareholders in a company is only limited to the amount they 
invested (Opposite of Unlimited liability, If a business fails, the owners only lose what they 
invested) 

 

 

 

Main forms of business organisations 

Unincorporated Businesses 

Sole Trader – Owned and operated by one person. 

Advantages 

● Cheap and easy to startup 
● Full control of your own business 

Disadvantages 

● Unlimited Liability 
● If the owner dies, the business no longer exists 
● Less money / difficult to expand business 
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● Sales department: Responsible for sale and distribution of products for each 

region. There may also be an export department. 

● Research and Development department: Responsible for finding out consumer 

wants and developing new products. They also need to find ways to improve an 

existing product. 

● Promotion department: In charge of advertising and promotion. It will need a 

marketing budget which limits the amount of money it can spend. 

● Distribution department: It transports products to their markets. 

SWOT analysis 

This is a method to evaluate the statistics of a product of business. It assess these things: 

● Strengths (internal) 

● Weaknesses (internal) 

● Opportunities (external) 

● Threats (external) 

Strengths and weaknesses of a product are its internal factors, while opportunities and 
threats are external factors. 

Why is market research needed? 

Any business should find out what people want to buy and how many people are going to 
buy that product before producing a product since the chances of failing are very high. 
Usually, market research try to answer these questions: 

● What feature of the product do they like/dislike? 

● Are people willing to buy the product? 

● What price are people prepared to pay? 

● Location of the selling point of the product. 
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What are the possible issues with doing this?

 

It is very important to target the right market segment since it can increase sales by a lot. 
If a business can analyse all of these market segments, they may find a market segment 
whose needs are not being met. This is when the business finds a gap in the market, 
and it could produce goods to take advantage of this gap and again increase sales. 

The marketing mix 

The marketing mix is a term that describes how products are marketed. You must 
remember that before marketing can be achieved, market research is needed. The rest is 
summarized into the four P's. Let's look at them briefly first, since they will be covered 
in other chapters: 

 

● Product: Design and quality, competitiveness, packaging, etc…  
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○ Need canals and rivers. 

● Sea freight: 

○ Used mainly for international trade. 

○ Can carry a lot of products. 

○ Products are stored in containers, which can be easily loaded onto lorries. 

Makes it cheap to load and unload the ships. 

● Air freight: 

○ Extremely fast but expensive. 

○ Used for small, expensive, or perishable products. 

● Pipelines: 

○ Used to transport liquids or gases over long distances. 

○ Cheaper than using road haulage for liquids. Roads are not always 

available. 

The role of promotion in the marketing mix 

Promotion informs consumers about the rest of the marketing mix. Without it, consumers 
do not know about the product, the price, or the place. Promotion is more than just 
advertising, and it includes several activities. It is crucial when you are selling in a mass 
market or you have a brand name. Promotion includes: 

● Advertisements: They can take different forms, e.g. on TV, in newspapers. 

● Promotion: e.g. Money off coupons. 

● Personal selling: Sending out sales representatives to talk directly to the 

consumers. 

● Public relations: Involves making the public aware of the company, e.g. creating 

publicity in the media. 

The aims of promotion 

● To inform people about particular issues. 
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Public relations 

● Good for improving the brand/company's image. 

● These activities raise public awareness of the company. 

● Includes: 

○ Sponsoring events such as football matches. 

○ Giving products to charity. 

○ Employees take part in an activity for a good cause. 

Customer service - It is far more expensive to attract customers than to keep old 
customers, so one key objective for any business is to retain their old ones. In the 
international business environment, there are many competitors, so businesses need to 
raise the value of their products with customer service. 

 

Good customer service is not only producing a good product but also means: 

● Giving advice about the product: It is always good to give as much information 

about a product as possible so that the customers can be sure that they have 

purchased the product that meets their requirements.  

● Delivering goods for customers: It becomes convenient for the customer which 

encourages the customer to buy products from the business since they do not have 

to go anywhere.  

● Providing credit facilities: This means letting customers pay later or in monthly 

installments. This make products look cheaper and more affordable encouraging 

customers to buy them. Credit facilities are usually offered when people buy 

expensive products. You usually get interest as a result, but you could charge no 

interest for promotional purposes.  
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Increase competition: Competition causes companies to be more efficient to survive. 
Governments need to remove any monopolies. 
 
 

 
Government controls over business activity 
 
Government also influence major areas of business activity: 
. what goods can be produced 
. responsibilities to employees and working conditions 
. responsibilities to consumers 
. responsibilities to the natural environment 
. location decisions 
 
Undesirable effects created by business activity make governments want to control business 
activity: 
 
. Business might be cheap but ruin beautiful areas. 
. Monopolies. 
. Advertising can mislead customers. 
 
Why government control business activity? 
Production of certain goods and services: 
 
 
 
Governments can pass laws to restrict and ban certain dangerous 
goods such as: 
 
. Weapons like guns and explosives. 
. Drugs 
. Goods that harm the environment 
 
Consumer protection: 
 
. Consumers are easily misled by advertising. It is because consumers lack the technical 
knowledge and advertising can be very persuasive. In the UK, these laws are passed to protect 
customers from being exploited by businesses: 
. Weights and Measures Act: to stop underweight goods being sold to customers. 
. Trade Descriptions Act: all advertisements must be truthful. 
. Consumer Credit Act: makes it illegal to not give customers their copy of the credit agreement 
to check how much money they really have. 
. Sale of Goods Act: Makes it illegal to sell: 
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■ Improved health and safety rules at work. 

Advantages for the UK to join the EU 

● Lower costs because: 

○ One price list throughout Europe can be used. 

○ No more charge through currency conversion. 

● Easier to: 

○ Trade with EU countries. 

○ Compare costs of supplies with EU countries. 

● No risk of losing out on exchange rate changes. 

Disadvantages for the UK to join the EU 

● More competition from non-UK firms. 

● Consumers might buy cheaper products from other EU countries. 

● The rate of interest might no longer suit UK firms. 

Free trade unions 

Eliminates all trade barriers. Businesses within the free trade union are affected 
in the following ways: 

● More competition from foreign firms. 

 

○ Consumers have more choice and prices are lower. 

● No 'protection' by governments. 

● More opportunities for exporting.  
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