	IGCSE BUSINESS STUDIES



BUSINESS SIZE

Businesses come in different sizes.  These can be referred to as small, local, regional, large, national and multinational organisations.  Some of these refer to the size of the market they can supply (i.e. local, regional, national, multinational), and some refer to the physical size of the business (i.e. small, medium and large).
MEASURING THE SIZE OF A BUSINESS

Below are some of the criteria we can use to measure the physical size of a business.
Size of workforce - Larger firms do tend to employ more workers but they may also be more labour intensive instead of using more capital (machinery).

Market share - If a firm has captured a large percentage of the market for its good or service then it can be said to be large within that industry.  It could also hold monopoly powers.

Sales revenue - This is a better measure of size.  Turnover indicates the amount of money that flows through the business.  However, a business may buy in high value goods and add little in terms of value (and therefore profit)

Value added - This is the truest measure of business size.  It is equal to sales revenue less the value of bought in components (cost of goods sold) and is therefore the same as gross profit (Sales – cost of goods sold).

No one method should be taken in isolation and the best measure of the size of a business is to combine the above to paint a broad picture of the situation.

Task

Complete the table below and conclude whether the firms mentioned are small, medium or large.

	
	Ford Motor Company
	KPTC
	Bakala


	Size of workforce

	
	
	

	Market share

	
	
	SMALL

	Sales revenue

	
	
	

	Value added

	
	
	

	Geographical area 

	MULTINATIONAL
	
	

	Size of business?

	
	
	


	Advantages of being a large business

	1)



	2)



	3)



	

	Disadvantages of being a large business

	1)



	2)



	3)



	

	Advantages of being a small business

	1)



	2)



	3)



	Disadvantages of being a small business

	1)



	2)



	3)




Multinational business

It is important to remember that a multinational business is not one that just sells goods in more than one country.  To be called a multinational, a business must produce goods or services in more than one country.  

Multinational businesses are some of the largest organisations in the world.  They include:

· Oil companies:  Shell, BP, Exxon

· Car manufacturers:  Nissan, General Motors, Honda

· Food:  Coca-Cola, McDonalds, Pizza Hut

Why do firms become multinationals?

Use your textbook to help complete the table below.

	Reason
	Explanation



	To produce goods in countries with low costs


	

	To extract raw materials


	

	To produce goods nearer the market


	

	To avoid barriers to trade


	

	To expand into different markets


	


Advantages of a multinational business operating in your country

· Jobs will be created which will reduce the level of unemployment.

· New investment in buildings and machinery will increase output of goods and services in the country.

· Consumers get more choice in the goods and services available to them.

· Taxes will be paid by the multinational, which will increase government spending.

Disadvantages of multinationals operating in your country

· The jobs created are often unskilled assembly line tasks.  The skilled jobs (like design) generally take place in the businesses native country.

· They may force local firms out of business.  Multinationals are often more efficient and have lower costs than local businesses.

· Profits are sent back to the multinationals ‘home’ country and not kept in the country where they are earned.

· They often use up scarce and non-renewable primary resources in the host country.
[image: image1.wmf]
FINDING A EUROPEAN LOCATION

The success of ‘Stun’ in the United States has already become a standard business case history.  Started as an ethnic, black leisurewear business, it grew on the back of the athletics and basketball successes of its sponsored sports stars.  Unusually for a fashionable sportswear firm, Stun had always used the slogan ‘The value of style’ to highlight the fact that it offered the customer performance at reasonable prices.  Sales of $380,000 in its first year ballooned to $56 million by year five.  Now, two years later, with US sales still rising at a rate of 50%, the ‘Stun’ directors want to make a decisive move into Europe.
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The strategy is to set up a single marketing and distribution centre, which will be given responsibility for covering the entire European Union.  The warehouse and transport systems must be capable of handling and storing large volumes of shoes imported from Mexico.

Stuns rivals such as Nike and Reebok operate on a national basis, with offices, depots and staff in each country in Europe.  So Stun wants to gain an advantage by benefiting from the economies of scale associated with a single large operation.

Their problem was to decide where.  A consultant has collected data and provided a shortlist of four sites: Dover in Southeast England, Hamburg in North Germany, Antwerp in Belgium and Lille in North France.  All four sites are near to ports that could cope with the shoes shipped from Mexico.  They also have very good motorway networks and rail links.  Yet there are many other points of difference.  The consultant has set out the key points in a report; extracts from this are shown below.
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	Main resource needs

	Office Space
	10,000 sq feet
	Marketing staff
	45

	Warehousing
	80,000 sq feet
	Warehousing staff
	30

	
	
	Other staff
	50


Data for each location

	
	Dover
	Hamburg
	Antwerp
	Lille

	Office ($ per sq foot)
	14
	10
	8
	8

	Warehouse ($ per sq foot)
	5
	3
	2
	2

	Marketing staff ($ p.a.)
	32,000
	52,000
	40,000
	45,000

	Warehouse staff ($ p.a.)
	15,000
	25,000
	20,000
	18,000

	Other staff ($ p.a.)
	30,000
	40,000
	30,000
	30,000

	Overhead costs
	570,000
	575,000
	450,000
	500,000


There are other factors to consider as well as costs.  As far more of the East European countries join the EU, the nearness of the German site would be most useful.  Dover also has advantages.  It is the least regulated of all the member states and employment law is less harsh for employers who need to make redundancies.  Also American Managers would have less of a language problem.  

Questions (marks out of 18)

1)
Define the following terms:

a)
Multinational organisation

b)
Distribution

c)
Warehouse

d)
Economies of scale

[Knowledge = 4]

2)
Give 2 advantages and 2 disadvantages of Stun operating from one European site as opposed to sites all over Europe?


[Application = 2, Analysis = 4]

3)
In table format, calculate the total cost of locating in each country.


[Application = 4]

4)
Which option would you advise the company to use?  Clearly state the reasons for your choice.


[Evaluation = 4]
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