	IGCSE BUSINESS STUDIES



LOCATION OF INDUSTRY
Businesses locate in the place that will minimise their costs, especially their transport costs.  This means that –

Primary industry always locates close to its raw materials

Secondary industry can locate close to either raw materials or the market

Tertiary industry always locates near to the market

SECONDARY INDUSTRY – WEIGHT LOSING OR GAINING?

Above, we saw that secondary industries can locate near to either their raw materials or their markets.  How do they decide which to locate near?  They take into account the cost of moving the raw materials and the finished product.   Some industries use much larger quantities of raw materials than the size of the finished product.  The steel industry uses several tonnes of raw material for each tonne of steel produced.  It is therefore cheaper to locate closer to raw materials than to locate close to the market.  Moving tonnes of raw materials is more expensive than moving a tonne of finished product.  The steel industry and others like it are called “weight losing” industries.  They locate close to their raw materials.

On the other hand, other industries have a finished product that is more expensive to transport than the raw materials.  Coca-Cola is an example.  Moving bottles of Coke from Atlanta, Georgia to Kuwait would be very expensive.  The bottles, the water (and the bubbles!) can all be provided locally.  All that needs to be transported is the flavouring.  Industries such as the soft drink industry are called “weight gaining’ industries.  They locate close to their markets.

COST OF PREMISES

Obviously, the rent on the premises (or the cost of purchase) is a major consideration.  When talking about the rent on a factory or on an office building, we normally talk about the rent per square foot of floor space.  Therefore, the bigger the area, the larger the rent.  When renting a shop, the cost is normally expressed per week or month.

However, the Government would like firms to locate in certain areas of the country (especially those areas with high unemployment).  They encourage this by using direct controls such as the setting up of Enterprise Zones and giving regional aid.  This can make a huge difference to the costs involved in setting up in, or moving a business to, a location.  Many local authorities have departments that promote their area to business to try to attract them to locate there.

THE BUILDING AND ITS SURROUNDINGS

The company will also have to consider whether the building is of the right type.  Is it single storey or multi-storey?  Is it of the correct size?  Is there enough parking space outside?  Is there room for expansion at a later date – if required?  Is there ample storage space for stock and office space for administration purposes? All of these variables have to be taken into consideration.  

Also, is there access to power supplies, drainage and other utilities?  These facilities can be found readily on industrial estates.  These are areas that are normally located on the edge of towns or cities, where factories can be located together and the rents are usually reasonable.  A similar situation can be found for offices, but this is termed a business park, and for shops – a retail park.  All of these have the advantage of benefiting from external economies of scale.

As factory and office space becomes scarcer, land that was previously used for other purposes, such as farming, is being used to build on.  Many high technology companies have located in these –often-pleasant – environments.  They are called Greenfield sites.

The location of your competitors is also important – especially for the retail sector.  Locational inertia is the term used to describe how shops selling the same goods or services locate together.  In Kuwait, the best example of this is the souks.  If you want to buy gold – you know that there are lots of shops selling similar items in the gold souk.  If you want fabric – you go the fabric souk and so on.  In the UK, Estate Agents and banks tend to locate near each other.

LABOUR

The supply of labour is another important factor.  A businessperson will need to consider whether the right kind of skilled or semi-skilled labour is available in the area.  Are there any grants available for re-training?  What is the local wage rate?  It is normally higher in and around cities where the cost of living is higher.  Are there adequate housing and leisure facilities for the employees and their families and are there educational facilities in the area which can be used, not only as a place of schooling for employees families but also as a source of future employee recruitment.

HOW NEAR ARE THE RAW MATERIALS?

Nearness to sources of raw materials is still important, but much less so than it used to be.  The traditional heavy industries such as steel manufacturing and textiles, which relied on coal and supplies of raw materials from overseas, had to be located near coalmines and big ports.  Whole regions of a country have grown up around one or two industries such as the pottery industry in Staffordshire or the oil industry in Kuwait.  New technology and improved communications by road, rail, air and sea have changed the pattern of modern industry.  Modern manufacturers, apart from those who need heavy, bulky raw materials, now have a much greater freedom of choice as to their location.  To save on transport costs, they may set up near a major supplier of raw materials, but there is less need to do so if there is a good infrastructure (road, rail, communication etc.)

NEARNESS TO MARKET?

Where your customers are located is a more important factor.  Britain’s increased trade with the EC (European Community) has been one of the main reasons for the shift of industry and commerce from the North to the South East.  Nearness to market is usually more of an important factor for the location of services than manufacturing industries.  However, even this factor is less important now than it used to be.  The increase in car ownership has given retailers a greater choice so that they increasingly locate on retail parks (see above) and in hypermarkets (BIG shops) on the edge of towns (where rents are lower) – instead of in the main retail area of a town or city.

Another reason for wanting to locate near your customer could be the type of good you produce.  If it is very bulky it may be impractical to move it a great distance – if it can be at all avoided.  Also a factory may wish to be near to its customers because the goods it makes may be fragile – and will not stand up to transportation over long distances.

OTHER FACTORS

Natural phenomenon such as the weather can also be a consideration as to where a firm should locate.  The farming of various fruits and vegetables can only be carried out cost effectively in places with the right climate.  The film industry in the USA moved from New York to Hollywood because the weather is a lot better in Los Angeles and so filming was interrupted less often!

The type of soil or rock and its formation may also be important.  Nuclear power stations can only be built on areas of geographically stable land, whereas dams need certain forms of rocks and the right shape valley to be effective.

NEED TO KNOW!

Sunrise industries are the name given to firms in modern industries such as computer technology.  Many of these firms are regarded as footloose because they do not feel the pull of the market or their materials.  These factors do not influence them.  Finished products and components are often light and easy to transport.    However, many of these industries have located themselves particularly around good communication links and near to a large body of skilled, trained workers.
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