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UNIT 5
Outcomes

On completion, the student should be able to:

· explain the importance of researching business ideas;

· identify techniques for developing business ideas and researching them;

· contrast the main sources of new product ideas;

· identify and explain the elements involved in a new business startup;

· explain the stages involved in setting up a new business;

· identify the main elements of a marketing strategy;

· explain the elements of the marketing mix;

· list the main sources of finance available for business start-up;

· identify the elements of production processes;

· illustrate the central role of the business plan;

· identify the reasons for and methods of expansion;

· identify three main sources of finance for expansion;

· analyse the importance of Irish business expansion in the domestic and foreign markets (HL);

· compare and contrast equity and loan capital as sources of finance for expansion (HL);

· evaluate the elements of the marketing mix (HL);
· apply the main sources of finance available for business start-up(HL);

CHAPTER 14 – IDENTIFYING OPPORTUNITIES

Internal and external sources of ideas

Internal 

Brainstorming sessions. 

This involves people from different areas of the business coming together and creatively thinking up new ideas. Some of these ideas are rejected while some are giving further consideration. The diversity of the team assists in the creativity process. 

Sales personnel.

 Market research or feedback from sales representatives is a major 

source of product innovation and new product ideas. 

Ideas from employees

 through suggestion schemes or suggestion boxes. A good idea may be rewarded by a bonus. A good intrapreneurial culture exists within Google fostering innovation e.g. “Google’s "20 Percent Time" strategy gives engineers time and space to work on their own projects.

 The R&D department may discover a new product/or improve an existing product 

through research and development, for example Google spent in the region of 13% of 

its revenue ($3.7 billon in 2011) on research and development. 

External 

Monitoring competitors and copying some of their product ideas, while being mindful 

of patent and copyright law e.g. Samsung and Apple. 

Import substitution 

where a product that is currently being imported is substituted by a home produced product of a similar quality or price. 

 Use a Market Research company to identify gaps in the market and market trends. 

Companies can then exploit these gaps or niche markets. 

 Customer Complaints/Feedback could result in changes in or further developments of 

  existing products. 

 Foreign travel or trade shows such as the Dublin Web Summit could inspire 

 companies to make a new product for the domestic market.
.

Changing legislation 
the green tax on plastic bags has paved the way for a demand for eco-friendly bags. Opportunities appear due to the changing rules and regulations in the economy. There has been a huge demand for outdoor pub accessories to cope with the smoking ban. 
Changing trends and tastes Irish consumers may be influenced by media enforced fashion changes or just worldwide trends. Our needs ,wants and tastes are dynamic.

In 1985 Masterfoods introduced the “Uncle Ben’s” range to Ireland

NEW PRODUCT AND SERVICE DEVELOPMENT

All new ideas must be thoroughly researchedand it is at this stage that we look at market research.

Market Research

	Is the gathering, recording and analysing of information of all information involved in the transfer of goods from the producer to the consumer. It reduces the risk of business failure.

	This information has to convince the entrepreneur but its validity would also be carefully examined by the Investor



	


Summary for the exam

Market: it provides information about the size of the market and whether it is growing. It also provides information about the characteristics of the market (age of people in it, their income, their location)/measures brand recall, recognition.

Competitors: it reveals information about competition in the market, their products, market share and their strengths and weaknesses.

Marketing Mix: it helps a business decide on the marketing mix it will use to sell its products. i.e. the Product, its Price, method of Promotion and the Place where it will be sold.

Consumer Reaction: businesses can find out the reasons why consumers buy a particular product and what influences their buying behaviour.

Reduces Risk:  market research makes it more likely that a product will succeed. It reduces the risk of the business using resources producing products, which the consumer does not want/ may explore ways to expand and develop business with a view to providing the customer with greater quality and service.

 Sales: it assists a business in working out the likely sales for its products.

Market research techniques

Desk Research 

Desk research involves accessing information that has already been gathered

 It is secondary research and can be both internal and external. 
Desk research is relatively cheap which keeps business costs down, thereby 

ensuring a competitive business. 

Different types of desk research include the internet, internal sales reports, trade 

reports, Central Statistics Office publications, newspapers etc. 

 Desk research can provide information on competitors and consumer spending 

patterns. 

The daily sales records of a firm would indicate if consumer spending patterns have changed and if they are ready for different accessories in a range. 

 The CSO would provide information on the population details of towns (i.e. age, 

 sex, family structure etc.) and its household budget survey would give information 

 on households spending patterns on different types of goods.

Desk research tends to give general information and if we want to find specific information we would use primary (field) research.

Field(Primary) research 

Field research 

Field research involves going into the marketplace to gather first-hand or new 

business information. It is primary research which is carried out by making direct 

contact with customers or potential customers.

Field research tends to be expensive and time consuming but it does provide 

specific information on the behaviour of the target market. 

Field research methods or techniques include: surveys, observation, questionnaires, and customer panels.

 Surveys involving personal interviews and questionnaires with a sample of the     population can be very effective tools in accessing and collecting detailed information   about consumer’s tastes, behaviours, and attitudes in the market place.
 Surveys could be carried out on site at concerts by field researchers employed by the firm.

 Observation involving viewing consumers in action e.g. the number of customers 

selecting a particular product during a particular period in the store. 

Field research ascertains attitudes and opinions of its customers and they can make specific changes to their products and product portfolio based on the feedback received. 

Field research allows the company to satisfy its customer needs more effectively
Consumer panel

A sample of entire market is chosen to give their views and allow their consumer behaviours to be monitored e.g. Neilsen TV ratings.
Market Research in action



To assess the behaviour of the Irish population and their attitudes in relation to the purchasing, consumption and usage patterns of fruits, vegetables, potatoes, chilled salads and related substitute markets
STAGES OF NEW PRODUCT DEVELOPMENT

Baileys Irish Cream was created by Gilbeys of Ireland, a division of International Distillers & Vintners, as it searched for something to introduce to the international market. The process of finding a product began in 1971 and it was introduced in 1974 as the first Irish cream on the market. The Baileys name was granted permission by John Chesterman after Gilbeys asked to use the name from a restaurant that John Chesterman owned. The R.A. Bailey signature, were fictional, inspired by the Bailey's Hotel in London, though the registered trademark omits the apostrophe. Baileys is produced in Dublin and Mallusk (Northern Ireland).
1)
Idea generation
This is the search for all possible products that could be offered to the consumer.  Several ideas gathered should eventually lead to a few good ones.  Brainstorming is often used.  This means forming a think tank of employees from a cross section of the firm.  The session, which is often held “off-site”, must produce definite ideas before it is concluded. 

This is an efficient, methodical way of finding ideas for new products and services and can come from internal or external sources.

Baileys looked for a drink of contrast to reflect our landscape weather etc.
2)
Screening ideas

At this stage they eliminated unsuitable ideas and concentrated on those with the greatest potential.  Screening eliminates poor ideas as early as possible and concentrates on turning good ones into profitable ones.

The search was narrowed to whiskey and cream

        
3)
Concept development

This means that a product must be put together in a meaningful manner for consumers.  It must satisfy consumer needs and wants and be in some way different.

A unique selling point is highlighted to distinguish the product from the rest.

When it was first launched over 30 years ago, Baileys Original Irish Cream created a type of drink never tasted by consumers before. Its rich combination of fresh dairy cream, Irish whiskey, finest spirits and natural flavours provides a luxurious drinking experience. 

4)
Feasibility study

The firm looked at the impact of the product on the area of costs , revenues and profits.  The demand for sales was forecasted and contribution and breakeven point were established. Can the product be made successfully.

The feasibility study takes place after the concept development phase and investigates

how viable it will be to produce the product in terms of production, cost and profitability. A feasibility study is an investigative report into the potential and profitability of a business idea.

- Market feasibility i.e. is there a demand for the product/what is the best marketing mix for the product and what are the sales figures likely to be?

-Financial feasibility i.e. can the business finance the development, production and marketing of the product?

- Production/technical feasibility i.e. does the business have the machinery, equipment and buildings to manufacture the product?

- Skills feasibility i.e. does the business have the requisite skills to make the product e.g.

management skills and employee skills or will training be required and if so how much will this training cost?

- Environmental feasibility i.e. will the production processes necessary for the new product have an impact on the local environment? Will planning permission be required?

Over 40,000 dairy cows produce the daily cream requirement and most of the premium-quality ingredients and packaging are sourced in Ireland. This has reduced costs

Excise duty and VAT applies

5)  Prototype development
 is the creation of the first working model/mock-up/sample of a new product/producing an update/improvement of an existing product.

This cycle is the only method for refining the original design to create a fully functioning product.

At this stage the original of the species is put together in a form suitable for testing 

It is important that the idea and design can be “married “ into a product suitable for the consumer The prototype must be suitable for full-scale production so testing is carried out. It is a lengthy and expensive phase
It is important to develop a prototype for test marketing.

At this point the appearance shape taste and smell became clear

6) Test marketing 
is a trial on a small basis during product development to determine how people respond/react to a new product or respond/react to a change in an existing product.
It can be used to see whether or not the public will buy the product, how the product may need to be adjusted to make it appealing to the public, and how members of the public interact with the product.

A small number of units of the product is released onto the market to gauge the reaction of the potential customer.  The limited edition of the product allows the producer to make modifications and improvements.  This reduces the risk of failure before full-scale production is commenced.  It was tested and retested.  
Baileys was found to be too sweet and its clear bottle caused the cream to curdle in sunlight

7)  Full Launch and evaluation
In 1974, Gilbeys of Ireland launched a new brand into the specialty liqueur market.  It was unique, smooth tasting and made entirely of natural ingredients. The great taste of Baileys Original Irish Cream was fundamental to its success.

By 1980, the product had annual sales of 1.5 million cases. By the end of 2003, Diageo was delighted to announce that Baileys production had reached 6.6 million cases a year. 

Baileys is the number one selling liqueur in the world and the seventh largest selling premium spirit brand. Sold in 130 countries, it accounts for 6% of all Irish food and drink exports.  

In 2003, Bailey & Co. launched Baileys Glide, aimed at the alcopop market. It was discontinued in 2006. 

[image: image2.png](B) Motor Manufacturing Ltd. is considering the introduction of a new product.
The business has provided the following figures

Fived Costs €200,000
Variable Cost per Unit €5
Selling Price €15

Forecast Qutput (Sales) 30,000 Units

(i)  Illustrate by means of a break-even chart
(@)  The Break - Even Point
(b) Profit at forecast output.

() The Margin of Safety at forecast output.

(i)  Explain ‘Margin of Safety’. (30 marks)




(B) 'Seatsoft' Ltd. manufactures office chairs. To survive it must meet its costs. 'Seatsoft' supplies the following figures about its activities:

· Fixed Costs IR£ 1 million

· Variable Costs per unit IR£20

· Forecast output (Sales) 70,000 units

· Selling Price IR£40 per unit.

Illustrate by means of a break even chart:

(i) The Break Even Point.

(ii) The Profit at full capacity.

(i) The margin of Safety. (40 marks)

(i) A business supplies the following figures about its activities.

· Forecast Output (Sales) 20,000 units

· Selling Price €50 per unit

· Fixed Costs €300,000

· Variable Cost per unit €20

Illustrate by means of a break-even chart:

(a) The Break-Even Point.

(b) The Profit at forecast output.

(c) The Margin of Safety at forecast output. (25 marks)

(ii) Outline the effect on the break-even point if variable costs increased to €25 per unit.

Illustrate your answer on the break-even chart. (10 marks)
(C) As part of its feasibility study for a new product, Moore Ltd supplies the following financial information:

· Forecast Output (Sales) 40,000 units

· Selling Price per unit €20

· Fixed Costs €300,000

· Variable Cost per unit €10

(i) Illustrate by means of a breakeven chart the following:

(a) The Breakeven Point;

(b) Profit at forecast output;

(c) The Margin of Safety at forecast output.
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CHAPTER 15 - MARKETING

Is all the activities involved in the identifying, anticipating and satisfying of consumers wants profitably.  It is the complete process from idea through to sale.

Marketing is the complete process whereas selling is the art of persuading somebody that this specific good is for them.

The management process through which goods and services move from concept to the customer. It includes the coordination of four elements called the 4 P's of marketing:

(1) identification, selection and development of a product,

(2) determination of its price,

(3) selection of a distribution channel to reach the customer's place, and

(4) development and implementation of a promotional strategy.

For example, new Apple products are developed to include improved applications and systems, are set at different prices depending on how much capability the customer desires, and are sold in places where other Apple products are sold. In order to promote the device, the company featured its debut at tech events and is highly advertised on the web and on television.
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Marketing Concept

This philosophy focuses the business at all times on satisfying the consumers needs and wants and all staff should have this theory in the front of their minds at all times.  The business will be customer driven.  However, we must also minimise cost without sacrificing quality.  All marketing methods are co-ordinated into a plan to achieve these objectives.

Advantages;

· It increases sales revenue as the firm is customer focused.

· It reduces waste as suitable attractive products are made available

· A good image and reputation are created in customers minds.

Marketing Management

A set of policies are drawn up to co-ordinate the firm towards satisfying existing consumer demand and creating new demand.  It includes the following

Research

The firm should use suitable techniques to monitor demand and potential demand and all the activities relating to this market.

Forecasting

We must estimate the numbers of units based on present demand and potential demand.

Segmentation

We can divide the market into specific sections or niches, which offer a specific target market e.g. Haagen Daas ice cream

Product

We must focus on consumers’ needs and wants but must link sales to production to ensure quality standards.

Pricing

We must find a price, which gives good value and is competitive but also covers our costs and takes the retailers’ margin and our profit into account.

Packaging

We look for a package that is attractive to the consumer.  Practical in its function e.g. containing bubble-wrap and contains the legalities e.g. Best Before

Distribution

We must choose an appropriate method of getting the good to the consumer in a physical sense and in the emotional sense.

Marketing strategy

A marketing plan takes the stated aims and objectives and then puts in place a series of marketing activities to ensure those objectives are achieved. Marketing plans can cover any time period, but normally set out activities for the next one to five years at either a business or brand level.
· The marketing plan will organise product policy, price policy, place policy and promotion policy so as best to achieve the firms’ overall objectives.

· It includes market segmentation and a focus on niche markets.

· It develops a marketing mix

The firm carries out a SWOT analysis before drawing up the marketing plan.  [image: image8.jpg]NIVEA FOR MEN
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The marketing team used research data to forecast market trends over the next three-to-five years. This helped them set specific targets for increasing sales, growing market share and improving its brand image. 
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Advantages of the marketing plan

SWOT Analysis

The business conducts a serious self-examination and it can consolidate its strengths, improve its weaknesses, take advantage of opportunities and counteract its threats.

It improves co-ordination

All the important departments are linked together to achieve a common objective e.g.. if the sales department receive complaints they pass them on to the production department.

Goal setting 

A firm that sets a target of a 25% market share in 2018 can measure its success or failure easily and it has a useful yardstick, and it can work on its failings.

Raising finance

All plans are useful when the firm looking to present a case to a new investor or when seeking a loan from a financial institution.  It shows signs of good management.

Nike’s Marketing Strategy Key Strengths:

· Highly sophisticated brand culture (matched only by the likes of the Apples and Disneys of the business world).

· Marketing is an extension of that culture, and operates within that cultural umbrella.

· Marketing is united with the brand’s other departments: R&D, product development, all unite to form a distinct brand identity.

Market segmentation
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SPORTS SHOES SEGMENTATION
· This is dividing the market into distinct sections, which are different from other parts of the market.

· It involves dividing the market into groups based on criteria such as age income or geographic location, attitudes.
·  Segments should be relatively large profitable and stable.

· Segmentation helps us to learn the best way to approach and reach the target market.

· Market segmentation involves dividing up the market into clearly identifiable 

sections, which have common characteristics. It allows a firm to identify who 

their target market is.

· It reduces costs as a more specific form of marketing is used.


We divide the markets into buyers with homogenous needs and wants.

Benefits of Market segmentation

Market segmentation benefits a small business owner, by enabling to determine characteristics that your target market members value most. It also enables you to design or select your products or services to match the wants and needs of your target market members.

Market segmentation enables you to determine your target market’s wants and needs. You just use multiple demographic segments to determine shared characteristics across segments, including personality (psychographic) and behavioural characteristics.

To focus its marketing strategy on the customers who are most likely to buy the product

To achieve cost effective use of resources by avoiding markets which would not be profitable 

 The firm will have the opportunity to build loyal relationships with its customers from a young age and increase its potential for development of future products e.g. accessories 

Market segmentation provides information to help the firm to decide on the most appropriate marketing strategy and promotion mix to use for marketing the wellington boots e.g. Radio, T.V, competitions, sponsorship, social media etc. 

Advertising is better targeted: The selection of a certain segment will allow firms to better target advertising. This will increase the impact of advertising and lead to higher sales. 

Price can be accurately used to set the right image for the product if matched or targeted at the consumer’s income

Niche markets

· A niche market is a specialist market, which attempts to match a customers’ exact requirements.

· The niche is identified through market segmentation.

· This market is not being addressed by mainstream providers. 

· Specialist markets are more common in times of economic boom

           Examples 
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· Niche markets comprise a much smaller portion of the total marketplace; consumers searching for niche products will concern themselves with factors other than price when selecting a product.  These consumers will ask how the food was produced and where it came from, and the decision to purchase will only occur once the consumers’ sense of ethics and quality are satisfied.  The important point here is that niche consumers are less concerned with price and would be willing to pay premium prices for what they value as premium products.

· Example pigsty.ie

Green marketing

is catering for the needs and wants of consumers who are only prepared to use goods that have minimised damage to the environment and / or don’t cause damage to health.
It has grown from guilt and social pressure and from producers desire to profit by doing the right thing.

Companies involved in green marketing make decisions relating to the entire process of the company’s products, such as methods of processing, packaging and distribution.
This is a growing market and firms are prepared to supply it as green consumers are more concerned with health and the environment than they are with price.

Green goods must be produced as part of environmentally sustainable development methods.

Examples

Sainsburys range of organic skin care products

B & Q sourcing timber only from replanted forests
Toyota Prius
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CHAPTER 16 – MARKETING MIX
· Product

· Place

· Price

· [image: image94.png]


Promotion
Also known as marketing tactics the marketing mix can be changed to suit the firm’s objectives.

[image: image95.png]c&c group plc




[image: image96.png]



The product is made up of the detailed characteristics, which the item has to offer.  Its aim is to satisfy consumer’s needs and wants but it must be produced profitably.

The product includes all the extra features.  A car is a basic product but the airbag, music system and the guarantee are extras but are still part of the product.

Research and development has a major impact on the product e.g. learning to cut down on the number of component parts. 
Less parts mean a better quality opportunity.

 Design 

refers to all of the external features of a product e.g. shape and pattern.  The Japanese were able to design and introduce a new car every 3 years whereas it took Western firms 7 years.  World-class business incorporates design improvements.  Plastic moulders and metal fabricators are now flexible people who can cope with new designs at short notice.
Function: This is linked into the main clauses of the Sale of Goods and Supply of Services Act 1980 which puts a legislative onus on producers to manufacture goods that are of merchantable quality and fit for the purpose intended. The product must do what it is expected to e.g. a lawnmower should operate as expected and cut grass properly.

The value of this approach is that the specific needs of the consumer will be met in line with the marketing concept. This will lead to repeat purchasing, consumer loyalty and ultimately increased sales and profits for the business.

Form: 
The product must be aesthetically appealing in terms of shape, size, colour, style, image etc. e.g. (iPad).

The product must be practical and comply with safety standards; however it must also be appealing. For example car marketing campaigns emphasise efficiency, reliability and aesthetic

A well-designed product with marketable features that cannot be manufactured effectively is a failure.  Many cars over the years were based on similarly designed engines with different outer skins.  
IPAD MINI
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Packaging is an important marketing tool, as it remains with the product at point of purchase until the product is used. It also gives the product a good visual image and, through display techniques, distinguishes it from competing products. 

Protection: Packaging safeguards the product during transit, storage and handling. It also keeps the product fresh, preserving quality until it is used.

Information: The packaging contains information on contents, ingredients, best before date, health warnings etc.

Differentiation/source of competitive advantage: Many products are instantly recognisable because of the shape or design of the packaging, some of which are patented and legally protected e.g. Coca-Cola bottle.

Promotion: Packaging helps market the product because it can draw attention through brands and logos, shape and colour.

Customer/user friendly: Microwave porridge, popcorn, soup, beans etc. make food consumption more convenient and increase sales.
(Size and Quantity)
 Packaging can control the size and quantity of a product.
 Portion control helps control inventory, create product consistency and can help regulate prices.

(Marketing)
 Packaging is the front line of marketing. Through design and marketing

communications, packages can help sell a product and differentiate it from similar products. The packaging can also help promote product branding.

(Security)
 Product security can be provided through packaging. Packing can make items tamper resistant, can help reduce theft and can help prevent harm from dangerous products.
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A brand is a distinguishing mark, feature or name which allows instant customer recognition e.g.
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A brand is legally registered as a trademark, which gives exclusive rights to the owner.  A brand creates a myth of superiority in the consumers’ mind, which means that the consumer is willing to pay more for the good or service.

Benefits of branding for the Business

Marketing: Having a brand name makes it easier to distinguish the product from competitor’s products/instantly recognisable. Can be used as a marketing tool for advertising purposes.
 Kelloggs is well known and they have different promotions to keep it to the fore of consumer’s minds.

 New Products are easier to introduce if the brand name is already well known. Different products are released under the Kelloggs brand. 
 Pricing: A well-known brand name can command a premium price. Kellogg’s brands command higher prices than for instance own brand labels/ premium prices can be charged. 
Sales increase: Repeat purchases increase sales.

 Market Segmentation: Individual market segments can be identified and targeted with different products under the brand name. e.g. Kelloggs Rice Krispies.

Customer Loyalty: Over time consumers become loyal to a particular brand and will not change.

Consumers tend to eat the same brand or cereal each day. Branding allows a company to differentiate themselves from the competition and, in the process, to bond with their customers to create loyalty. A position is created in the marketplace that is much more difficult for the competition to ‘poach’. A satisfied customer may leave, but a loyal one is much less likely to..

Brand names can be registered to protect the owner so that no other firm can use that name.
 Products may become the brand. Some brands become so popular overtime that the product becomes the brand e.g. Google, hoover, biro, tipex etc.

Benefits for the consumer:

 Branding helps the buyer to identify a particular supplier’s goods and creates and maintains their confidence in the performance of the brand.

Consumers remember simple names. It is important to make sure the name can be associated with a positive value, characteristic, or position. Consumers like products to which they can associate positive qualities. 

The purchase and use of brands allows a consumer/buyer to fulfill their need of self expression and also communicate his or her self image. A consumer/ buyer who defines him/herself as successful and powerful may drive a Mercedes!

Brands help consumers/buyers to judge the value/measure the quality of a product. Country of origin can influence consumers in making judgements as to whether a product is of value or not. e.g. French perfume, Italian leather, Swiss watches.

 Kellogg's has, over the years, built up some key core brand characteristics, emphasising quality and nutritional benefits that will apply to any Kellogg's product. Consumers will trust the Kellogg's brand name to fulfill these requirements whichever type of cereal they choose. 

	
	Product
	

	1
	COCA COLA (Carbonated drinks)
	

	2
	LUCOZADE (Sports & energy)
	

	3
	AVONMORE (Milk)
	

	4
	JACOBS (Biscuits)
	

	5
	7 UP (Carbonated drinks)
	

	6
	CADBURYS DAIRY MILK (Confectionery)
	

	7
	BRENNANS (Packaged Bread)
	

	8
	TAYTO (Crisps/Snacks/Tubes)
	

	9
	DANONE (Yogurt & yogurt drinks)
	

	10
	DENNY (Prepacked sliced meats)
	


Own Brands
These are products sold by retailers/multiples under the retailer’s own name and logo. They are known as ‘retailer brands’. Large multiples such as Tesco’s and Dunnes use own label brands e.g. Tesco milk, Dunnes ‘Honey and nut flakes’ cereal.

 Reasons why retailers use them

(i) The retailer can request the manufacturer to make the goods to certain specifications

e.g. quality, size, shape etc.

(ii)Greater control over distribution channels/can seek bigger discounts from suppliers.
(iii) The retailer can generally sell ‘own- brands’ at a cheaper price than the market leader and other brands/ ‘value for money’.
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The life cycle of a product refers to the level of unit sales over a given time.  Products vary e.g. Guinness stout has a prolonged life cycle whereas in Japan the Walkman has a three-month life cycle.

A firm makes key decisions based on where each product is on the stages of the life cycle.

Definition of 'Product Life Cycle'

The period of time over which an item is developed, brought to market and eventually removed from the market. First, the idea for a product undergoes research and development. If the idea is determined to be feasible and potentially profitable, the product will be produced, marketed and rolled out. Assuming the product becomes successful, its production will grow until the product becomes widely available. Eventually, demand for the product will decline and it will become obsolete
The Cadbury Snack range was launched in the 1950s in

Ireland. The range consists of three main products:

· ◗ Snack Wafer in distinctive pink packaging

· ◗ Snack Shortcake in distinctive yellow packaging

· Purple snack
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	 (1) 

	Introduction: Sales are slow as the product is not yet known. Costs are high due to heavy marketing spend to create awareness. Emphasis is on advertising and distribution. The recently launched Azera Coffee range is an example of a brand at the introduction stage. 


	(2)

	Growth: This stage shows growing market acceptance and increasing profits. Competitors begin to enter the marketplace. The business concentrates on optimising product availability. The Kerrygold garlic bread range is an example of brand at growth stage. 


	(3)

	Maturity: The rate of sales growth slows down as the product has been widely distributed and sold. The company now focuses on creating brand extensions and promotion offers to boost sales. New product research is critical to ensure future sales. The Cadbury Snack range is an example of a brand at the maturity stage. 


	(4)

	Saturation: Sales slow down as the market becomes saturated. Profits level off and may even decline due to increased investment in marketing to defend against competitors. McDonald’s is an example of a brand that has reached saturation stage. 


	(5)

	Decline: Sales slow down dramatically and profits fall off. The product may be dropped to make way for new products and the cycle recommences. Wagon Wheel is an example of a brand that has reached the decline stage. 



	


(ii) Illustrate the methods a business could use to extend a product’s life cycle.

The business will have to change the marketing mix associated with the product in order to extend its life cycle.

Product

Improve the product/change its use/introduce line extensions (different flavours and

sizes):

- The business could improve the design of the product, tweaking a feature e.g. adding

internet access to a mobile phone. May attract new customers or previous customers may retry the product to find out what has improved.
Change the use of the product and may attract a wider consumer base/different market.

Different product line extensions will appeal to different market segments and may

increase sales.

Alter the packaging which may appeal to a different market segment.

Price

Increase/decrease price:

- The business could change its pricing strategy. Adopting a different pricing strategy may increase sales and revenue e.g. selling match tickets at a lower price, which in turn sells out the stadium and maximises revenue. Price rise may make the product more exclusive and attract customers. Price decrease may mean existing customers buy more of the product.

Promotion:

Change the method of promotion

- Use a different and more effective promotion technique. Changing to television advertising may be expensive but it could increase awareness of the product, encourage customer loyalty and increase sales.

- Change the name of the product and new promotional techniques could then be used to attract attention.

Place:

Alter the place the product is sold

- Use a different distribution system e.g. direct selling to customers using the internet

(Ryanair and Dell) may rejuvenate sales and extend the product’s life cycle.

- Selling online can attract a worldwide audience.
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The price is extremely important as we attempt to satisfy consumers’ needs and wants profitably.  The price will attract or discourage customers and some will be sensitive to price changes and others will take less notice
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Explain the following international trading terms:

() Open Economy
An open economy is an economy which engages in international
trade — goods and services are traded in the international
community. Funds can also be transferred across borders allowing
countries to borrow from another country if necessary. A measure
of a country’s openness is the fraction of GDP devoted to imports
and exports. Nearly 80% of what is produced in Ireland is
exported.

(i) Trading Bloc

A Trading Bloc is a group of countries that organise a free trade
area, common market or customs union in order to reduce or
eliminate barriers to trade, e.g. European Union, NAFTA (an
agreement between North America, Canada and Mexico). Trading

bloes agree a common set of tariffs on imports from countries
outside the trading bloc.

(iii)  Protectionism

Protectionism involves Governments protecting their home
industries from foreign competition by erecting barriers to trade
e.g. tariffs, quotas, embargoes, paying subsidies to home
industries. Protectionism measures are put in place to reduce
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The factors which should be taken into account when deciding on the selling price include:

Costs: The price should cover the firm’s costs (production, marketing, distribution etc) and include a profit margin/Cost plus pricing.
Competitors Prices: Competition is very intense in the sportswear industry and this will

influence the price to be charged/Going rate pricing.

Type of Product: As the firm is selling branded tracksuits the price is likely to be high to

reflect this/ Premium Pricing.

Stage of Product Life Cycle: As the products are new and at the introductory stage a high price is suitable to help recover costs/Price skimming.

Consumers: The type of buyers will determine the price which can be charged. The target market has been identified as the teenage market.

A product’s price also needs to provide value for money in the market and attract consumers to buy. 
This is the price at which the product is sold. Different price strategies may be used. Among these are:
PRICING STRATEGIES
Cost based pricing – this can either simply cover costs or include an element of profit. It focuses on the product and does not take account of consumers 

Penetration price – an initial low price to ensure that there is a high volume of purchases and market share is quickly won. This strategy encourages consumers to develop a habit of buying 
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Price skimming – an initial high price for a unique product encouraging those who want to be ‘first to buy’ to pay a premium price. This strategy helps a business to gain maximum revenue before a competitor’ product reaches the market. 
[image: image19.jpg]



Premium pricing

If the product is aimed at the top end of the market and is perceived to be of superior quality a premium (higher) price is charged e.g.
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Price Leader

 This means that it sets the price level that competitors will follow or undercut. 
Psychological pricing

Psychological pricing  is a pricing/marketing strategy based on the theory that certain prices have a psychological impact. Retail prices are often expressed as "odd prices": a little less than a round number, e.g. €19.99 or €2.98.
Price discrimination is a pricing strategy that charges customers different prices for the same product or service. In pure price discrimination, the seller charges each customer the maximum price that he is willing to pay. 
Channels of Distribution


Although figures vary widely from product to product, roughly a fifth of the cost of a product goes on getting it to the customer. 'Place' is concerned with various methods of transporting and storing goods, and then making them available for the customer. Getting the right product to the right place at the right time involves the distribution system. The choice of distribution method will depend on a variety of circumstances. It will be more convenient for some manufacturers to sell to wholesalers who then sell to retailers, while others will prefer to sell directly to retailers or customers.


Cost: Cost is a factor in choice of channel of distribution. The more stages in the channel

of distribution the more expensive the product will be for the consumer as each middleman will require a cut or mark-up. Ryanair was motivated by cost factors when it cut travel agents out of its ticket sales distribution network. Tesco and Dunnes Stores

purchase directly from manufacturers.

 Type of good/durability: Some goods are bulky, others fragile and more perishable.

Perishable goods must be distributed quickly to the market e.g. fresh fish/flowers are

delivered directly to the retailer. High quality products may be sold directly to consumer.

Market size: If the market is large then using a wholesaler to break bulk, store goods

and transport products to the retailer may be the most economical distribution option.

Cadburys distributes their products through wholesalers like Musgrave Group.

 E-business: Companies can advertise and sell their products on line using a company

web site. Consumers place orders and goods are delivered using the postal system or a

courier delivery service. Dell computers is an example.

 Technological developments: Have enabled direct contact between business and the

consumer e.g. direct banking and insurance services. Customers can get quotations over

the telephone, pay for services with a credit card, transfer funds etc. These services were originally carried out in a branch or by agent or broker.


Manufacturer-----------------------------------------( Consumer

This is normally used for expensive specialist products e.g. fitted kitchens.  This is also called direct selling.

Manufacturer ------------( Agent -----------------( Consumer

A specialist distributor called an agent is chosen who has exclusive rights to sell the goods in a given geographical area.  This is selling through a third party e.g. electrical goods.

Manufacturer ----------( Wholesaler -----------(Retailer --------------( Consumer

This is called the traditional method.  It is suitable for household items and facilitates the breaking of bulk.

Distribution channels

Ben Sherman uses three traditional distribution channels. Each has distinct characteristics and different strengths and weaknesses: 

· its own stores - where the brand is strongest, but requires investment in property, stock and sales people 

· independent fashion stores - whilst offering a unique or more specialised sales channel these outlets carry limited amounts of stock. Also, the costs of processing, e.g. for delivery and administration, are relatively higher for smaller orders. 

· department stores - will buy centrally but may want discounts if they order in bulk, reducing Ben Sherman’s profitability
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Retailer

This type of business specialises in a given trade and is the direct link to the customer.  They also provide worthwhile feedback to the producer.
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 Wholesaler

This firm buys from various producers in bulk and sells in smaller quantities to the retailer.  The wholesaler is often referred to as the middleman, and provides worthwhile feedback for manufacturers.
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Multiples

These are chains of retail outlets which rent or buy space at prime retail locations throughout the country e.g. Easons.

They buy centrally and in bulk and benefit from cost savings in this way.

CHAPTER 17 – PROMOTIONAL MIX

PROMOTION 

1. Advertising

2. Sales promotion (gimmicks)

3. Public relations and sponsorship

4. Personal selling

Promotion is the 4th P and is concerned with communicating with customers and potential customers.  Its purpose is to inform the public that the firm has something available, which will exceed the customers needs and wants.

An action taken by a company's marketing staff with the intention of encouraging the sale of a good or service to their target market.

Functions include:

· They provide information on products and services

· They encourage and increase sales

· They show the link between the products, features and a consumers needs and wants

· They create an image for a product.

Advertising (Promotional mix component 1)

Is the communication of information about a product or service to the general public in the hope of selling the good or service. It aims to drive consumer behaviour towards some commercial interest
It is a paid for method
In 2010, Super Bowl ads were selling for about $2.5 million for a 30-second spot. This year, Fox is reportedly asking for $5 million to $5.5 million. That is at least double the cost in just a few years.
An ad attempts to

i. Inform the general public about a products uses and characteristics e.g Ryanair fares

ii. Persuade the customer that they need (usually non essential) items e.g. Gator Grip

iii. Remind the customer that the product hasn’t gone away and maintain a high profile.

iv. Increase sales and profits.

Media used in Advertising

· The firm must choose the correct method.

· It will attempt to reach a large portion of the correct market

· Frequent ads are more successful and creativity and humour have a greater impact 

Factors when choosing a method

Market segment

The section is important and which method has the greatest impact e.g. Cadbury’s Creme eggs after 4pm on TV. 
Type of product

You might need to advertise a specialist product in a specialist magazine e.g. new musical equipment in Hot Press but general cosmetics in Now magazine.

The message

A simple humorous or clever ad which attracts instant attention e.g. “Ask not what you can do for your county” 
Cost
The cost of the method is often prohibitive and it depends on the National v Local concept e.g. Ad in local paper v National paper. 
The main advertising media are

Print

· Newspapers:
National / local / daily / evening / weekly

· Specialist magazines e.g. Business & Finance

· Depending on the target market you choose the correct print media e.g. expensive perfume in VIP magazine.

Radio

· Local v National
· Good for targeting commuters e.g.
Ian Dempsey 7 – 9 am







The Last Word 4.30 – 7 pm

· No visual impact

Television

· Expensive method

· Visual and audio impact

· Zapping s a problem

· French TV won’t cover sporting events which endorse alcohol products.

Outdoor methods

· Now worth €90m per year

· Cabvertise advertises on taxis for a fee

· Billboards reach wide target audiences

· Suitable for “fast moving consumer goods”
Social media

Firms place daily messages on social media such as Facebook and Twitter to keep customers interested in their organisation. They may even run promotions, flash sales and discounts just for their social media readers.
Internet Marketing

Placing adverts on internet pages through programmes such as Google's AdWords.
Advertising is regulated by the

1. 

· Powers to remove an ad

· Powers to prosecute

· Usually misleading ads or indecent ads
Examples of misleading advertising
· A false claim about the characteristics of the goods or service, e.g. – a product is a different colour, size or weight to what is advertised.

· The price or way the price is calculated is misrepresented, e.g. – products are advertised at sale prices, but turn out not to be.

· The way the goods or service are supplied is misrepresented, e.g. – free delivery is advertised, but the delivery actually involves some sort of fee or charge.

· Any aspect about the advertiser is misrepresented, e.g. – the business is presented as being a member of a trade association, when they are actually not.

· The advertisement creates a false impression about a product or service, even if the information given is correct.

· Any important information is hidden or left out.

2. Advertising standards authority of Ireland



The Essence of Good Advertising:

· All marketing communications should be legal, decent, honest and truthful.

· All marketing communications should be prepared with a sense of responsibility both to the consumer and to society.

· All marketing communications should conform to the principles of fair competition as generally accepted in business.

3.  The Broadcasting Authority of Ireland 
is responsible for the development of codes and rules in relation to advertising standards. These codes apply to all Irish public and private broadcasters. The BAI developed a Children’s Advertising Code which contains rules for advertisers to follow when advertising to children. The Code provides additional protections to promote and protect the rights of children and young people in Ireland.
Sales Promotion (Promotional mix component 2)

· Sales Promotion is the use of short-term incentives/ “GIMMICKS” to attract customers to the product or services on offer
· Activities other than direct advertising are included.
·  It adds to the attractiveness of the product. It is useful for stimulating sales by offering customers price reductions, buy one get one free, coupons, samples, prizes, free draws, in-store displays etc or any other incentives directly related to the product. 
· It aims to attract new consumers for the product, rewarding loyal consumers and increasing buying frequency among occasional consumers.

· Sales promotion techniques involve some contact between the customer and the seller. It lasts for a short period of time and may be repeated at a later date.
· It encourages the consumer to buy now
· Financial deals such as 0% finance are also popular

Merchandising

This is the special arranging of goods to maximize the visual impact and to maximize consumer notice.  Vast displays of the goods are displayed at appropriate vantage points in the shop e.g. Large cardboard shelves of Cadbury’s crème eggs close to the checkouts.  Frozen foods at eye level in silver cabinets.  Industrial psychologists advise retailers as to consumer buying behaviors.




 Direct Marketing (Promotional mix component 3)
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Direct marketing is a channel free approach to distribution and/or marketing communications. So a company may have a strategy of dealing with its customers ‘directly,’ for example banks (such as CityBank) or computer manufacturers (such as Dell). 

There are no channel intermediaries i.e. distributors, retailers or wholesalers. Therefore – ‘direct’ in the sense that the deal is done directly between the manufacturer and the customer.

The Internet and New Media (e.g. mobile phones or PDA’s) are perfect for direct marketing. Consumers have never had so many sources of supply, and suppliers have never had access to so many markets.

 There is even room for niche marketers – for example Scottish salmon could ordered online, packed and chilled, and sent to customers in any part of the world by courier.

The business of selling products or services directly to the public, e.g. by mail order or telephone selling, rather than through retailers.

Public relations and sponsorship (Promotional mix component 4)

PR concerns the firms’ relationship with the general public and the communication of its policies, ideals, and products and services.

· Publicity is the unpaid mention of the firm in the media.

· It generates goodwill for the firm.

· Public Relations is taking steps to create a good image for the product/service. It aims to achieve favourable publicity and build a good corporate image of the business. Public Relations is about building a relationship with the public stakeholders. It is not directly concerned with increasing sales of products.

· The activities include: press releases; press conferences; TV Programmes; promotional films; sponsorship; publicity literature; donations to charity.

· Sometimes you will see that in certain businesses, when dealing with certain issues, they will have a spokesperson to come out and speak about the issue. This person is usually referred to as a Public Relations Officer. The activity may be carried out by the company’s own Public Relations Officer

· (PRO) or by a specialist PR agency.

· Public relations can pose challenges. Negative product publicity can be a nightmare for businesses e.g. Toyota recall of cars. It can lead to loss in the market share and customers losing trust in the quality of the product/service being offered.

· Public Relations: can take the form of press releases where the media are given information about the company. 

· Sponsorship is another form where businesses pay money so that their product name will be displayed by individuals, organisations or at particular events. e.g. 
· An organisation or event is paid to use your branding and logos. Sponsorship is commonly used in sporting events; player's clothing and stadiums will be covered in the firm's branding and even the tournament may be named after the firm.
·  Although effective sponsorship requires a large audience you may get smaller firms interested in local business sponsoring small events in their area e.g. school fairs.
The Public Relations Officer (PRO)

Generates publicity for the firm

The name of the firm is highlighted to the public by its association with a local event e.g. sponsoring a bus for an old folks home and invite the press.

Customer complaints

“Spin doctors” deal with all complaints that reach the media and give the firm a bad name e.g. a Disney bound flight was delayed at Shannon for 26 hours and the PR people gave out hundreds of dollars worth of vouchers to the children on the flight.

Active liaison with local community

The firm keeps close links with the local (who are stakeholders) and keeps an open and transparent policy.  The firm would also access local supplies where possible.


	



Personal Selling (Promotional mix component 5)

  

Personal selling is where businesses use people (the "sales force") to sell the product after meeting face-to-face with the customer. The sellers promote the product through their attitude, appearance and specialist product knowledge. They aim to inform and encourage the customer to buy, or at least trial the product
· This usually applies to high quality expensive items e.g. Industrial machines. 

· A face to face meeting gives the sales person the chance to present a case persuade the buyer and clinch a deal.

· A strong presentation highlighting the benefits of the product and a salesperson with “the gift of the gab”.  These “gifted” people are motivated by attractive commissions and bonuses.  

· A customer orientated approach must be used at all times.  Sometimes high degrees of technical knowledge are required.
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Product or Service.

· Low cost, no frills air travel to European destinations.

· There is no free food or drink onboard. Food and drink are income streams. You buy them onboard, or you don’t – take your own food and drink if you like.

· There are other income streams – or ancillary revenue. The company has deals with Hertz car rental, and a number of hotel businesses. So Ryanair takes a commission on ‘up selling’ i.e. ancillary revenue. Other examples include phone cards and bus tickets. About 16% of profit is made this way. This keeps costs lower.

Ryanair is the European low cost airline. Low cost or no frills marketing strategies are of great interest to marketers since the marketing mix employed tends to run in opposition to what makes a great brand – and Ryanair is a great brand and a very successful business. In a nutshell Ryanair sells the cheapest tickets that you can buy (on most occasions). 

Price

· Ryanair has low fares.

· 70% of seats are sold at the lowest two fares.30% of seats are charged at higher fares. The last 6% are sold at the highest fare 

· Ryanair occasionally get in trouble with bodies such as the Advertising Standards Authority (ASA) in the UK over differences between advertised and actual price – in fairness to Ryanair these are rare mistakes.

Place

· Ryanair does not use travel agents so it does not pay agency commissions. It uses direct marketing techniques to recruit and retain customers, and to extend products and services to them (i.e. Customer Relationship Management). This reduces costs.

· You book online over the Internet. This saves them 15% on agency fees.

· They are based in Stansted in Essex – which is known as a secondary airport. It is new and accessible. It is cheaper to fly from Stansted than either Heathrow or Gatwick, and since it is less busy Ryanair can turn aircraft around more quickly.

· Many of Ryanair’s destination airports are secondary. For example if you fly to Copenhagen (Denmark) you arrive in Malmo (Sweden) – although it is only a short coach trip over the border. Secondary airports, which tend to be smaller regional airports, depend upon this single carrier – some (it is rumored) paying up to £100, 000 for each additional new route. Costs are lower and aircraft can be turned around faster.

· Keeping aircraft in the air as much as possible is another important part of the low cost jigsaw. However, the company has been challenged by the European Union in relation to anti-competition laws.

Promotion

· They spend as little as possible on advertising.

· They do not employ an advertising agency. Instead all of the advertising is done in-house. In fact O’Leary himself oversees much of the promotion of Ryanair. They use simple adverts that tell passengers that Ryanair has low fares.

· Ryanair employs controversy to promote its business. For example in 2009, the company reasoned that passengers would be charged £1 to use the toilets on board. O’Leary reasoned that passengers could use the terminals at either the destination or arrival airport. This would speed things up. It was reasoned that this is what passengers wanted – since they did not want other passengers leaving their seats and walking the aisles to go to the toilet. O’Leary also argued that larger passengers should be charged more since they took up more room – again it was reasoned that this is what the majority of passengers wanted.

· Some of their aircraft are decorated in the livery of advertisers e.g Jaguar and Kilkenny (beer).

CHAPTER 18 – GETTING STARTED






Reasons for being self-employed

· A desire for independence

· It allows for a flexible working week

· A person has control over their own destiny

· Tax reasons

· Extra effort is rewarded by extra profits

· Self-employed people are usually highly motivated

· A person may have been under-utilised in their old job.

Factors (Challenges) when setting up a business

Raising Finance/Capital: The business will have to choose suitable short-term (a bank

overdraft to pay wages), medium-term (leasing equipment and machinery) and long-term finance (mortgage to purchase buildings) sources of finance. The business will have to raise finance to establish itself and survive. It will have to manage its cash flow and in

particular its loan repayments.

- Ownership Option: The business will have to choose a suitable ownership option e.g. Sole Trader, Partnership or Private Limited company. A company may be attractive because it offers the benefit of limited liability. A partnership allows new skills to be acquired whereas a sole trader may be attractive because the owners retain control.

- Production Method (Manufacturing Firm): The business must choose a suitable method of production e.g. job, mass or batch production. The method chosen must suit the business, guarantee quality and ensure competitive prices.

- Recruitment/Lack of expertise. The business must recruit suitable staff with the right skills and qualifications that will enable the business to achieve its objectives. Trying to find workers who can work in teams, have good communications skills and work ethic is a challenge associated with a business start-up.

------------------------------------------ooooOoooo-----------------------------------------------

Finance options (overlap with “finance” chapter)

	Long Term
	Medium Term
	Short Term

	· Ordinary shares – (equity)
	· Hire Purchase
	· Bank overdraft

	· Long term loan – (debt)
	· Leasing
	· Trade credit

	· Sale & Leaseback
	· Loan
	· Factoring 

	· Grant s
	
	· Accrued expenses 

	· Project Finance
	
	


Factors when choosing a source of finance

Cost: a business should try to obtain the cheapest source of finance available. The rate of interest is of great importance. All loans advertised by financial institutions should quote the APR. Close examination of the APR attached to each type of loan finance is needed when making the choice.

Purpose/Correct match: sources of finance must be matched with uses e.g. a long term business expansion plan should not be financed by a bank overdraft. Assets which are going to last a long time are paid for with long term finance. Day-to-day expenses are financed or paid for with short term finance.

Amount: large amounts of money are not available through some sources. Some sources of finance may not offer flexibility for smaller amounts.

 Control: issuing new voting shares in a company could lead to a change of power. The use of loan capital will not affect voting control but financial institutions such as banks may take control of fixed assets or impose conditions as part of the loan agreement.

Collateral: lenders often seek security before giving finance. This restricts the freedom of the borrower regarding what it wishes to do with these particular assets. Sometimes the borrower may not have enough assets to give as security, which can then limit the sources of finance available.

Risk: a business which has less chance of making to a profit is deemed more risky than one that does. Potential sources of finance (especially external sources) takes this into account and may not lend money to higher risk businesses, unless there is some guarantee that their money will be returned.

Managing finance

· We must always match our source with our need

· We must use working capital management

· Lots of business closures happen because even though the business is profitable, it is not liquid and cannot meet its short- term debts as they fall due.

There are 3 main parts

· Stock control

· Credit control

· Cash control

We should avoid overtrading i.e. carrying on too much business for the amount of working capital available.  Problems with

· Staff who cannot get paid.

· Suppliers who are owed large sums.

· Banks who recall loans.

· Tax officers who are collecting tax arrears.

----------------------------------------------oooOooo----------------------------------------------

Ownership Options
SEE TYPES OF BUSINESS ORGANISATIONS CHAPTER

Sole Trader

· The owner supplies all of the capital.

· The owner receives all of the profits.

· The owner has full responsibility

· The owner makes all decisions

· There are few legalities involved in starting up (.Business name €20)

· Owner has unlimited liability i.e. may lose private assets.

Partnership

· Partners supply the capital (2-20)

· Partners share profits and losses

· Partners share responsibility

· Partners share the workload.

· Deed of partnership is a written agreement setting out the rules.

· Unlimited liability

Private limited company

· Owners buy shares (1 owner)

· Owners received dividends

· Shareholders share responsibility

· Several legalities involved e.g. Articles of Association, Memorandum Of Association.

· Limited liability i.e. a person will only lose a maximum of what they had invested.

· Continuity of existence.

The main differences are in the area of “legal status” and “tax status”.  A company can sue and be sued in its own right (not the person).

Owners of a company have limited liability but banks often demand a personal guarantee from directors before they are willing to advance funds.

-----------------------------------------------oOo---------------------------------------------------

Production options

Job production

Features

The product involved i.e. the designer wedding dress, requires highly skilled labour. 

Sarah will have to continue her professional development to keep up with new 

production techniques, IT developments, and changes in fashion and style. 

Highly skilled labour will mean a higher wages bill. This type of work is very labour 

intensive and the high salaries will increase the running costs of the business.

Raw materials, equipment, tools, machinery are expensive for this specialised 

production. In addition it is generally a small scale operation and does not benefit 

from economies of scale. It is a very slow process. 

Quality standards have to be very high. There is no room for error. The slightest fault 

with the product will have to be corrected in an efficient manner to prevent the loss 

of the sale and business reputation. 

Once-off production to a specific order. If the customer ordering the product is 

unable to pay (goes bankrupt) it may be difficult to find an alternative buyer. BESPOKE


Batch production
Features
· Usually a cheap product e.g. Bread



· Product is made in limited identical  groups at a time e.g. Wholemeal bread

· Both batch and flow (mass) production are heavily automated production processes. 

· Substantial investment in machinery, equipment, IT, premises etc. will be required. 

· Finance will be required to fund the necessary investment. Firms will have to look carefully at their finance options. Are the reserves adequate? If not, long term loans, for capital investment and finance for increased working capital needs will have to be sourced.

· Firms will have to review the ownership structure and maybe change to a private 

limited company in order to be able to raise finance through selling shares and 

benefit from limited liability. This involves a loss of control of business

· Firms will no longer be making goods to order. They will be creating goods for stock.  A stock control system will have to be developed, leading to increased costs. A marketing plan will have to be implemented. 

· There will be a stock of finished goods

A level of automation is used and machines are flexible to suit different sizes.

Mass production

Mass production is the production of large amounts of standardized products, including and especially on assembly lines. 
Usually a cheap product e.g. biros



· Capital intensive method rather than labour intensive method is used

Use of mainly unskilled labour

Employees are often bored

· There will be a large stock of finished goods and the associated storage costs

· It is a continuous process and there is a large initial financial outlay

----------------------------------------------------ooOoo-------------------------------------------

BUSINESS PLAN

A business plan is essential when starting a business. It is a crucial roadmap for a company because it outlines the company’s goals, how to achieve them, how to make the business profitable, and a timeframe of targets and growth stages.

A business plan is a written statement/proposal about the business and its objectives

(where it wants to go) and strategies in areas such as marketing, ownership, production,

finance and the identifying of opportunities. It is important in the context of business start-ups

 It is a marketing tool to help sell the business idea to investors, as well as a strategic planning tool. Investors, bank managers, and advisors use the business plan to assess the worth of the business, whether to invest in it, and what advice to offer the owners.

Benefits of a Business plan

It sets out both short and long term strategies/plans over agreed time periods, e.g. one

year, five years, ten years, etc. It plans how to get where the enterprise wants to go and as such gives the entrepreneur a focus.

E.g. “Achieve healthy Gross Margin in the first year of operation. Maintain just-in-time

(JIT) inventory levels. Increase sales modestly but steadily in the second and third year.”

 It is a vital document when approaching any financial institution, grant agencies or other investors seeking funds (capital) for the enterprise. No financial institutions will give funds to an enterprise without being convinced that the investment has a good chance of being recovered. 

The business plan markets the enterprise; it sells the business ideas to others and encourages them to seriously consider the project.

E.g. “Managing the business by implementing, and consistently measuring and adjusting

goals/targets and actual results i.e. financial goals vs. results”.

The nature of the business plan is such that targets are set in figures wherever possible.

By having these figures available they can be used as the benchmarks or standards

against which the operations and performance of the enterprise can be measured. If the

standards are not reached then the action to fix the problem can be implemented.

E.g. “Managing the business by implementing, and consistently measuring and adjusting

goals/targets and actual results i.e. Employee Learning and Growth Goals vs. Results,

Customer Satisfaction Goals vs. Results”.

Evaluation: A business plan will enable the business to determine if it can be

commercially viable. It may support the business when seeking sources of finance from

potential investors.
Draft a business plan under five main headings. 

State relevant assumptions where necessary.

(40 marks)

Business Plan for Ryannet Catering Ltd.

Ownership and Management Structure.

Name of Company: 

Ryannet Catering Ltd.

Formed:


May 1st, 2001

Shareholders:


Dermot Ryan, Conor Wallace

Office:



1, The Grove, Ballsbridge, Dublin 4

Solicitors:


John Doran and Sons

Accountants:


Noel Cummins Ltd.

Bankers:


Allied Irish Bank Plc, Ballsbridge Branch

Details of Personnel:
Dermot Ryan is a qualified chef with vast experience of the food and catering industry. Co-owner Conor Wallace is a computer and logistics expert and has 12 years experience in this sector.

Product
The basic product is food and refreshments

The business aims to provide quality food delivered to busy workplaces and encourages internet ordering. The focus is on sandwiches, cold drinks and desserts. The aim is to have a 6% growth rate in line with similar firms e.g. Tolan Catering Ltd.

Unique Selling Point:
Our USP is “gourmet food at canteen prices, ordered on line, delivered on time”. The Ryannet brand is one of hygiene and quality and our raw materials are supplied by suppliers of the finest gourmet ingredients.

Marketing and Marketing Strategy

Target Market:
All workplaces in the South Dublin area including Rathmines, Ranelagh, Milltown, Stillorgan and Blackrock. 

Market Niche:
Excellent quality food, ordered online and delivered on time. 

Competition:
Factory canteens, local pubs and eateries.

Targets:
500 units after Week 1 rising to 5,000 units after Week 26.

Pricing Policy:


5% lower than competitors average with free delivery.

Sales and Distribution

Promotional Mix:
Advertising in local newspapers. Interactive website. Widespread use of flyers.

Distribution:
We deliver at four designated times daily (50% discount if we are late by more than 15 minutes). 

Finance

· Uses:


· Seven year lease of premises €60,000. 

· Lease of two vans €10,000 per annum. 

· Working Capital €10,000

Sources of Finance:



· Owners’ capital €50,000

· Overdraft facility €20,000

· Grant from Dublin City Enterprise Board €10,000

Financial Projections:
We have prepared projected accounts including:

· Cash flow for the next two years

· Profit and loss for the next two years

· Balance sheet for the next two years

Signed:



Dermot Ryan





Dermot Ryan

CHAPTER 19 – BUSINESS EXPANSION
This is a business strategy in which growth is obtained by increasing the number of stores in which customers can buy a company's products and services.
 Unlike relocation, business expansion entails opening up new stores in different physical locations while still maintaining the current business locations
This means the growth of a business whether it is external or internal.

A policy of expansion is vital to any company that wishes to grow in terms of profits, brand recognition and development. 
Expansion offers many challenges to businesses. 
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The boards of Paddy Power and Betfair have reached agreement on the terms of a recommended £6 billion all-share merger of the two companies. 

The merged entity, details of which were first announced last month, will be called Paddy Power Betfair and will be one of the world's largest public online betting and gaming companies. 

The merger will result in Paddy Power shareholders owning 52% of Paddy Power Betfair and Betfair Shareholders owning 48% of Paddy Power Betfair on a fully diluted basis.

Paddy Power shareholders will receive a special dividend of €80m just before the deal closes.

Reasons for Expansion

To increase market share

This gives a better name and image to the business.

Vodafone’s take-over of Eircell was part of its “Global Footprinting” strategy and gave immediate success in the Irish market.

To benefit from Economies of scale

These are forces that drive down costs.

These are the benefits of large-scale production e.g. C&C take-over of Tennents which benefited from the company’s expertise in bottling and distribution.  The firm may have had spare capacity previously.




To safeguard supplies

An expanding enterprise may find it attractive to completely control its source of raw materials.  Cadburys own their own cocoa plantations and are not vulnerable to supplier problems

To ensure financial security

Expansion increases the financial strength of the enterprise.  Larger firms tend to fare better during an economic crisis.  E.g. Kingspan (building materials company in Co. Cavan) – bought in UK and US to expand globally and become a larger force to remain competitive.

To diversify

Firms don’t like to have “all of their eggs in the one basket”.  Trabolgan holiday centre see diversification as being the key to surviving in a tough market.  They have diversified from the traditional family holiday market to the more profitable corporate clients and sporting clients.  They have expanded at a cost of €8m including a Go-kart track and an astro turf soccer pitch.  The expansion was funded by repeat sales and retained earnings.  

To obtain synergy

The sum of combined efforts exceeds the worth of each firm as an individual.  MCD Promotions bought the Abrakebabra franchise, which gives them the opportunity to promote its activities in the retail outlets resulting in common advantages.

Finance for Expansion

i. Owners Equity-

The owner may inject more personal funds into the business

ii. Bring in a partner

The owner may ask in a partner to supply funds and maybe share the day to day running of the enlarged business

iii. Banks (Debt)

Generally give medium to long-term loans but if the expansion is deemed to be risky then they would be asked for a personal guarantee

iv. Government National Agencies

. Enterprise Ireland will provide funding especially if the expansion leads to job creation and the firm is indigenous and employs over 10 people.

v. Local Initiative schemes

Local enterprise Office

Rural partnerships

              Give grants to “micro” projects

vi. Issue of Shares

Large business may raise funds by selling more shares on the stock Exchange.  This however means that the “new owners of the shares” also have votes and so control has been diluted and this may interfere with the running of the business.

vii. Tax based schemes

Business Expansion Scheme.  Certain approved small businesses e.g. micro breweries have access to a state approved scheme.  A person who invests in the BES scheme.  

· Avoids income tax on the money

· Must keep the share for 5 years

· Is helping to fund the expansion of a business

· Is helping to create jobs in Ireland

viii. Venture Capital

Venture capital is financing that investors provide to startup companies and small businesses that are believed to have long-term growth potential. For startups without access to capital markets, venture capital is an essential source of money. Risk is typically high for investors, but the downside for the startup is that these venture capitalists usually get a say in company decisions. 

ix. Retained Earnings

The owners of the business decide to use “profits” for reinvestment i.e. expansion rather than giving out dividends.  These “ploughed back profits” provide a cheap source of finance without affecting control.

Short-term implications of Expansion

i. Organisational structure

As the business expands, it may need a more formal structure to ensure efficient decision making in the larger enterprise.  The owner will have to improve his/her management skills.

ii. Extra capital required

The expanding business will need a capital injection for current purposes e.g. extra working capital needs and for capital purposes e.g. new factory / machinery.

iii. Cash flow

The expanding business must place greater emphasis on cash flow forecasting and budgetary controls to ensure the company is not just making profits but converting profits into cash.

iv. Cost of New training and NPD

The larger enterprise will have greater people needs and greater need for training as well as a strong focus on new product development and maybe its own R&D department.

Long term implications of expansion

i. Shareholders

Expansion shows ambition, boosts confidence and generates media interest

ii. Banks and creditors

There will be better confidence in the ability of management and this will improve the credit rating

iii. Strategic Planning

The expanding firm will have to develop a long term plan outlining future objectives and mapping out the best course of action for the expanding business e.g. Ryanair growing europes largest passenger airline.

iv. Production

The expanding business will have to increase its production capacity and replace old plant & machinery to cope with expected increases in consumer demand.  A new production plan will have to be drafted focusing on layout, methods, staff and costings. 
Abbott a global pharmaceutical firm have spent €85m on expansion in Sligo

Methods of Expansion

i. Internal growth (organic)

· We can expand our share of the existing markets e.g. by heavy advertising

· We can expand into new markets

· Local – national – International e.g. Ryanair

· We could develop new products e.g. Golden Vale St. Brendan’s Cream Liquor, HB Frozen Yoghurt, Marks & Spencer Home wares Dept.

ii. Growth by Acquisition

A merger: 

A friendly or voluntary amalgamation or joining together of two or more firms for 

their mutual benefit, trading under a common name. 

 A single new legal entity is formed once it is approved by shareholders. 

E.g. Irish Permanent and Trustee Savings Bank merged to form Permanent TSB. 

Avonmore Co-op and Waterford Foods merged to form Glanbia plc. 
Benefits of mergers

- It is a defensive strategy as the merger may involve diversification into new product

areas, which reduces the risk of the firm ‘having all its eggs in the on basket’. If the

market for a firms own produce collapsed then it would survive because of its other

interests in particular.

- It is a quick form of business expansion for a firm, unlike the organic growth.

- Costs will be lower if a firm merges with another business -economies of

scale/sharing of costs/resources.

- In addition firms can access new technology and new markets quickly e.g. a merger

between a firm and another Irish firm will gain instant access to a bigger market.

Risks of Mergers

- Mergers can cause industrial relations problems. e.g.

Redundancies could result, which could cause industrial relations disputes.

- Different organisational cultures between a firm and the other business can lead to conflict between competing management teams who are used to their own work practices and management styles and systems. This may cause a lack of co-operation within the new larger merged entity, leading to poor management decision making.

 Takeover:
COMPLETE CONTROL
This occurs when one company purchases 51% or more of the shares in another 

company in either a hostile or friendly manner. 

 The acquiring company absorbs the other company, which loses its identity after the 

acquisition and becomes part of the acquiring company. 

The cost of the takeover can be very expensive. 
 Eircom took over Meteor mobile phone company for €420 million. 
Google bought the popular online video site YouTube for $1.65 billion. Google has acquired Motorola Mobility, a mobile device manufacturing company, for $12.5 billion. 
Benefits of Takeovers

· Enable dynamic firms to takeover inefficient firms and turn them into a more efficient and profitable firm.

· New firm may benefit from economies of scale and share knowledge.

· Greater profit may enable more investment in research and development. For example, this is important for pharmaceutical firms which engage in much risky investment.

· Costs of Takeovers

· Takeovers may be done to 'cherry pick' a firm. i.e. strip off useful, valuable assets and then close down less attractive parts leading to job losses.

· Increased market share in oligopoly markets can lead to less choice and higher prices for consumers

· New firm may not experience economies of scale, but diseconomies of scale.

· Examples of Successful Takeovers

· Takeover by Carlsberg PLC of Holsten. Carlsberg PLC
IAG's €1.36bn offer for Aer Lingus closed yesterday, with the former State-owned carrier now a part of the British Airways owner. IAG, headed by chief executive Willie Walsh, said that it has received acceptances in respect of 98.05pc of Aer Lingus shares for its takeover offer. 
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A Strategic alliance: 

 When two or more independent firms agree to co-operate and share resources and 

 expertise with each other for the mutual benefit of all parties involved. 

 The firms remain completely independent legally and each firm maintains its own 

  separate trading identity. 
Google has worked with several corporations, in order to improve production and 

services. In January 2013, Google announced a partnership with Kia Motors and 

Hyundai. The partnership integrates Google Maps and Places into new car models to 

be released later in 2013. 
The firms benefit from the sharing of resources and talent that otherwise they 

wouldn’t have access to. Either party can end the arrangement easily if they choose to 

do so. 
SEE UNIT 6

A Franchise: 

This is a business arrangement whereby the franchisor (the existing business with the 

proven business model) grants a contractual licence/permission to the franchisee 

(person setting up the business) to use its name, logo and business idea in return for a 

fee or a percentage of profits or sales. 

The franchisor can expand his business without having to invest further capital or take 

additional risks as these are passed onto the franchisee in the contractual arrangement. 

Some franchises in Ireland include, The Zip Yard, Gloria Jean’s Coffees, McDonalds 

and GEMS.

 It is a cost effective form of expansion for the franchisor. It can be risky for a 

franchisor as if standards are not maintained by the franchisee the image of the 

franchisor could be affected. 

Licensing – a large company makes an agreement with a local licensee for the right to manufacture a certain kind of product or use a certain process in return for a fee or royalties.  It is similar to franchising but is related to manufacturing e.g. Smith & Wesson (famous for their guns) also have licensed 30 other goods under their name and logo including safes, golf clubs and bicycles.

Mace Maxol operate a licensing arrangement with the owners of each individual shop

Legal implications for mergers and takeovers

Acquisition are monitored by the CCPC, the European Commission and the mergers and takeovers Review Group

A merger or takeover is examined under the following areas

i. Effect on consumers

ii. Effect on employees

iii. Effect on competition

iv. Effect on suppliers
Mergers and acquisitions
Mergers are a mechanism used by businesses to restructure in order to compete and prosper. However, some mergers can have a negative effect on consumer welfare by, for example, leading to an increase in price or a reduction in output.  That is, they substantially lessen competition and, as a result, consumers (including businesses) suffer.

Mergers over a certain financial threshold must be notified to the Competition and Consumer Protection Commission (CCPC) for review as required by the Competition Act 2002, as amended (Competition Act).  It should be noted that the Competition and Consumer Protection Act 2014 (2014 Act) made a number of important amendments to the merger review regime set out in the Competition Act.  The CCPC aims at all times to make sure that mergers are reviewed in a timely manner so that good mergers are not held up. At the same time, the CCPC actively protects the interests of consumers and has the power to block mergers where it finds that the merger will lead to a “substantial lessening of competition”.

An important area with examiners is contrasting Equity Capital and Loan Capital.
Equity Capital

i. It is a cheap source for expansion as there is no cost as such.

ii. There is no guaranteed return or no security needed.

iii. New shareholders have a vote which means control is diluted

iv. There is no effect on profits themselves as dividends are paid after profits are calculated

v. No repayment date for shares 

vi. Dividends are taxed

Loan Capital

i. The loan will be subject to interest payments, which may be flexible but still have to be paid

ii. There will be a need for security.

iii. Providers of loan capital don’t have a vote but can impose certain conditions.

iv. Loan capital must be repaid in full by a certain date.

v. A receiver may be called in to recover the debt.

vi. Interest repayments are tax deductible.

Importance of Business Expansion

AT HOME

i. Expansion means more profits and greater tax revenue and this helps to build the Irish economy and to improve infrastructure.

ii. Large firms will find it easier to compete in a single European market

iii. Large firms hire more staff and reduce unemployment and this improves the standard of living,

iv. Large Irish firms will be successful and efficient enough to supply the MNCs and to create a spinoff effect in the area

v. Large firms are more likely to use

· TQM

· JIT

And so produce higher quality products

ABROAD

i. Inward repatriation of profits e.g. Cement Roadstone Holdings

ii. New technology is introduced from abroad e.g. Iona Technologies, Parthus

iii. Management skills are improved due to foreign ideas e.g. Franchising

iv. Irish firms must raise their standards to compete abroad and the domestic consumer also benefits.

v. It improves our Balance of payments. This brings more money into Ireland

CHAPTER 20 – CATEGORIES OF INDUSTRY

A firm is an individual producer of a good e.g. Cadburys

An Industry is a collection of firms producing the same good e.g. the chocolate industry. There are 3 categories of industry

Employment changes 2002 -2007
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The primary sector of the economy extracts or harvests products from the earth. The primary sector includes the production of raw material and basic foods. Activities associated with the primary sector include agriculture (both subsistence and commercial), mining, forestry, farming, grazing, fishing, and quarrying. The packaging and processing of the raw material associated with this sector is also considered to be part of this sector.

Agriculture in Ireland is in decline.  The main reasons are

· Increased mechanisation

· More attractive options elsewhere e.g. 9 to 5 job with a weekly wage.

· Change in EU supports policy

On 1 May 2004, during Ireland’s EU Presidency, 10 new Member States joined the EU, resulting in the creation of the world’s largest trading block and a single market with more than 450 million consumers. This enlarged market provides many new opportunities and challenges for Irish businesses, including those within the agriculture and food industry

The agriculture and food sector makes a very significant contribution to the Irish economy, as illustrated in the following table:

	


Value of Output

Top of Form
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	Value at Current Prices for Output, Input and Income in Agriculture by Statistic and Year 

	 
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	All Livestock (Euro Million)
	2212.8
	2274.9
	2417.0
	2399.0
	2506.7
	2197.8
	2400.5

	All Livestock Products (Euro Million)
	1459.3
	1375.8
	1367.4
	1706.9
	1677.5
	1142.0
	1571.2

	All Crops (Euro Million)
	1350.6
	1376.0
	1453.9
	1595.4
	1605.2
	1371.7
	1507.2

	Total
	5022.8
	5026.7
	5238.4
	5701.4
	5789.4
	4711.6
	5478.9

	


Bottom of Form

The Agri Food industry is an important sector of the Irish economy. It accounts for over 8 per cent of GDP, 7.5 per cent of total employment and, including food and agricultural products, around 7 per cent of exports.


 Fishing
The Irish Sea fishing industry makes a significant contribution to the economy, in terms of output, employment and exports. The sector employs 15,000 people and in 2001 seafood exports amounted to €730million.

The main varieties of sea fish landed are herring, cod, whiting, mackerel, plaice, ray, skate and haddock. The main varieties of shellfish taken are lobsters, periwinkles, crayfish and oysters. There has been a strong growth in aquaculture and the main species produced are salmon, trout, eels, mussels, lobsters, clams and scallops.
Natural resources

These include oil, climate, water, land, minerals, peat, forests and fisheries.  These must be managed carefully by society and the focus is on environmentally sustainable development.

Extractive Industries

In Ireland the construction Industry has been the main user of our more important deposits e.g. sand and gravel.

Natural gas has proved to be a significant boost for the economy.

Water

This is also an important resource for household consumption and Industrial use e.g. thefood processing industry.  It is important that pollution is carefully monitored in this area

Forestry

Coillte is the relevant SSB for forestry and attractive grants have attracted private investors and the fact that the returns are tax-free.  

Coillte employs 1100 people.

Agribusiness

This refers to all the direct products of agriculture plus all related products e.g. milk, cereals, beef, other foods and drinks, agricultural supplies, farm machinery and chemicals.  New areas include 

· Organic farms e.g. Kellys organic cheeses Mullingar

· Open farms e.g. Kilcoole County Wicklow

· Mushroom farms

· Deer farming

The primary sector (extractive) is a category of industry based on the natural resources of a country such as agriculture, forestry, fishing, mining, energy.

Current Trends 

· Commodities such as beef and milk are commanding higher prices on world markets as demand increases due to global population growth. 

· Cóillte the state agency operating in forestry, land based businesses, renewable energy and panel products may be privatised along with other businesses such as Electric Ireland. 

· As a result of overfishing the EU has introduced fish quotas in an attempt to conserve fish stocks. 

· Gas deposits discovered in the Fermanagh/Leitrim border may be mined using ‘fracking’ a controversial mining technique. The Corrib natural gas field has also proved controversial. 

· Developments in the area of wind energy and solar power. 

· Continued growth in organic food production capitalising on Ireland’s green image worldwide. 

· Restriction on turf cutting due to EU environmental directive.

· There were 7 million cattle in Ireland in 2015

· There were 5 million sheep and 1.5 million pigs.

These industries transform raw materials into finished goods. They consist of the manufacturing and construction sectors.

At present there is a major push in the innovation sector to develop new exportable products in a more competive environment

Successful areas in Ireland are

· Food processing producing dairy products etc. e.g  Glanbia

· Computers e.g. Dell , Intel

· Chemicals and Pharmaceuticals.  e.g Irish Fertilisers ,Elan

· Printing and packaging e.g. Smurfit Kappa

· Building materials e.g. Cement Roadstone Holdings

The “Construction Industry” produces raw materials for building and builds our infrastructure, which is essential for business.  Tax incentives and tax changes tend to stimulate or deflate this sector

Trends in Irish Manufacturing

The secondary sector includes Manufacturing, Agribusiness and Construction businesses 

that manufacture products from the materials produced by the primary sector (Agriculture, Forestry, Fishing and Mining). 

Takes raw materials, processes raw materials and produces finished goods. 

Example: Kerry Group – Food Products. 

Current Trends: 

(i) Decline in employment in Secondary Sector – downsizing and closures have 

resulted in an increase in unemployment, particularly in relation to Manufacturing 

and Construction 

(ii) Increased competition- challenge faced by Agribusiness Sector in food market 

from foreign retailers i.e... Lidl and Aldi 

(iii) Increased wage rates in Ireland over the past few years has resulted in loss of 

competitiveness – relocation of some manufacturing businesses to low cost economies

· Change towards hi-tech jobs e.g Google and Microsoft   [image: image38.jpg]&
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· Move to more competitive locations e.g. Costa Rica and Poland(Dell)

· Focus on the knowledge end of Manufacturing. E.g. Eli Lillys Kinsale plant  (pharmaceutical manufacturing)

· Move away from textiles 
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· Downsizing due to technological advances

· Greater influx of MNCs to gain access to the EU

· Successful “high quality” and “niche market” suppliers e.g. Baileys, and Blarney Woollen Mills  
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· Changes towards green marketing and environmentally sustainable development
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· Emergence of Irish food conglomerates e.g. 
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This is the tertiary sector that provides essential backup for Primary and Secondary sectors. This category is not in the business of “making” more by way of consultancy and support services. It includes banking, legal , accounting, insurance and software assistance to name just a few. It includes TV journalism and telecommunications.

Nightline couriers are in the distribution industry and provide an essential service [image: image43.jpg]Nightiine
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There are 1.2 million people employed in this sector in Ireland at the moment and this provides a boost for the economy through the knock on effect of both taxes paid and expenditure 

The rapid growth of Information Communication and Technology has also had a major influence e.g.

· ATMs, Internet Banking, Telephone banking

· Bar codes for stock control 

· Internet business transactions. [image: image44.jpg]



· Improvements in public bodies e.g. Motor tax on line

· Education multi-media packs e.g. eircom tutorials



· Teleworking or working from home and avoiding commuter hardships.
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Recent Trends in the Services Sector

Taxes such as the household charge, property tax and cuts in government expenditure 

on social welfare have led to a fall in the disposable income of consumers. As 

consumers’ spending power is reduced the demand for the goods and services that 

businesses sell in the retail services sector has fallen. 

 Closures/examinerships/insolvencies of retailers. 

Recession hitting the small and medium enterprises e.g. suppliers to construction 

industry. 

Big multiples versus small retail outlets and the difficulty in competing. 

 Growth in discount retailers e.g. Aldi, Lidl, TKMaxx. 

Deregulation in some industries e.g. taxi industry. 

 The Gathering 2013 and its impact on services (Hotels, travel etc). 

Businesses in the services sector are facing a decrease in footfall because of the 

challenges facing town centres due to competition from large suburban shopping 

centres and the restrictive parking regimes in operation. Expensive parking tickets, 

fines and the threat of clamping are driving people out of town centres where many 

service sector businesses operate. 

VAT increases lead to more expensive goods and services for the consumer which in 

turn causes demand to fall, thereby affecting business. For example the volume of 

sales in department stores fell by 18.4%, and electrical goods fell by 12.0% as a 

consequence of the negative impact of the VAT rise to 23%. 

Increases in excises duties on tobacco products have led to an increase in tobacco 

smuggling. Excise duties on cigarettes continue to rise, increasing the incentive for 

customers to choose cut price illegal products sold on the black market. In 2010, 

Ireland’s retailers lost €896 million in turnover to the Black market. 

 The growth of the ICT sector has led to employment opportunities. At a recent Intel 

Forum on Education, the CEO of Fujitsu Ireland said that 75% of ICT employers in 

Ireland have job vacancies. There has been growing concern at the rising skills 

shortage in the ICT sector, a situation made worse by the low number of students 

opting for technology courses at third level. 

The growth of e-business, a method of buying and selling goods and services over the 

internet, is changing the dynamic of the services sector. Retailers moving to on-line 

operations include Tesco and Next. 

CHAPTER 21 – COMMUNITY DEVELOPMENT

FOUR MAIN AGENCIES
· Local enterprise office

· SOLAS

· LEADER +

· Area Partnership Companies
The Government funds, and in some cases administers, a range of programmes of support for community development so that socially excluded groups and local communities can be active participants in identifying and meeting their own development needs, working alongside the Statutory Agencies and others involved in local development initiatives.

Community Development Programme

This Programme provides financial assistance to fund community development projects in disadvantaged areas. It also provides support for self-help work in specific target groups that experience disadvantage - disadvantaged women and men, lone parents, travellers, etc. - in order to help them articulate their point of view and participate in a process of personal and community development. 

Problems of local communities

Unemployment

This leads to higher emigration and a change in the age structure.

Social problems

These areas have a serious amount of social problems and develop a bad name and this discourages investment.

Poor infrastructure

These areas usually have a poor infrastructure and this also discourages investment in the area
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Connor pass County Kerry

Negative multiplier influences

Poverty in the region has a negative knock on effect and these areas are badly catered for by business and for amenities

	THE PROCESS OF COMMUNITY DEVELOPMENT
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A community is a group of people that have something in common. They may live in the same area or work together or be members of the same club. The community benefits when all members work together and cooperate for the good of all. It develops when members try to create new jobs or leisure facilities or social services. 
Local people are in control

Local people will make the crucial decisions in the area and not rely on Transnational Companies which tend to create a local boom for their duration and then a recession when they leave to go to a more competitive country.

Advice and Finance

Enterprise is encouraged and helpful advice is laid on by local and national agencies e.g.LEADER +  programme . Access to funding is also made available

Job creation

Jobs and economic development arise through the efforts of proactive locals and useful agencies. This is in line with the “Bottom Up” approach to European development

Refurbished Towns and villages

Jobs are created but also shopfronts are improved and localities are given a major facelift. These projects qualify for tax relief.

Creates entrepreneur mentality

An enterprise culture is developed and locals look for solutions to local problems availing of outside help when needed. Innovation is accepted as a must for people in the area.

Organises EU funding

These local groups investigate all EU funding opportunities and maximise local uptake. All schemes insist upon qualifying criteria for funding.

Develops local skills

Traditional crafts are revived and as well as catering for local needs are popular with tourists e.g  Bunratty folk park and village

Quality of life

The rebirth of the town/village brings a new vibrancy to the area and all opportunities are seized e.g. Clarinbridge Oyster festival.

Positive multiplier effect

Extra jobs and extra economic activity has a positive impact on the economic life of the developed community.
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· They are the most important source of start up business

· The Enterprise boards support the start-up & development of local business in Ireland. Supports include advice, mentoring & grants or financial supports for training and growth.
· There are 31 in all

· They cover areas of development not covered by other agencies e.g. Enterprise Ireland covers larger indigenous firms.

· Each LEO has an enterprise fund.

· They focus on micro projects i.e. those with less than 10 employees

· The maximum grant available for the new start up is €63,500 eg for feasibility studies,capital and employment grants.

The Local Enterprise Office is the First Stop Shop for anyone seeking information and support on starting or growing a business in Ireland.

The Local Enterprise Office provides advice, information and support to entrepreneurs in starting up or growing your business.

With 31 dedicated teams across the Local Authority network in Ireland, Local Enterprise Offices offer a wide range of experience, skills and services.

The Local Enterprise Office is for people interested in starting up a new business or already in business including; entrepreneurs, early stage promoters, start-ups and small business looking to expand.

Our Role: To Help You Deliver on Your Business Idea
· To drive the development of local enterprise, putting local micro and small business at the heart of job creation in Ireland

· To drive and support business start-ups and promote a ‘can-do’ business culture.

· To increase the job potential of new and existing micro and small businesses.

· To increase the number of innovative businesses with potential to export.

· To be proactive in response to the needs of our clients.

To qualify promoters of a project must show that

· A market for the product / service exists

· They have the management and technical ability

· The project will create employment opportunities in the specific area.

· The project does not displace existing local jobs

DESCRIBE THE SERVICES OF A COMMUNITY DEVELOPMENT ORGANISATION IS A LIKELY EXAM QUESTION

The LEO also provides  the following services;

·  Support and advice  the boards provide a full information and advice service to expanding and potential entrepreneurs on all aspects of setting up and running a business LEOs are a first port of call for those needing information and advice on how to go about setting up or expanding a micro business venture. E.g. Barron lifts aided by Wexford LEO

· “Soft supports Critically important success factors, for enhancing  business growth  include knowledge and intellectual input and skills/expertise.

The range of "soft" supports on offer can vary from Board to Board but would typically include training programmes, work-shops, seminars and mentoring services. E.g. Limerick LEO offers heavily subsidizing training courses to help aspiring entrepreneurs.

· Mentoring 
A significant and much utilised component of the "soft" support intervention of LEOs is their mentor programme. This particular programme seeks to match up the knowledge, skills, insights and entrepreneurial capability of experienced business practitioners with small business owners who need practical help. E.g. Rachel Quinn Ceramics Sligo was helped with business planning and cash flow forecasting.

· Equity investment-

The LEO might invest in a project with high potential for growth with the financial projections demonstrating an ability to repay e.g. up to €75,000 may be invested by the board in a venture.

·  Feasibility grants 

may be provided to assist with the cost of necessary pre-start-up studies carried out for the purposes of assessing market interest in and demand for a proposed new product or service, the appropriateness of the associated funding plans and the general viability and sustainability of the venture. The maximum feasibility grant available is €20,000

· Business Angels 
The LEO and Enterprise Ireland have a panel of potential investors who have indicated their willingness to invest in worthwhile projects. These are known as Business Angels. Most of major accountancy firms and legal practices also have such clients willing to take a plunge for the right opportunity. E.g. The Halo business angel partnership which brings entrepreneurs, investors and advisors together to work on a suitable start up.


The success of the Partnership approach has been built on the identification of the needs of the most disadvantaged at a local level by all of the stakeholders in social and economic development. 

The consultation with and participation of local people in creating solutions to problems in their area is vital for the sustainability of local communities and the successful tackling of disadvantage among the target groups of this programme. 

There are 52 partnerships in all e.g. Blanchardstown Area partnership organise workshops for starting your own business.

Partnership Companies were established to tackle growing unemployment in particular areas of the country. Each Partnership Company is made up of representatives from the business community, state agencies and community groups. These established Partnerships combat unemployment and the causes of unemployment in their area by developing and supporting services to unemployed people and through involvement in other special programmes.
The 52 Partnership Companies have a number of common features: 

· They are independent companies; 

· They have a similar partnership structure; 

· They are located in designated disadvantaged areas; 

· They produce multi-annual Integrated Action Plans; 

· The plans are implemented and financed across a range of measures: enterprise, education, infrastructure, community development; 

· They work with identified target groups; 

· They work as brokers in bringing people together to lever money into disadvantaged areas; 

· They work through community development principles of consultation, participation and inclusion. 

They help with new business start- ups as follows:

· Business, financial and legal advice 

· Bookkeeping and financial training 

· Mentoring and enterprise networks 

· Pre-enterprise training and training in sales and marketing 

· Secretarial support services 

· Start-up finance, through grants or revolving loans 

· Incubation units for start-up businesses. 
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LEADER 2014 - 2020

LEADER will provide 250 million euro in financial resources to rural communities up to 2020. It will be administered by Local Action Groups (LAGs).These are partnerships of both public and private entities from a defined geographical area. They are responsible for selecting and approving projects in their respective areas in accordance with business plans agreed with us.

We will enter into funding agreements with Local Action Groups on a rolling basis from early 2016.  Following this, Local Action Groups will be accepting applications from both private promoters and community groups for projects, which are consistent with the priorities identified in the local development strategies for their area.

The broad themes are,

· The use of new technologies to help increase the competitiveness of products and services in rural areas; 

· Improvement of the quality of life in rural areas; 

· Adding value to local products and facilitating access to markets for small production   units; 

· Making best use of natural and cultural resources, including the enhancement of sites   of Community interest.

Aid under the programme may take the form of support for the following measures;

· Training 

· Analysis and Development 

· Innovative rural enterprises, craft enterprises and local services/facilities 

· Exploitation of agriculture, forestry and fisheries products 

· Enhancement of natural/built/social/cultural environment 

· Environmentally friendly initiatives 

€206,260 under the LEADER elements of the RDP for the development of an all-weather pitch in the village of Kilmovee, Ballaghadereen, Co. Mayo 

Minister Hogan announces €250 million LEADER funding under the Rural Development Programme 2014-2020 
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SOLAS' functions are to manage, co-ordinate and support the delivery of this integrated Further Education and Training by the Education and Training Boards (ETBs); to monitor delivery and provide funding based on reliable, good quality data and positive outcomes; and to promote Further Education and Training provision that is relevant to individual learner needs and national skills needs. This includes the needs of business and future skills requirements.​​​​​​
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SOLAS holds statutory responsibility for the management of the National Apprenticeship System in Ireland. Apprenticeship is the recognised means by which people are trained to become craftspeople. It is a demand-driven, workplace and classroom, educational and training programme for employed people aimed at developing the skills of the apprentice to meet the needs of industry and the labour market. The Curriculum for each apprenticeship programme is based on uniform, pre-specified standards which are agreed and determined by industry. 

SOLAS manages the MOMENTUM programme which is part of the Government's 'Action Plan for Jobs' initiative. It offers training to approximately 6,500 long-term unemployed people to gain skills in identified growing sectors and to provide them with access to a range of education and training projects, work placement/support and relevant industry and NFQ accreditation.
	


SOLAS delivers online learning through eCollege which offers a range of high quality interactive online learning courses, available any time through broadband internet access, for those who wish to learn at their own pace. On-Line learning courses typically take from 14-24 weeks to complete and caters for individuals who are IT literate and who wish to work at their own pace and in their own time. Courses are offered with and without e-tutor support. Learners can register for on-line courses through www.ecollege.ie. Courses include; CompTIA Network+, Mobile Technology, Java Professional Developer and Microsoft.

	

	


CHAPTER 23 – BUSINESS & SOCIETY




Ethical Business Practice refers to a set of moral principles that cause a person or firm to act in a certain way. It encourages honesty and fairness and doing the right thing should always prevail over profit. It refers to the conduct of individuals and firms

 An ethic involves a valued judgement on what is right and what is wrong.  Business ethics examines the firms activities and asks whether the activity is right or wrong and guides business people

It involves reaching morally appropriate decisions with a focus on fairness as the guiding factor

KNOW ETHICAL BEHAVIOUR, SOCIAL RESPONSIBILITY AND ENVIRONMENTAL ISSUES AND SPECIFIC EXAMPLES ARE NEEDED IN THIS CHAPTER
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Other Ethical Issues for business

· Profits versus social responsibility

· Welfare of its employees e.g. Reebok improving the terms and conditions for employees.

· Type of goods and raw materials used e.g. Body Shop famously refrained from harmful testing practices.

· Relationship with the local community e.g. Banks providing scholarships to people in disadvantaged areas.

· What is the businesses attitude towards  pollution e.g. Applying lids to chemicals to prevent evaporation

· Does it promote local initiative Schemes e.g. ESB sponsorship of homeless projects.

· Does it trade with  governments engaged in questionable activities e.g. CRH has a subsidiary in Israel which supplies raw materials to the notorious “settlement Camps”

Code of Ethics

   

Definition

A written set of guidelines issued by an organisation to its workers and management to help them conduct their actions in accordance with its primary values and ethical standards.

Is a collection of accepted ways of behaviours – a list of policies and principles that influence the actions conduct and behaviours of individuals.

They are often criticised as they are not legally enforceable and are drafted by PR departments.  They often arrive after an embarrassing media story e.g. Wal Marts was published after its links with child labour in Bangladesh.

· The code should be reviewed and updated to suit changes in society.

· It could encourage whistleblowing

· Managers should lead by example.

· Independent auditors should be asked to assess the firm

 Outline how ethical behaviour in business can be encouraged. 

Establishing a code of ethics. A code of ethics is a formal written statement setting out 

the modes of behaviour expected from a business in its dealings with employees, 

customers and the community in which it operates/encourage a culture of openness.

Encouraging ‘whistle blowing’. This involves encouraging staff to report unethical 

behaviour by creating a climate where whistle blowing is rewarded/legislation. 

Modelling ethical behaviour. When senior staff is highly ethical and model ethical 

behaviour it will encourage subordinates to behave in a similar manner. 
Staff Training. A code of ethics should be presented to staff at induction training and 

reminder training should include modules on ethical behaviour. 

 Discipline procedures/rewards should be in place for staff guilty of behaving unethically. 

Social Responsibilities of Business

DOING THE RIGHT THING BY OUR STAKEHOLDERS

Social responsibility is a theory that recognises that business has obligations to society and profit maximisation must incorporate the fair treatment of stakeholders.

As businesses exist in Society and are run by people who form part of a social organisation, it has been recognised that being socially responsible is a worthwhile cost for a business.

A business can adopt a passive approach by obeying all regulations or adopt a more proactive approach whereby it takes a deliberate action to do the right thing by suppliers.

A business affects its stakeholders through its actions.

Business has responsibilities to the following:

Investors

· To act in accordance with its Memorandum and Articles of Association

· Provide a fair return on the investment by shareholders

· Avoid excessive payments to senior management

· To present a true and fair view of the financial performance and standing of the 

business and maintain a proper set of accounts.

Example high risk lending at Anglo Irish Bank was not socially responsible to investors.

Employees

· Adhere to Employment Law, Health and Safety Regulations etc.

· Pay a fair wage to all employees

· Provide a safe working environment

· Treat employees with dignity and respect/no discrimination

· Provide equal opportunities for promotion, pay etc. to all employees.

Bank of Ireland measures job satisfaction and connectivity to the job. It also believes     in providing state of the art equipment for employees.

Customers

· Fair and honest advertising of its product

· Abide by health and safety regulations; products must be safe. 

· Goods must be of merchantable quality, match their description, fit for purpose etc. 

· Uphold the right of the customer to complain and to investigate such complaints

· Good after-sales service 

· Charge a fair price..

Staff at a furniture shop misleading customers over status of the business as it was on the point of liquidation
Suppliers

· Always pay them on time

· Always give adequate notice when placing an order

· Use a fair tendering system going for the best quality based on the price charged

Society

· To be environmentally conscious; to implement environmentally friendly business practices

· Co-operate with government offices e.g. EPA

· Openness and transparency 

· Recyclable packaging, clean manufacturing, sustainable development

Shell gave €450,000 in sponsorship and donations to Belmullet GAA club in Mayo in 2010

Government

A business should abide by the laws of the state, which are put in place to regulate the economy.

· Labour laws

· Consumer laws

· Taxation laws

· Planning laws

· Competition laws

Banks encouraging tax evasion are not being socially responsible

Environmental issues

Businesses have the potential to influence their natural surroundings.  This includes

· Emissions from factories

· Climate change

· Noise and dust pollution

· Farm effluent

· Water pollution by industry

· Food chain problems

· Rainforests being cut down
There is a switch towards “Environmentally sustainable development” which means meeting the needs and wants of the present generation without wrecking the legacy, which would have been enjoyed by future generations.

Protecting for future generations. 
Environmental risk and credit risk overlap. Bank of Ireland  recognises that companies which fail to comply with environmental law represent an unacceptable credit risk. Consequently, the Bank monitors credit applications to assess any potential adverse environmental impact on a customer's business.
In Ireland projects like wind power and solar power are a step in the right direction.  Multinationals often damage Third World Countries in their quest for raw materials.

Businesses can tackle environmental issues as follows

· Raise awareness by including an environmental policy statement in the mission statement of the enterprise/regular environmental audits. 

• Educate the enterprise’s employees in environmental awareness, e.g. through 

   awards/responsible management. 

• Environmental Impact Assessment for new developments. 

• Invest in machinery that reduces discharges into the environment.

   Minimise the use of chemical products dispersed into the environment. 

• Reduce pollution air/water by burning less fossil fuels/buy only energy 

    efficient equipment. 

• Control pollution (i.e. air and water) by implementing cleaner policies, e.g. 

   replace cfc’c with cleaner alternatives. 

• Develop environmentally acceptable disposal methods/encourage sorting 

systems for paper, clothing etc. Recycle whenever possible. 

• Encourage transport sharing schemes. 

• Arrange for tree planting schemes on land owned by the business. 

• Product design/waste packaging/raw materials/durable products. 

• Consult with local community groups and environmental bodies to ensure 

consensus/Environmental Consulting Committee. 

• Access raw materials locally/reduced transport costs and emissions. 

KNOW THESE SPECIFIC ENVIRONMENTAL EXAMPLES FOR THE EXAM
Other environmental issues

Water wastage

Food and drink manufacturers make a pledge 

Twenty-one of the UK’s leading food and drink manufacturers have signed an historic agreement to improve their water efficiency and thereby reduce water use. Once rolled out across the sector as a whole, the initiative could save about 140 million litres of water a day, equivalent to 56 Olympic-size swimming pools, with a combined financial saving of around £60 million each year on water bills.

Waste disposal in construction

New regulations coming into force in April 2008 mean that all construction projects in England costing over £300,000 (be it for new build, maintenance, alteration or installation/removal of services such as sewerage, water) will need a Site Waste Management Plan (SWMP).  Although smaller plans will not legally require a SWMP, they could reduce both resource use and cost by having one. 

A SWMP sets out how building materials, and resulting waste, are to be managed during the project. This will ensure that building materials are managed efficiently, waste is disposed of legally, and that material recycling, reuse and recovery is maximised.

Reduction in air transport for transporting goods (Climate Change)

Prompted by consumer concerns and the rising cost of oil, leading international flower importer, World Wide Flowers, is trialling a switch from air to ocean.’We are shipping flowers by sea from Naivasha in Kenya to our packing facility in the UK’, Ian Finlayson explains. ‘The flowers are loaded into refrigerated containers on the farm and not opened again until arrival at the destination. The flowers are effectively put to sleep by a combination of low temperature and special conditions so that they last as long for the customer as they did when flown by air.’

Disposal of electrical goods 

The WEEE Regulations were enforced in January 2007 to reduce the amount of electrical waste going to landfill, and are some of the most universally-relevant of all environmental regulations. They require producers of electrical and electronic equipment to join a Producer Compliance Scheme and to take responsibility for the treatment, collection and recycling of any waste electronic equipment produced by them since August 2005. For business users it means that they may return their end of life electrical and electronic equipment to the producer and may no longer need to pay to send it to landfill. 

Characteristics of an environmentally conscious business enterprise.

IN THE EXAM THE EXAMINER IS LOOKING FOR STRUCTURE
USE THE ABBREVIATION CHAOS AS A GUIDE

A major international turning point was the spillage of 11 million gallons of oil into the sea in Alaska caused major damage to the sea, its plant and wildlife.

Several companies have signed a set of principles claiming a very public commitment to environmental excellence.

The idea is to promote environmentally sustainable development and to minimalise the likelihood of future “Exxon Valdez” incidents.

Consultation

Consultation with all the interested parties when developing and implementing policies that affect the environment. Consultation also involves getting the most up- to- date information on environmental issues.

Honesty

The company tells the truth and is above board in all matters affecting the environment. Environmentally conscious businesses are not afraid to have their affairs examined, as they generally have nothing to hide. e.g. it does not hide industrial accidents. 
Awareness of environmental issues

Promotes environmental issues among its employees, customers and business community and spends money on the issues. Regular communication and engagement with staff in increasing awareness and promoting positive behaviours with regard to the environment. 

Example: monitoring energy usage and controlling temperatures/ creating an environmentally aware culture throughout the organisation. 

Scotland - UK retailer Marks & Spencer has signed a 40-year deal with Smartest Energy in Scotland which will lead to the company powering its Scottish stores & offices using renewable energy sources from April 2010. 

Openness  to the development of new product design/ clean manufacturing processes/ better product end-of life solutions/recycling 

Designing products that are durable and capable of maximum possible lifespan /helping to reduce energy consumption/waste. 

Using parts that can be recycled/safely disposed/ avoiding environmentally sensitive materials/pollution prevention. Continually reducing products impact on the environment through improved recycling and reuse programmes. 

Example: 

Cadbury Ireland, trialed a 100% sustainable sourced cardboard replacement for its traditional Roses tin. The tin (which was trialed at Tesco at Christmas 2009) is 45% lighter and saves 200 tonnes of steel. 

This initiative was launched in a bid for Cadbury to reach its 24% packaging weight reduction target for seasonal and gift packaging in their ‘Cadbury’s Purple goes Green’ strategy. 

Sensitive to all environmental considerations in its policy making. 

Conducts environmental audits (Environmental Impact Statements) to assess the impact of their business on the environment. 

Costs for Business

IN THE EXAM COSTS ARE ASSOCIATED WITH GOOD ETHICAL BEHAVIOUR AS WELL AS POOR BEHAVIOUR

Loss of Sales to greener competitors

· The younger generation are a more eco-friendly and ethical customer and are attracted to firms who make an effort.

· They may boycott the unethical firm and move to a greener more upright competitor

·  Nike was boycotted by customers due to conditions at their factories in Asia.
Negative publicity

Legislation changes mean that the general public are better informed about contentious issues.  The following issues have generated a negative image.

· The Pacific gas and electric company contaminated the groundwater supply in Hinkley, California with Chromium as featured in the film Erin Brokovich

· Revelations about poor wages in GAP, Nike factories

The BP Gulf of Mexico oil spill of 2010 meant that 205 million gallons of crude oil leaked into the sea.
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Extra costs

Ethically responsible firms incur the extra costs of

· Paying proper wages

· The founders of Ben and Jerrys gave 7.5% of annual pre-tax profits to charity
· Use of Fair Trade Ingredients

Procurement of Fair Trade ingredients has been adopted by various socially responsible businesses who exemplify corporate citizenship. This is part of its wider Framework for Corporate Social Responsibility. Fair Trade products such as fair trade coffee, fair trade clothes and fair trade chocolate are meant to solve some of the problems associated with regulating factory and workplace conditions of companies that produce goods and services in foreign countries and import their products into their home countries. Fair Trade standards ensure that employees have good and safe working conditions, work reasonable hours and are paid a fair amount for their work. Ben & Jerry's began using Fair Trade Certified ingredients in 2005. The ice cream giant announced a plan in February 2010 to go fully Fair Trade by 2013.
· Cleaner  production systems are more expensive in the short term

· Charging fair prices to consumers.

· Extra management time spent on ethical issues

Prison and Fines

· Unethical practices are punishable by prison sentences and fines

· Insider dealings and bad business practice are the most common e.g. abuse of pension funds, false accounting, covering up losses.

· The Environmental Protection Agency (EPA) has legal powers to prosecute even though  it could be argued that the  EPA and local authorities are too lenient on offenders.

· Red Bull drinks company was fined £261,000 for ignoring environmental regulations in Britain.

Opportunities for firms who meet ethical social and environmental responsibilities.

Cost reductions

· Newer, cleaner systems are cheaper in the long run, as they are safer and more efficient and insurance premiums go down.  

· Clean systems improve the firms image and makes it attractive for the “ethical and eco-friendly” consumer.

New Business possibilities

Innovative methods of waste reduction or pro-environmental methods can be sold to other firms on a commercial basis.  This offers a new business opportunity.

e.g. Waste cooking oil can be used as an ingredient in animal feed.

Green markets

The new market of all those people who are attracted by

· Ozone friendly

· Low fat

· Low cholesterol

· Recyclable packaging

· The use of renewable resources in production

is referred to as the green market.  These consumers are more loyal to products and are willing to pay a premium price for the “green produce”.

Employees

Firms who are ethical, socially responsible and pro-environment have a better Industrial Relations  climate with motivated employees who work hard.  These firms have low waste high morale and lower labour turnovers.



Access to Capital

Financial institutions are now offering “ethical investment funds” to businesses with good practices.  It accounts for 13% of all investment in the US.  In Britain there is the FTSE 4 good index.  In Ireland interest in such funds has been slow.

It's difficult to get information on which companies behave ethically, but a useful starting point would be the FTSE4Good Index which lists hundreds of companies from around the world which meet three general criteria: a positive contribution to environmental sustainability, positive relationships with stakeholders and respect for human rights. 
CHAPTER 24 – THE TEN TYPES OF BUSINESS ORGANISATIONS

Definition:
This is a person who owns and controls his/her own business e.g. farmers, retailers, hairdressers, plumbers, carpenters



Legalities
· Business names Act 1963

· Health and Safety

· Self employed taxation system

· Register for VAT

	Advantages
	Disadvantages

	· Own boss and keeps profits

  This acts as a motivational tool
	· Unlimited liability

He may lose private wealth



	
	· Suffers all losses

Bears all the risks solely

	· Makes own decisions

Has full control of business
	· Need skills in several areas

Needs to be multitalented

	· Personality

The personal factor helps to generate repeat sales
	· Lack of Capital

May find it difficult to access               finance  

	· Easy to establish

There are no legal complications
	· Long hours

Needs to be always available

	· Do not publish accounts

This is a confidential type of business.
	· Uncertainty

Closes on the death of  the owner

	
	





Definition:  This is the relation that subsists between persons carrying on a business with a view to making a profit e.g. accountant, solicitor

Legalities

· Business names Act 1963

· The Partnership Act 1890 (This act is followed if no deed of partnership exists)

· Deed of Partnership:


This is a written agreement containing the rules and regulations for the running of a partnership e.g. how profits and losses are to be shared

Opportunities 
· Partnerships have access to greater amounts of capital as up to twenty partners can bring financial resources to the business. 

· Partnerships have access to different skill sets as new partners may bring new skill sets and expertise to the business e.g. IT or marketing skills. 

· Partnership can lead to more effective decision making as the decision making 

· process is shared eliciting different points of view and opinions from a range of  talented people. 
· Ability to achieve economies of scale. 
· Financial information can remain confidential. 
Challenges 

· Partners in the main have unlimited liability. This means that they are responsible for the debts of the business if it goes bankrupt and may have to forfeit their personal assets in order to pay business debts 
· The partners are jointly and severally liable for the debts of the business which 

means that they have a collective responsibility for each other’s debts and their 

personal assets can be used to clear the debts of their partners. 
· Shared decision making could lead to differences of opinion, disagreements, arguments between the partners, and lost opportunities. This could at best lead to delayed decision making or at worse lead to the dissolution of the partnership. 

· The profits of the business have to be shared according to the ratio set out in the deed of partnership. 
·  Not a separate legal entity therefore partners and not the business can be sued in  law.If one partner dies or resigns the partnership must be dissolved. 




Characteristics
 The shareholders have limited liability, which means that they are only responsible 

for the debts of the company, up to their original investment in it, if it goes bankrupt

 A private limited company is incorporated which means it has a separate legal existence from its owners and can sue and be sued in its own right.

 Following the enactment of the Investment Funds and Miscellaneous Provisions Acts 

2006, private companies are now entitled to have from 1 to 99 shareholders.

Private limited companies have continuity of existence which means that the company 

does not end in the event of changes such as the death of a shareholder/ director

. 

 Shareholders have one vote per share at the AGM.

Procedures involved, including documentation to establish a Private Limited company:
A company is a group of people who have come together for some common purpose

It is formed under the Companies Act 1963-1990

The rules, regulations and procedures for establishing a private limited company are set out in the Companies Acts 1963-1999. 

Certain legal documents must be prepared in conjunction with a solicitor. 

These include: 

-The Memorandum of Association. This document sets out the relationship between the company and the general public.

It includes the name of the company with ‘Ltd’ after it, indicating limited liability and the 

objectives of the company. It includes the signatures of the people who formed the company and the authorised share capital clause. 

-The Articles of Association. This document sets out the internal rules and regulations of the company. It describes the voting procedures for meetings. It sets down the quorum necessary for a valid meeting. It sets down the mechanisms for electing and replacing directors and auditors and their duties and powers. 

- Form A1. This would include for example company name, registered address, details of 

secretary and directors, statutory declaration that the company will comply with Irish 

company law. It states the company’s authorised and issued share capital. 

-The documents are then sent to the Registrar of Companies who scrutinises them. If he is satisfied that all is in order he will issue the company with a ‘certificate of incorporation’ which in effect is the business birth certificate or licence to begin trading as a private limited company. 

The business is now incorporated and a separate legal identity in the eyes of the law, meaning that it can sue or be sued in its own name.

Legal documents needed to form a private limited company

Memorandum of Association

This document governs a company’s relationship with the general public

1  It contains the full NAME of the Company.

2 Objectives : these are  the principal activities of  the company and what it is legally registered to do 

3 A Statement that the company members have  limited liability 

4 Share capital: 
amount and division of the shares.

5 Signature of the shareholders / directors

6 Location of the company office 

Articles of Association

· These are the internal rules and regulations of the company

· Table A: Part 1 is for public companies and Part 2 = private companies is a standard set of rules available as a template for new companies to use.

· The breakdown of the Share capital
· Details of voting rights attached to each share

· Details of Directors:  powers, duties, rotation rules etc.

· Details of the  Meetings and the procedures for calling meetings

· Policy on Dividends allocation and reserves

· The procedure for winding up (closing down) the company.

Outline the reasons why a business might change its organisational structure from a Sole Trader to a Private Limited Company. 

Changing circumstances 

A sole trader might change its ownership structure to a private limited company over time to adapt to changing circumstances and market demands. Choosing a private limited company as its ownership structure can facilitate the plans that the owner may have for the organisation far into the future and the vision of where the 

organisation wants to be.

Size/Expansion/Economies of Scale 

The business enterprise might wish to grow. With size comes the burden of extra specialisation where one individual cannot do all things and more people and expertise are needed, e.g. specialists in finance, marketing, production. 

Limited Liability 

The desire for the protection of limited liability is another reason for changing structure. A business person wishes to protect family members from business risks and ensure a secure future for them. Personal assets must be protected to do this. Reduced risk of personal loss. Private limited companies can now be set up with 

only one shareholder. 
Capital 

If more capital is needed for the development of the business, then a move from being a sole trader to a private limited company might be necessary. It is possible to raise the necessary capital through the issue of shares to 

other shareholders up to the amount of authorised capital stated in the Memorandum of Association. 

Finance/Borrowing 

May be easier to raise finance from financial institutions. Companies may be given higher credit ratings by suppliers of finance. 

Growth 

The expansion of the business may be better served by forming a private limited company. Mergers and acquisitions/take-overs are possible for companies. 

Continuity of existence 

It is easier to pass a company on from one generation to another or from one set of owners/shareholders to another. 
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· This type of company is used in circumstances where it intends to seek a listing on the Stock Exchange or where a major Business Expansion Scheme is being formulated; Unlike Private Limited Companies, there is no restriction on the number of shareholders.

· Public Companies are required to have a minimum issued capital of €38,092.14 of which €9,523.03 (25%) must be paid up. This is paid up when a trading certificate is applied for and under the Companies (Amendment) Act, 1983 the company cannot start trading or exercise any borrowing powers until this has been done.

· It is quoted on the Stock Exchange and shares are freely transferable among members of the public.

[image: image61.jpg]>, <

Irish Stock Exchange




· A minimum of 7 shareholders and has no specific maximum

· Its shares are transferable between investors.

· It prepares a prospectus inviting members of the public to subscribe for shares

· It must meet strict stock Exchange standards on profit levels

· It is then issued with a trading certificate
· All accounts must be published and audited and made available to the general public

· It invites the public to subscribe for shares

· It has the abbreviation plc after its name e.g. Bank of Ireland plc

· It can obtain finance by issuing shares to the general public.  These are called equity or ordinary shares.

Advantages of a limited liability company
· Shareholders have limited liability protection
       They only lose what they invested and personal assets are protected.
· It is easier for expansion 

Better access to finance in the future and investors have more confidence in   this entity  

· It has continuity of existence 

It is unlikely that after the death of a shareholder that the company would close
· Companies generally have a higher credit rating
               It is easier to access debt from financial institutions.
· Companies have corporate status 

        They can sue and be sued in their own name       

Disadvantages of a limited liability company

They are expensive to set up 

        The legal fees alone are €500.
Profits are shared: 

       The dividends are shared among a large number of investors

Control and ownership are often  far apart
Shareholders with a small stake have little say in the running of the company and are often looked upon as people to be accommodated on Annual General Meeting day.

Companies are subject to strict Companies Act  regulations.(1990 Act)

Companies must publish their accounts by law and also incur substantial accounting fees in doing so.


Strategic alliances are used by many companies to expand. They may take the form of joint ventures where two companies come together for a particular purpose. This is not a merger. The two companies remain separate entities. Examples of alliances are Ryanair and Hertz
A business alliance is an agreement between two or more businesses to pool resources and/or expertise to work together over a specified period of time or to complete a specified project, while all parties maintain their separate identities. 

 The partners benefit from the sharing of: 

· complementary expertise/skills 
· business networks 
· increased resources etc.
· Example: The TCD / UCD Innovation Alliance is a partnership which will work with the education sector, the State and its agencies and the business and venture capital communities to develop a world-class ecosystem for innovation that will drive enterprise development and the creation of sustainable high value jobs. 

·  The advantages of an alliance as a form of business expansion. 

Cost effective method of expansion – resources are shared and associated costs divided between partners. 

·  Reduces risks associated with expansion for each partner as risks are shared 

·  Resources/expertise can be ‘recruited’ through alliance – lack of resources or expertise does not need to be an obstacle to expansion 

·  Provides access to an extended business network and market etc. 

Examples: Oneworld Airlines Alliance, 




A franchise is an agreement that permits the individual accepting the agreement (the franchisee) to use the established name, logo, methods of operation, marketing strategy and product of the existing business by agreement with the owner (the franchiser). The Musgrave SuperValu Centra franchisee pays no franchise fees whatsoever, but agrees to a buying loyalty agreement and contributing to the marketing of the SuperValu and Centra Brands

. There are both advantages and risks for the franchisee and the franchiser. 

Advantages and Risks of Franchising

	ADVANTAGES

	· There are economies of scale in areas such as centralised purchasing of stock, national advertising and promotions. These are cost savings
	· The franchiser can expand at relatively low cost and risk as most of the start-up finance is provided by the franchisee.

	· There is instant recognition of the business name, so it is easier to attract customers.
	· The franchisor however, provides assistance with business plans, financial planning, store location and planning permission, equipment leasing and provides a wide range of support services often at no cost to the franchise retailer.

	· The business formula is tried and tested so there is less risk of the business failing.
	· 

	· The franchisee has a guarantee that there will be no competition using the same name in a specified area.
	

	· The management team receives valuable professional training and advice from the franchiser.
	· The franchiser is not involved in the day-to-day management of the business and hence is free to concentrate on further expansion and development of the business.

	· Often franchisees are encouraged to add their own personal touch to the business.
	

	· Each franchisee must achieve the same standards as all other outlets. This puts pressure on the franchisee and staff to reach very high standards .
	


	RISKS

	· The cost of setting up can be high.
	· The franchiser receives lower profits than what could be earned if they owned and managed the outlets themselves.

	
	· There is a loss of control over the day-to-day running of the franchise outlets.

	
	· If a franchisee proves unsuitable then the reputation of the whole franchise is put at risk by staff problems, poor quality standards, etc.




[image: image64.png]



· Has its controlling office in one country and several branches in many others.

· They move world-wide because of

Cheap labour

Cheap raw materials

Logistical reasons

Products are sometimes modified to suit different laws, tastes or for climatic reasons.  Information Technology has speeded up their development – internet, intranet, conference calls.

The 6 largest TNCs control 70% of world trade

Top 6

	· General Electric
	· Nippon Telegraph and Telephone

	· Coca Cola
	· Microsoft

	· Shell
	· Esso


IDA Ireland has been instrumental in attracting TNCs to Ireland. e.g Intel, Hewlett Packard, Dell
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	Advantages of TNCs
	Disadvantages

	· Creation of jobs

250,000 direct jobs are created in Ireland by TNCs
	· No loyalty

They move to more suitable locations e.g. China


	· Boosts exports

This injects wealth into our economy and 96% of TNC production is exported
	· Repatriation of profits

Profits are sent back to parent country

	· Spin off effect

Other business benefits from the knock on effect as €19 Bn is spent on raw materials and services
	· Decisions based on US Economy

        Global decisions not right for the       Irish situation

	· Corporation Tax

They contribute to our exchequer to the tune of €3bn
	· Influence governments
They put pressure on government and locals lose out


The main reasons why TNC’s locate here are

(i) Tax concessions

Ireland has offered a 10% Corporation tax on company profits for several years.  The UK is charging 30% .The EU standard rate is now 12.5%.

(ii) Access to the European Union

Non-EU Transnational companies choose Ireland as a location to give them access to a single European market. There are 1300 Transnationals in Ireland.

(iii) Well educated work-force

The Irish labour force has the necessary hi-tech skills to give us a competitive advantage in chemicals, medicines and computer software etc. Ireland has been ranked 4th in a world survey on meeting the needs of a competitive economy through education.

(iv) English speaking nation.

Ireland is the only English speaking nation in the “Eurozone” which reduces costs for Transnational companies as English is the worlds number one Business language. Ireland is also considered to be a pro-business environment.

(v) Grants and financial investment

The Irish government has offered lucrative grants and now also takes an ownership stake.  The IDA Ireland is the agency, which offers the financial incentives. There are grants available for foreign firms that locate their Research &Development facilities in Ireland.
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A co-operative is a business that operates for the benefit of its user members. Co-operatives are based on the values of fairness, equity, democracy and mutual support. They offer an alternative to the traditional business model and are owned and controlled democratically by their members. By pooling their resources together, members are able to increase their purchasing power, boost their marketing efforts and reduce the risks that can often be associated with new businesses. 

Co-operatives operate in a variety of fields including agriculture, credit, housing, utilities, consumer/retail, insurance and health. In Ireland, they have been particularly successful in the agricultural sector, with major involvement in dairy processing, farm supplies, livestock and other services. 

In general, co-operatives in Ireland are taxed in the same way as other corporate businesses, although there are some minor differences in some areas.

Co-op Principles

· Voluntary and Open Membership: Co-operatives are voluntary organisations, open to all persons able to use their services and willing to accepts the responsibilities of membership, without gender, social, racial, political or religious discrimination. 

· Democratic Member Control: Co-operatives are democratic organisations controlled by their members, who actively participate in setting their policies and making decisions. Men and women serving as elected representatives are accountable to the membership. In primary co-operatives, members have equal voting rights (one member, one vote), and co-operatives at other levels are also organised in a democratic manner. 
· Member Economic Participation: Members contribute equitably to an democratically control the capital of their co-operative. At least part of that capital is usually the common property of the co-operative. Members usually receive limited compensation, if any, on capital subscribed as a condition of membership.                                                         Autonomy and Independence: Co-operatives are autonomous, self help organisations controlled by their members. If they enter into agreements with other organisations, including governments, or raise capital from external sources, they do so on terms that ensure democratic control by their members and maintain the co-operative identity. 
· Education, Training and Information: Co-operatives provide education and training for their members, elected representatives, managers and employees so that they can contribute effectively to the development of their co-operatives. They inform the general public- particularly young people and opinion leaders- about the nature and benefits of co-operation. 

· Co-operation Among Co-operatives: Co-operatives serve their members most effectively and strengthen the co-operative movement by working together through local, national, regional and international structures. 
Concern for Community: Co-operatives work for the sustainable development of their communities through policies approved by their members.
Rules of formation

· Min of 7 members

· Min of 1 Euro share each

· Register with Registrar of friendly societies

· Annual returns to Registrar

Types of Co-ops

Producer Co-ops

A group of producers join together to produce their products and ensure that the goods get to the market as efficiently as possible e.g. Kerry Co-op, NCF Co-op

Worker Co-ops

Groups of workers set up a business and run it together e.g. Taxi drivers

The benefits include advertising and standardised pricing

Consumer Co-ops (Common in Britain)

Groups of consumers join together and buy directly from manufacturers and then sell in their own retail outlets.

Credit Unions

People with a common bond e.g. neighbours provide financial services to each other.  Money is saved and borrowed through the Credit Union.

Members receive dividends and interest is now subject to DIRT

	Advantages of Co-ops
	Disadvantages

	· Democratic  Co-operatives have a democratic structure, where each member has one vote, “one member one vote”, with majority decision making and an elected management committee accountable to its members. This management committee run the business and make the important 

decisions. 

· Members have an equal say in the running of the co-op regardless of their shares

	· Short of Capital

Co-operatives in Ireland may find it difficult to access funding. This is because there is only a 

limited amount of finance that can be raised from its members. The amount the member 

subscribes depends on the type of co-operative.

	· Limited Liability Just like private limited companies the members of co-ops have the protection of limited liability. This means their liability is limited to the amount invested in the co-op.
	· Share Profits

	· Supported by members
	· Disagreements

	· Accounts published
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· These are set up in Ireland by Irish people 

· They are wholly owned and native

· Enterprise Ireland is the SSB responsible for these firms
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Enterprise Ireland provides:

· Employment grants

· Organises Trade missions to seek out export markets.

· Provides relevant statistics to native firms.

· Promotes Enterprise in education

· Provides start up advice to new business

· Provides start up finance for new indigenous firms.

Its aim is to create an enterprise culture of our own and lessen our dependence on multinationals.  Examples include the Kerry Group, AIB, CRH

Indigenous firms are set up in Ireland by Irish people. They are home-based and home-owned they are not multinational companies. They are promoted by the state-sponsored body Enterprise Ireland. E.g.  Qualceram ceramics.
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The advantages are:

These firms are loyal to the Irish economy.

Unlike multinational companies, these firms tend to stay in Ireland during harsh economic times. They do not look for cheaper labour abroad and have a social responsibility to the Irish people. These firms have a direct interest in the well being of the Irish economy. 

These firms promote an enterprise culture.

Indigenous firms foster the spirit of enterprise in Ireland. They encourage people to take the initiative and this reduces our dependence on foreign companies. Small Irish businesses are given every opportunity to supply larger Irish owned firms. 

These firms create employment.

Irish firms create direct jobs at home and contribute greatly to wealth production in the Irish economy e.g. Allied Irish Banks plc employs 9,000 people in the Republic of Ireland. These wages are spent in the economy creating a knock on or multiplier effect, which indirectly creates jobs. 

Profits are kept at home.

Unlike multinational companies, who tend to repatriate their profits (i.e. send them home) the wealth generated by indigenous firms tends to stay in the Irish economy. 

The activities of indigenous firms boost economic growth in Ireland.  

	Drawbacks
	

	Competition

These firms are often small and medium business enterprises and cannot cope with the full rigours of competition from larger global enterprises.
	

	Small in size

These firms are unable to benefit from the cost savings associated with larger firms. The forces that drive down costs do not apply


	

	Must seek overseas markets
	


Indigenous firms must look overseas to expand end there are associated costs    and other problems involved in foreign trade.
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Public Enterprise

The main objective is to provide essential services e.g. free travel for OAPs, profit is not as relevant

Private Enterprise

These are not in state hands and the main objective is profit

Semi-State Body

This is an inaccurate description as these bodies are wholly owned by the state e.g. CIE

State Sponsored Body

These firms cover the governments direct interest in commerce, these are independent public bodies outside the control of the civil service and are partly or wholly financed by the state.
The reasons for State Involvement in Commerce

1 To provide essential services to the general public whether they can afford it or not e.g. bus transport to unviable routes 

2 To help to develop a country’s infrastructure e.g. ESB set up in 1927

3 To help to develop a country’s natural resources e.g. Bord na Mona set up 1946, Coillte 1988

4 To help to develop human skills e.g. FAS

5 Often only the state can afford the capital investment associated with certain enterprises e.g  CIE is in government ownership since 1950.             
Criticisms of State Involvement

6 There is no profit objective .It does not have to make a profit to survive; losses are covered by the government (i.e. the taxpayer)

7 Inefficiency results in higher costs e.g. Bus Eireann: higher costs for consumers

8 Losses are funded by the taxpayer and this has adverse effects on the economy

9 The SSBs often have conflicting objectives and this leads to management confusion

10 SSBs are often highly geared (large amounts of debt or borrowing)and this reduces profit potential.

11 Appointments to the boards are often political appointments and not  based on merit.

CHANGING TRENDS IN OWNERSHIP

Privatisation

Privatisation is the selling off of state owned enterprises to the private sector. 

The arguments in favour of privatisation of commercial state enterprises 

• Government Revenue: Selling of a state enterprise provides the 

government with a large sum of money e.g. Aer Lingus. 

• Reduced Expenditure: The sale of a loss making enterprise means it will 

no longer have to be subsidised on a yearly basis by the government/less 

borrowing required by government/money available for other services. 

• Efficiency: State owned enterprises are often perceived as being inefficient 

because they can rely on government funding and have little competition. 

Private firms are driven by a profit motive and should therefore be more 

efficiently run.

• Access to Finance: Privatised firms are able to take out loans and shares 

and generally have greater access to sources of finance than state 

enterprise. This makes it easier to fund expansion.

• Industrial Relations: With greater job security employees in state 

enterprises are more likely to take part in industrial action in pursuit of pay 

claims, better working conditions etc. than those in the private sector. 

• Competition: The elimination of a state monopoly can lead to open 

market competition and can lead to greater choice and lower prices for 

consumers e.g. Eircom. 

The arguments against privatisation of commercial state enterprises 

 (evaluate using examples): 
• Loss of state assets: The state protects industries of strategic interest to the 

country e.g. transport network, the country’s energy supplies for industry 

and domestic purposes, water supply, communications systems, the 

economic infrastructure of the country etc 
• Increased Unemployment: There may be a loss of jobs through 

rationalisation of services, leading to higher social welfare spending. 

• Social Commitments: Non-profit making essential services may be 

discontinued by the private business in an effort to reduce costs e.g. the 

postal and telecommunications service, electricity, gas and water services 

to remote areas, etc. 

• Loss of Control /Costs to state: The shares of privatised firms may end 

up with foreign investors/There may be high costs involved in preparing a 

company for privatisation. 

• Profit Motive/increased prices: Privatised companies must maximise 

returns to the shareholders and this could result in increased prices for consumers

Co_ops to PLCs

Traditional farming co-ops like Kerry, Avonmore and Waterford have all seen the benefits of plc status.

A Co-op exists within a plc

The growth in franchises

People are opting for the benefits of a tried and tested product

The lower risk involved is a major factor in this trend.

The growth of MNCs in Ireland

We rely on American companies for 150,000 jobs.  (SEE earlier)

The growth of Irish indigenous firms.

Firms such as Smurfit, AIB and Kerry Group have considerable overseas interests and are well prepared for the opportunities presented by an enlarged EU and a single currency.
IMPORTANT FACTORS WHY FIRMS ARE CHANGING STRUCTURE OVER TIME

Size

As a business expands it might decide on a structure more appropriate for a larger firm. A sole trader set up only suits a small operation but a private limited company is more appropriate for a larger firm

Limited Liability

This concept means that the owner will only a maximum of what he has invested in the event of the business going bankrupt. This means that private assets such as the family home are protected. The sole trader might wish to convert to private company status for this reason.

Finance

All firms need access to sources of finance at all stages of development. A successful private company may wish to convert to public limited company status as it can then issue shares to the public. This finance can be used to help the company to grow.

Marketing 

Larger business can centrally advertise and this boosts sales and profits.


Franchises can run a national campaign.

CHAPTER 25 – EUROPEAN UNION

[image: image72.png]



Key Areas

· SEM and Ireland

· EU Common Policies.

· EU Institutions.

· EU Decision making process
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The European Union is a political and economic union of certain countries in Europe. There are 28 Member States in the European Union: Belgium, Germany, France, Italy, Luxembourg, the Netherlands, Denmark, Greece, Spain, Ireland, Austria, Portugal, Finland, Sweden, the United Kingdom, the Czech Republic, Hungary, Poland, Cyprus, Malta, Estonia, Latvia, Lithuania, Slovakia ,Bulgaria, Romania and Slovenia. Croatia joined in 2013.

The European Union has grown out of three communities founded after World War II to establish peace and prosperity in Europe. The European Coal and Steel Community was set up in 1951, the European Atomic Energy Commission was founded in 1957 and the European Economic Community was also founded in 1957.

The European Union has four main aims:

· To establish European citizenship. This means the protection of fundamental human rights and freedoms. 

· To ensure freedom, security and justice. This means co-operation in the field of justice and home affairs. 

· To promote economic and social progress. This involves the single market, the euro, environmental protection and social and regional development. 

· To assert Europe's role in the world. 

THE EU INSTITITUTIONS

European Commission

The European Commission is based in Brussels in Belgium. 



It is made up of 28 Commissioners, one from each Member State. 

The Irish commissioner is Phil Hogan who has the portfolio of Agriculture The Commission has a number of important functions:

· The Commission initiates legislation. It makes proposals for European laws, which are sent to the Council and European Parliament for amendment and approval. 

· The Commission acts as a guardian of the EU treaties. It ensures that EU legislation is applied by all Member States. 

· The Commission acts as an executive body - it manages policies and the annual budget. 

· The Commission represents the EU on the international stage. It negotiates trade and co-operation agreements with non-EU countries. 

The Council of the European Union
The Council of the European Union is the main decision making body in the EU.
The Council consists of one Government Minister from every Member State
Although there is just one Council, different groups of Ministers meet depending on what topic is being discussed at the weekly meeting. 

The ECOFIN council consists of the economics and finance ministers from each state.

The Council of the European Union has three essential functions:

Role: Voice of EU member governments, adopting EU laws and coordinating EU policies 

Members: Government ministers from each EU country, according to the policy area to be discussed 
President: Each EU country holds the presidency on a 6-month rotating basis 
Established in: 1958 (as Council of the European Economic Community) 

Location: Brussels (Belgium)

European Parliament

· Role: Directly-elected EU body with legislative, supervisory, and budgetary responsibilities

· Members: 750 MEPs (Members of the European Parliament)

· President: Martin Schulz

· Established in: 1952 as Common Assembly of the European Coal and Steel Community, 1962 as European Parliament, first direct elections in 1979

· Location: Strasbourg (France), Brussels (Belgium), Luxembourg
The European Parliament is the EU's law-making body. It is directly elected by EU voters every 5 years. The last elections were in May 2014.
Legislative

· Passing EU laws, together with the Council of the EU, based on European Commission proposals

· Deciding on international agreements

· Deciding on enlargements

· Reviewing the Commission's work programme and asking it to propose legislation

Supervisory

· Democratic scrutiny of all EU institutions

· Electing the Commission President and approving the Commission as a body. Possibility of voting a motion of censure, obliging the Commission to resign

· Granting discharge, i.e. approving the way EU budgets have been spent

· Examining citizens' petitions and setting up inquiries 

· Discussing monetary policy with the European Central Bank 

· Questioning Commission and Council

· Election observations

The Court of Auditors

The Court of Auditors has its headquarters in Luxembourg and is composed of 28 members, one from each Member State. Each Member State suggests a candidate who is appointed by the Council of the European Union in consultation with the European Parliament for a renewable term of 6 years 
Members of the Court of Auditors are independent and have experience in the field of audit of public finances. The Court Members elect their President for a term of 3 years. 

The main task of the Court of Auditors is to audit the accounts and oversee the implementation of the budgets of the institutions of the European Union
 It aims to improve financial management of EU money and to report to EU citizens on how EU money is used.
 It draws up an annual report at the end of each financial year.

The Irish representative is Kevin Cardiff.

The European Court of Justice

The ECJ has the important function of ensuring that European law is interpreted and applied in the same way in every Member State. 

It sits in Luxembourg and is composed of 28 judges, one judge from each Member State. 

Judges and Advocate Generals of the ECJ must have the qualifications to be appointed to the highest national courts in their Member States or they may be jurisconsults (academic lawyers). Their independence must be beyond doubt.
The European Court of Justice sits and hears cases all year round. In 1989, a Court of First Instance was set up to help the ECJ cope with its enormous workload.

The ECJ upholds the Treaties and ensures that European law is interpreted and applied in the same way across the EU through various forms of legal action. 
VERY POPULAR WITH EXAMINERS

The EU decision making process; 

Decision-making

The EU's standard decision-making procedure is known as 'codecision'. This means the European Parliament has to approve EU legislation together with the Council based on a proposal from the Commission.

EU decision-making involves three main institutions:

· the European Commission which represents the interests of the EU as a whole,

· the Council of the European Union which represents the individual member countries,

· the European Parliament, which represents EU citizens and is directly elected by them.

The EU Commission proposes a new law. This body oversees the running of the European Union on a daily basis. It consists of EU Commissioners appointed by the member states. 

The new law is then discussed by the European Parliament, which is sometimes referred to as a “talking shop”. This institution debates the pros and cons of the proposed new legislation and takes on board the views of special interest groups e.g. Greenpeace. 

The proposed new law is then passed back to the EU Commission and then take on board any useful amendments as decided by the EU Parliament. The EU Commission then redrafts the proposed bill. 

The proposed legislation is passed on to the main decision making body of the EU, which is the EU Council of Ministers. This collective institution consists of the various ministers from each member state who are most affected by the new legislation e.g. the EU Council of Ministers for finance ultimately ratified the euro. The new legislation is accepted or rejected by the European Council of Ministers.

This new legislation, if accepted, may be implemented as follows:
The aims set out in the EU treaties are achieved by several types of legal act. Some are binding, others are not. Some apply to all EU countries, others to just a few.

Regulations

A "regulation" is a binding legislative act. It must be applied in its entirety across the EU. For example, when the EU wanted to make sure that there are common safeguards on goods imported from outside the EU, the Council adopted a regulation.
In July 2013, the European Commission imposed a regulation setting new standards for efficient electricity use for vacuum cleaners. Leaving the EU means that Parliament can decide whether the British should have the right restored to buy inefficient vacuum cleaners that use lots of electricity.

Directives

A "directive" is a legislative act that sets out a goal that all EU countries must achieve. However, it is up to the individual countries to devise their own laws on how to reach these goals. One example is the EU consumer rights directive, which strengthens rights for consumers across the EU, for example by eliminating hidden charges and costs on the internet, and extending the period under which consumers can withdraw from a sales contract.
Under EU law, it is illegal to make an employee work for an average of more than 48 hours a week.

Decisions

A "decision" is binding on those to whom it is addressed (e.g. an EU country or an individual company) and is directly applicable. 
For example, the Commission issued a decision on the EU participating in the work of various counter-terrorism organisations. The decision related to these organisations only.

Lobbying

…is the main means of influencing EU affairs.  Interest groups such as the IFA, CAI and Greenpeace are more influential than individuals.  People may lobby through TDs, MEPs or can complain directly to the EU Ombudsman who is based in Strasbourg.
Illustrate the role of special interest groups in the decision making process of the European Union.

(15 marks)

· Irish laws are now made centrally in Europe for us and so items like a minimum wage, maximum working week, consumer protection and waste reduction all have a major impact on Irish people. At EU level we are given a voice by special interest groups.

· These pressure groups are representative organisations are outside of the Irish and European political systems but exert pressure on the law-makers by lobbying them on a range of issues, which affect ordinary people.

· These interest groups conduct campaigns in the press, on television and on radio to ensure that the voices, which they represent are heard by the decision-makers e.g. Irish Farmers Association lobbying against unfavourable farming law changes or Greenpeace campaigning for the closure of Sellafied. These interest groups lobby MEPs, Commissioner and EU civil servants.

· 2600 special interest groups have offices in Brussels.

Problems of EU decision making

· Larger member states have more influence

· High level of bureaucracy

 Subsidiarity Principle says that those directly affected by a problem should have   the final say

· Democratic deficit; which means that the only democratically elected institution lacks real power.

EU Common Policies

· A common policy means that an agreed approach is adopted in that area of the EU’s activities.

Reasons for common policies

· Ensures a common approach in all countries

· Ensures uniform development of the EU

· Better living standards throughout the EU

Single European market

This policy removes barriers and allows

· Free movement of goods

· Free movement of services

· Free movement of capital

· Free movement of labour

A common external tariff is applied by all EU countries on goods imported from outside the state.

The main effects of the Single European Market on Irish business are:

 Removal of physical barriers

The freedom of movement of goods, services, labour and capital gives Irish firms access to an enlarged market of nearly 492 million people. As a small, open economy that depends on exports to fuel economic growth this has proved to be highly beneficial to our small nation. Competitive Irish firms have taken this opportunity to expand successfully.
Lower Administration Costs

As an island nation on the edge of Europe, Irish firms have benefited from the introduction of a single travel document for the shipment of goods throughout the European Union. This reduces administration charges and facilitates the movement of Irish exports. 

Single Banking Licence

Irish banks are free to set up throughout the European Union. As we have a competitive advantage in the financial services sector Irish banks have made huge profits in other EU countries. Foreign banks have also created thousands of jobs in the International Financial Services Centre in Dublin.
Access to EU Structural and Cohesion Funds

Irish infrastructure has been greatly enhanced by the billions of structural funds offered to Ireland since we joined the European Union. This has reduced the costs of distribution within Ireland and has allowed our firms to become more competitive.

Attraction of Non EU Multinational Companies

As a small open economy, we have attracted many American companies who have set up base in Ireland. Access to the single markets of the European Union has been a major selling point. We have 1300 multinational companies in Ireland. US companies are directly responsible for 187000 Irish jobs. 
Ireland and Economic and Monetary Union

The main perceived advantages of EMU are a reduction in transaction costs and end 

to destabilising currency shifts within Europe. The elimination of these transaction 

costs benefit a country like Ireland whose businesses export a considerable amount of 

its output to the European Union.
A single currency highlights price differentials. Businesses sourcing raw materials 

and components can readily identify the best bargains throughout the EU.
The ECB has a monetary policy that focuses on price stability. This includes setting 

interest rates for the Euro zone. Record low interest rates set by the ECB of late 

facilitate business expansion and investment. 
Ireland’s common currency is an attraction for FDI because trade within a large 

European market is less bureaucratic and relatively cheap. Increased FDI has positive 

spin- off effects for Irish indigenous industry. 

The euro (sign: €; code: EUR) is the official currency of the eurozone, which consists of 19 of the 28 member states of the European Union: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia, and Spain.
Common Agricultural Policy

3 original aims

· A single market for agricultural produce.

· To show preference to EU output.

· To finance intervention buying

The aim of the common agricultural policy is to provide farmers with a reasonable standard of living and consumers with quality food at fair prices. The way these aims are met has changed of the years.

 Food safety, preservation of the rural environment and value for money are now all key concepts. 
Ireland has been a net beneficiary from the EU Budget since accession in 1973 and the majority of funding we’ve received has come through the Common Agricultural Policy (CAP).

In fact, a significant portion of the EU budget is spent on agriculture but that’s because the CAP is the only policy almost entirely financed from EU funds.

The money is spent on areas such as direct support payments to farmers and market support to the agricultural sector. Funds are also used for rural development or LEADER programmes that help protect small, local communities around Ireland.

It provides good value for money for citizens and taxpayers because EU spending replaces or subsidises, to a large extent, national spending.

The money is more of an investment today than it was in the past as over the years successive reforms of the CAP have seen financial support moved away from incentives for production to direct income support for farmers, provided they respect strict safety, health and environmental standards, and for projects that stimulate economic activity in rural areas.

With little room left for expanding agricultural land in Europe, productivity growth in the future has to come through innovation and research and the CAP can help Irish farmers embrace new production methods so this traditional industry can meet the challenges of today’s modern world.

These new challenges include food security. Experts estimate that food production will have to double in order to feed a world population of nine billion people in 2050.

However, this has to be done in a sustainable way, as climate change has presented the additional challenges of carefully managing natural resources and protecting the countryside to ensure rural economies in Ireland and right across the EU survive well into the future.

Common Competition policy
It ensures the best chance for the Irish consumer of getting quality goods and services 

through suppliers competing for the business, i.e. the existence of competition among 

suppliers.

It restricts Irish businesses from forming anti-competitive cartels or keeping prices 

artificially high or preventing newcomers from entering the market
It controls the growth of large mergers and takeovers and this ensures that Irish businesses operate on a fair basis and that consumers benefit. 

In doing business with smaller firms, large firms may not use their bargaining power 

to impose conditions which would make it difficult for their supplier to do business 

with the large firm’s competitors. 

The European Commission can and does fine companies for any unfair practices. 

Common Fisheries Policy

As an island nation fishing has always been economically and socially important to Ireland.

The natural, clean water around Ireland’s 7,500km of coastline has provided exceptionally good seafood for thousands of years, and it’s important to protect it for future generations.

The sailing boats, spears and makeshift nets our ancestors fished with didn’t pose any threat to jobs, the coastal environment or fish stocks, but modern fishing vessels and methods do.

Commercial trawlers can now travel vast distances across the ocean and some are fitted with hydraulically powered winches capable of scooping up several tonnes of fish in a single net.

During much of the 20th century relentless fishing and marine pollution pushed some fish stocks to the brink of extinction, making it necessary to regulate the fishing industry.

Today, the interests of Irish fishermen, fishing communities and consumers of fish products are supported through the EU’s Common Fisheries Policy (CFP) that’s negotiated and agreed between all 28 Member States.

It’s often a controversial subject in Ireland but the CFP’s main aim is to protect all of Europe’s seafood industry and marine environment for future generations.

Benefits of the CFP
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The main objective of the CFP is to make sure the needs of today’s EU fishing industry are met without jeopardising fish stocks for future generations.

It also aims to provide a guaranteed income for fishermen and ensure a regular supply of top quality seafood at reasonable prices for consumers while maintaining healthy coastal ecosystems.

The threat to the fishing industry is a global one so the EU has partnership agreements with non-EU countries that help manage the Earth’s seas and oceans through a regulated, transparent and sustainable framework.

These agreements also allow EU fishermen to fish in distant waters in return for a financial contribution that allows non-EU countries to invest in their fishing industries and build up global fish stocks.

	


Common Social policy
This EU Social Charter sets out basic principles that impact on Irish businesses: 
Free movement of Labour. Workers have the right to migrate freely which benefits 

employers in terms of recruitment and selection. 

Employees have the right to a fair wage. The establishment of the minimum wage 

level has increased costs for business. 

A commitment to vocational training through grant aid directly to trainees has 

greatly up-skilled the labour force benefiting Irish businesses. 

Health protection and safety at work elements to the charter have forced employers to 

improve health and safety conditions in the work place. 

The European Social Fund

The European Social Fund is spending €60 billion between 2006 and 2012 to develop work skills and social skills. People with good social skills have greater self-confidence and are more adaptable. 

Minimum standards for all

· The EU has a long tradition of ensuring a decent working environment throughout the EU and of protecting workers' rights through common minimum rules on working conditions and health and safety at work. 

· The EU has outlawed discrimination on the basis of gender, racial or ethnic origin, disability, sexual orientation, age, and religion or belief. This is bolstered by policy strategies on combating discrimination and xenophobia, and on ensuring that gender issues are taken into account in all EU policies.   
EU Structural policies

Although the European Union is one of the richest parts of the world, there are striking internal disparities of income and opportunity between its regions. The entry of 12 new member countries in 2004 and 2007, whose incomes are well below the EU average, has widened these gaps. Regional policy transfers resources from affluent to poorer regions. It is both an instrument of financial solidarity and a powerful force for economic integration. 

Solidarity and cohesion

The two words, solidarity and cohesion, sum up the values behind regional policy in the EU: 

· solidarity because the policy aims to benefit citizens and regions that are economically and socially deprived compared to EU averages. 

· cohesion because there are positive benefits for all in narrowing the gaps of income and wealth between the poorer countries and regions and those which are better off.

Big differences in prosperity levels exist both between and within member states. Even before enlargement, the ten most dynamic regions of the EU had a level of prosperity, measured by GDP per capita, which was nearly three times higher than the ten least developed regions. The most prosperous regions are all urban - London, Hamburg and Brussels.

The dynamic effects of EU membership, coupled with a vigorous and targeted regional policy, can bring results. The gap between richest and poorest regions has narrowed over  
the
years. 
One of the current priorities is to bring living standards in the new member states closer to the EU average as quickly as possible.

A further €18 billion is allocated to the Cohesion Fund, set up in 1993 to finance transport and environment infrastructure in member states with a GDP less than 90% of the Union average at the time (Greece, Ireland, Spain and Portugal).

Looking after new members 

With enlargement, the area and population of the Union has expanded by 20% while GDP has increased by less than 5%. The GDP of the newcomers varies from about 72% of Union average in Cyprus to about 35-40% in the Baltic States (Estonia, Latvia and Lithuania). The Union has created tailor-made financial programmes for the period 2000-2006 to help the newcomers adjust to membership and to start narrowing the income gap with the rest of the Union.  

To supplement these programmes, the Union has set aside a further €23 billion from the structural and cohesion funds to be spent in the new member states in the period 2004-2006.
Common Environmental Policy

The EU has some of the world's highest environmental standards, developed over decades. Environment policy helps protect Europe’s natural capital, encourages business to green the EU economy, and safeguards the health and wellbeing of people living in the EU.

Protecting natural capital

Europe works to protect nature and stop the decline of endangered species and habitats through Natura 2000, a network of 26,000 protected natural areas covering almost 20% of the EU's land mass. These are not nature reserves, but zones where sustainable human activities can take place without threatening rare and vulnerable species and habitats.

A resource-efficient green economy

The successful economies of tomorrow will be the ones that most efficiently use scarce natural resources like water, minerals, metals and timber. Europe's environment policy tries to create conditions that encourage individuals and industries to use resources more carefully, throughout their life cycle. Environmental measures aim to:

· help individuals and businesses understand the true value of natural resources

· lower the environmental impact of production and consumption, especially of food, housing and transport

· ensure that waste is managed as a resource 

· help prevent or reduce water stress in the EU.
CHAPTER 26 – THE INTERNATIONAL TRADING ENVIRONMENT
Ireland is a small open economy.  This is an economy in which there are no restrictions to goods and factors of production in and out of the economy. We rely heavily on foreign trade to boost our economy.  In the year 2015 our Visible exports were €112bn and our visible imports were €70Bn Our main trading partners are the EU mainland 43% and the US 23% for exports.

Exports accounted for 96% of Gross Domestic Product in 2010

Two effects on Ireland as a small open economy

1. We are very dependant on the state of economic affairs in countries like the US and the UK

2. We are linked to the other EMU countries and therefore control of our own economy maybe out of our own hands.

Ireland's international trade competitiveness has deteriorated since 2000, mainly due to higher inflation and an appreciating euro. 
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Reasons for International Trade

1.
Increased World output
Countries have realised that with free trade it makes more sense to concentrate their resources on where they have a competitive advantage and trade for other needs.  In Ireland we are good at food and drink production but need to trade for oil citrus fruits, tea, coffee etc.  This boosts economic activity worldwide.
2.
Choice and variety
Goods which cannot be domestically produced in Ireland e.g. exotic foods can be imported and this offers a greater choice to the consumer.  In good economic times consumers have more elaborate needs and wants.

3.
Economies of Scale

These are the benefits of large scale production.  Heavy Industrial goods, cars and telecommunications networks could not be produced efficiently and sold to a small population and international trade is essential to recover the fixed costs.
4.
Improved efficiency
The EU is based on the deregulation of markets.  This allows for the survival of the most efficient and results in less waste and lower prices for consumers.  It prevents the abuses associated with dominant firms in the market.
5.
Economic Growth
A small country like Ireland would have limited scope for growth in a domestic market. Our combined exports and imports added together exceeds the entire output of the country and our job creation is based on wealth generated by our goods and services overseas.
6.
International Co-operation
Education, technology, political and military links have brought countries closer together over the years and these links have encouraged international trade between each other.


· Imports are goods and services brought into Ireland from an outside country and paid for in Euros or in foreign currencies.

· Exports are goods and services sold by Irish people in foreign markets and paid for in Euros.

· Visible imports are physically moved into this country e.g. Italian shoes, South African wine.

· Visible exports are physically moved out of Ireland to foreign markets e.g. Baileys Irish Cream and Irish beef

· Invisible imports are the use of foreign services by Irish people e.g. Irish citizens holidaying in Spain

· Invisible exports are the use of Irish services by foreigners e.g. Aer Lingus leasing its planes to a German company.

· Balance of Trade is the difference between visible exports and visible imports. 2010 figure = €44bn

· Balance of Payments current account = total exports – total imports.  

Total = visible + invisible

The split between exports of goods and services is 53%:47%
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Question 3
(A) () Explain the terms "Balance of Trade" and "Balance of Payments".

The Balance of Trade
o The difference between visible exports and visible imports.
e« Visible exports are physical goods sent out of the country and money comes in e.g
Apple computers, Beef exported to UK, Lamb exported to France.
Visible imports are physical goods coming in to the country and money goes out, e.g.
‘Wine from France, leather shoes from Italy.

Balance of Trade
Visible Exports > Visible Imports = Surplus
Visible Exports < Visible Imports = Deficit

The Balance of Payments

o The difference between Total Exports (Visible & Invisible) and Total Imports
(Visible & Invisible).

o The total amount of money entering and leaving a country during the course of a
year.

o Itincludes the Balance of Trade plus the Balance of Invisible trade.

« Invisible exports e.g. American tourists holidaying in Ireland.
Invisible imports e.g. Irish people holidaying in Spain.

Balance of Payments
Total Exports > Total Imports = Surplus
Total Exports < Total Imports = Deficit






Access to bigger Markets 

Export markets provide a larger potential market for a firm and provide an opportunity to increase sales and profits. 
Economies of Scale 

An economy of scale reduces cost per unit as a firm increases in size i.e. reductions in 

costs that come from buying, producing and selling in large quantities. 
Reduced Risk 

By diversifying into a new market a firm is spreading its risk making it less dependent on 

one market. 

Free movement of services, labour and capital 

The Irish construction sector benefited hugely from the availability of Polish and other EU workers during the boom years. 

Business may also source the best investment/borrowing opportunities in EU.

Workforce

We have a well-educated young workforce with up to date skills which gives us a competitive advantage in hi-tech areas and a well developed knowledge economy

EU membership

We are members of a powerful trading bloc and are protected by its common policies. We can trade freely within a market of 500 million people. Irish businesses are eligible to tender for government contracts in EU states. Public Procurement.

 Eligibility of Ireland to receive Structural Funds 

This has improved the infrastructure in Ireland e.g.

Huge roadways improvements have benefited business.


Competition

Traditionally the Irish government would have protected the “infant” industry from the full force of competition through trade barriers.  Deregulation of EU markets means that only competitive firms will survive and this may affect employment here.

Development of Human Resources

Training and development programmes will have to be introduced as apart from the highly competitive markets (in which strikes would have serious implications), we also have language problems, marketing changes and the introduction of technology to deal with.

Dumping

Excess production from larger countries could be sold here below cost as a means of using up surplus supply.  This would damage domestic firms.

Costs

Our geographical location at the edge of Europe means that we have extra transport and great distribution costs.  We should hope that a focus on quality and improvements in technology and logistics would help us overcome this challenge.
Ireland has a high labour cost

 The relocation of some multi-nationals has taken place due to the high cost of labour in Ireland. e.g. Dell have transferred production to lower cost economies e.g. Poland.

Currency Fluctuations

A large portion of our trade is with the UK and the US and therefore we are susceptible to changes in the exchange rate which can add to profits or erode profits e.g. €50 = £31.50 in 2006 but in 2011 €50 = £43.50
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(B) Discuss the opportunities and challenges for large indigenous companies, such
as Kerry Group plc, in exporting to non EU countries.

Opportunities

Changes in technology have had a positive impact on Irish exporters making
communications easier and instantancous worldwide

‘The internet allows Irish exporters to market their goods internationally.

Video conferencing allows meetings to be held at a fraction of the cost of a
traditional meeting. E-mail allows for instant, cheap and reliable communication

The opening of new emerging markets China which is now the second biggest
economy in the world overtaking Japan has created new opportunities for Irish
exporters, especially in the food and drinks area

Africa’s fast growing middle class and associated spending power has created a
need for high end goods, presenting a significant opportunity for Ireland

Business risks are reduced because of reduced dependence on the Irish
(domestic) market. Economies of scale are made possible in the context of larger
markets which should increase the competitiveness of business

Culture and Green image. Ireland's ancient Celtic culture and unspoilt pollution
free image provides a unique selling point for companies like Kerry Group ple
‘when marketing food products abroad.
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Challenges

The growth in Globalisation and global companies with their quality produce at
competitive prices are a challenge for Irish exporters. Irish exporting companies will
have to become more efficient and invest in R&D in order to provide products with a
unique selling point (USP) to survive the competitive threat from global companies

Kerry Group recently invested €100 million in a new R&D facility in Ireland to serve
customers in EMEA (Europe, Middle East & Africa).

Currency/Exchange rate fluctuations. As the Euro (€) strengthens for example against
the US dollar (), Irish exports become more expensive leading to a decline in sales to
these very important international markets

Goods traded between EU and non-EU countries are subject to certain customs duties
which increases the selling price of exports making them less competitive. Trading
outside the EU is often subject to restrictions and may require for example additional
export licenses.

Language and cultural differences may be an obstacle in exporting to non EU
countries. It is important to gain knowledge of customs, culture and language in order
to market products without causing offence. An adapted marketing mix may be
needed for example a British DIY chain Kingfisher’s launch in China encountered
serious difficulties because the home improvement market in that country was not yet
developed enough.

Distribution costs will be higher as Ireland is geographically located on the peripheral
of Europe which may lead to higher transport costs and less competitive prices.
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· As a small open economy we rely heavily on foreign trade.  We depend on imports of raw materials to generate finished goods for export

· We depend heavily on exports to bring in the wealth to boost our economy.  
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Ireland posts regular trade surpluses since the late 1980’s.
 The country is one of the biggest exporters of pharmaceuticals in the world (28 percent of Ireland’s total exports). Other major exports are organic chemicals, data processing equipment and software. Main imports are: electrical machinery and components (16 percent of total imports), fuel (15 percent), motor vehicles (10 percent) and food (10 percent). European Union is by far its largest trading partner, accounting for about 60 percent of total trade. Within the EU, main partners are United Kingdom (16 percent of exports and 34 percent of imports), Germany and France. Other major partners are United States (23 percent of exports and 12 percent of imports) and China. 
	
	9%


Ireland has a well-developed services sector in areas such as tourism, financial services, engineering technology etc.  Improvements in Information and Communications Technology mean that these services can be traded much more easily.  The International Financial Services centre has been very successful in the provision of employment and opportunities.

70% of our service exports are to the EU

Ireland is part of the European union and we have free movement of goods services capital and labour. We have benefited from financial aid which has helped to develop our infrastructure and has given us a platform for economic success.

The IDAIreland has attracted hundreds of Transnational companies to Ireland focusing on business sectors that are closely matched with the emerging needs of the Irish economy and that can operate competitively in global markets from an Irish base. This has created employment and has boosted exports. 

Foreign companies are responsible for €110Bn of our exports and 60% of our corporation tax.

 Firms are attracted by our low 12.5% corporate tax rate, highly skilled workers, high labour productivity, flexibility and adaptability of workforce, and our EU membership
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The main changes that affect Irish businesses are

1.
World Trade Organisation
This was set up post world War II as the General agreement on tariffs and Trade and has been hugely successful at opening up markets to free trade.  This is very important for an export orientated country like Ireland.

96% of our GDP comes from exports.

2.
The European Union
We are part of an economic trading bloc, which has grown in strength since Economic and monetary union.  This offers benefits and opportunities for Ireland and operates a trading area without barriers that has common external tariffs on outsiders.

It is the third largest market in the world

3. Transnationals

We live in a world of global business and a single brand worldwide.  The attraction of these companies to Ireland has been high on IDA Ireland’s priority list and gives massive employment. 

It is estimated that €7Bn is the annual payroll from TNCs and they spend €19 Bn in the economy.

4.
Technology
This has rendered location to be less important and developments should reduce transport costs.  The use of “logistics” is becoming more common.

Much of our exports are technology related as we have concentrated on the knowledge economy.

 8 of the top 10 firms in ICT

 8 of the top 10 firms in Pharmaceuticals

15 of the top 25 firms in Medical Devices have all set up in Ireland.

5.
Emerging countries
The development of the Pacific Rim and South American countries e.g. China and Brazil who are producing high quality low cost goods will prove a threat to EU countries.  Ireland must concentrate on hi-tech industries
6.
Eastern Europe
Change in political regimes in the former Iron Curtain countries has opened up these countries to trade.  However average purchasing power is low but they will be keen competitors in the production of agriculture and food products in the future. TNCs requiring low skilled labour will choose these low cost locations in the future.

7.  
Deregulation
The opening of most countries to competition means the survival of the fittest.  Ireland will not be able to compete on a basis of wage levels so we must focus on the education aspect and high quality and excellent service. Irish consumers have benefited from lower prices as a result of open competition.
World Trade Organisation

The WTO was born out of negotiations, and everything the WTO does is the result of negotiations. The bulk of the WTO’s current work comes from the 1986–94 negotiations called the Uruguay Round and earlier negotiations under the General Agreement on Tariffs and Trade (GATT). The WTO is currently the host to new negotiations, under the ‘Doha Development Agenda’ launched in 2001. 

Where countries have faced trade barriers and wanted them lowered, the negotiations have helped to open markets for trade. But the WTO is not just about opening markets, and in some circumstances its rules support maintaining trade barriers — for example, to protect consumers or prevent the spread of disease.

At its heart are the WTO agreements, negotiated and signed by the bulk of the world’s trading nations. These documents provide the legal ground rules for international commerce. They are essentially contracts, binding governments to keep their trade policies within agreed limits. Although negotiated and signed by governments, the goal is to help producers of goods and services, exporters, and importers conduct their business, while allowing governments to meet social and environmental objectives.

The system’s overriding purpose is to help trade flow as freely as possible — so long as there are no undesirable side effects — because this is important for economic development and well-being. That partly means removing obstacles. It also means ensuring that individuals, companies and governments know what the trade rules are around the world, and giving them the confidence that there will be no sudden changes of policy. In other words, the rules have to be ‘transparent’ and predictable.

Trade relations often involve conflicting interests. Agreements, including those painstakingly negotiated in the WTO system, often need interpreting. The most harmonious way to settle these differences is through some neutral procedure based on an agreed legal foundation. That is the purpose behind the dispute settlement process written into the WTO agreements.

Barriers to trade

Tariffs
These are taxes on imports which make them dearer and so helps the domestic        producer. The EU does not place tariffs on the worlds poorest 49 countries to help them to develop.

Quotas

These are a limit on the amount of an import that can enter a country.

It is a numerical restriction and is designed to help indigenous business.

The EU quota on chicken imports from Thailand is 160,000 tonnes.


Embargoes

These are a complete ban on trade with a specific country .e.g. The EU has banned members from supplying arms to Syria
CHAPTER 27 – GLOBAL MARKETING

[image: image85.jpg]GLOBAL
MARKEiT!ING

he right choice for your company”




A global market is the activity of the buying and selling of goods and services in all the countries in the world. The world is a single marketplace.

Global marketing is the process of conceptualising the product to reach a single international market based on a product or service with universal demand. It takes a business to the next level.
In Shanghai, KFC serves porridge for breakfast and Peking Duck burgers for lunch. In Beijing, Starbucks serves green and aromatic teas. In Shenzhen, Coca-Cola produces carbonated fruit drinks and bottled water.

The brands are indisputably western and they are carving out good market share as global businesses. But they have also learned that success in the emerging markets requires adaptation to local tastes, attitudes and values.
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· Heineken describes itself as being a global enterprise with sights on global markets. It is sold in 170 countries. The company was originally set up in Amsterdam in 1864.

· Deregulation.  Information and communication technology and a greater desire for choice have pushed us towards “Global Markets”.

· 24-7-52 is part of the philosophy of global firms.

· Business owners need to keep their businesses pushing forward or else market forces will push them out of business.

· Today we live in a global economy in which the time taken for people to move between continents has been significantly reduced and in which Internet and other connections make instant connections possible. 
· A global strategy is an organisational plan that takes into account these new global realities.

Key aspects of global strategy include: 

1. Treating the global market as the domestic market. 

2. Creating a global marketing mix, which at the same time recognises regional and national differences, such as differences in language and tastes. 
· The Big Mac in India is the Chicken Maharaja sandwich
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3. Creating global production and distribution systems, e.g. superfactories covering major areas of the world. 
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Nike factory Indonesia

4. Concentrating on powerbrands - the most successful brands and products. Because the global market is so large there are substantial benefits to be gained from economies of large scale production, marketing and distribution. Rather than producing thousands of different products it makes sense to narrow down the range to a much smaller number in order to support these brands across the globe. 
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· A global business co-ordinates its efforts towards aiming its product at a one “world” market and may use the factors of production on a worldwide basis.  Cost savings are sought out and economies of scale play an important part.

· The goods are standardised i.e. Mass Produced and identical so that the consumer knows what to expect e.g. Pepsi
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Global business identifies world markets for its products. Global companies plan and co-ordinate activities on a global basis. By operating in more than one country, benefits from savings or economies on activities such as R&D, marketing, operations and finance are achieved, which may not be available to purely domestic operators. 

· IBM claims that its technology spans the globe 

· McDonalds supplies bargain food worldwide

· IBM employees “make computers” but “don’t know how to operate them”

· Barbie’s little outfits have been traced to child labourers in Sumatra.

· Did you know that Tommy Hilfiger manufactures nothing at all?
· Jockey International makes the underwear

· Pepe Jeans London makes the Jeans

· Oxford Industries make the shirts

· Stride Rite makes the footwear
GLOBALISATION AND IRELAND

Globalisation can be viewed as an opportunity for Irish businesses to sell goods and 

services abroad and grow and expand their operations. Companies get access to much 

wider markets E.g. Kerry Group and GlanBia Plc leading to economic growth for the 

Irish economy. 
Globalisation impacts on the labour market within the Irish economy. Having 

experienced net emigration for decades, Ireland now has significant immigration as 

global companies located here try to fill high skill vacancies, for example in the 

technology sector, where there is a skill shortage. 
Global companies located in Ireland are a significant source of employment. It is 

estimated that American global companies alone directly employ 115,000 people. 

Companies such as Dell, Microsoft, Google, Hibernian Aviva, Palm Inc., Facebook 

& Intel have all made significant contributions to the success of Ireland’s economy. 

Consumers get much wider variety of products to choose from and they get the 

product they want at more competitive prices/Increased domestic demand leading to 

economic growth in the Irish economy. 
The growth in Globalisation and global firms, with their quality produce at cheap prices, 

are a competitive challenge for Irish exporters. Irish exporting firms will have to become 

more efficient and invest in R&D in order to provide products with a unique selling point 

(USP) to survive the competitive threat from global firms. 

Globalisation can be viewed as a threat to the Irish economy because if Ireland is 

uncompetitive, its domestic industries will decline in the face of cheaper imports of 
goods and services
Reasons for Global Business
Saturated domestic markets

Many firms are limited by the size of domestic markets and must export to expand

Deregulation

The breaking down of trade barriers by the WTO has created a global free trade area

Better Technology

Due to developments in the area of information flow there is greater knowledge of foreign markets and of the needs and wants of customers.

Emerging markets
Countries such as China with huge populations can be targeted even more by large firms who want to develop a global presence.

Global standardisation

Is about satisfying the common needs and desires of people everywhere.  The world is a single market and the firm is organised around the product e.g. IBM, Coca Cola, Microsoft.

Impact of global Business on customers.

· Goods are produced to the highest quality and at minimum cost for consumers.

· National businesses must concentrate on local “niches” as they cannot compete with Global business.

Challenges for Global business.

· Markets of the world are not homogenous.  

· The single biggest problem facing International Business is the different needs and wants, tastes, beliefs, customs and laws of foreign markets e.g.

· A need for excellent co-ordination.  

This is to take advantage of global cost-savings as there is a potential for diseconomies of scale in huge firms.

· Irish firms cannot compete with the promotional spend of global firms as the advertising budgets are colossal

Localising the Product 
It is important to conduct research on the customer's reaction to a new product. Research and development (R&D) is essential in order to adapt to changing market situations and customer needs. 

Differences between Global and Transnational

· Global businesses operate on a basis of satisfying universal wants with very little product adaptation.  It makes every attempt to force standardised products onto the world market.

· Transnationals focus on market differences and supplies a wide range of locally adapted products.  The world is seen as a collection of separate opportunities.  Local branches make decisions.

Product Adaptation means that the firm makes changes to the product to include as many consumers as possible.  The main changes are linguistic and cultural and translation costs add the most to overheads.  Products have been adapted to meet the Euro and finance products are modified to meet local finance and taxation laws. Lays and Walkers are the same product.
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Globalisation and Information Technology
ICT allows business to

· Transmit information at high speeds and this improves decision-making and the global decision is known in seconds.

· Have up to date marketing figures from around the world and allows the strengths and weaknesses to be analysed.

· Delayer and this reduces the costs associated with different hierarchies in a firm and also improves communications.

· Location is no longer as important and managers can be equally effective away from production.

· Adapt to change very quickly using the latest technology to change design

· Use EDI to link up with suppliers of raw materials

· E-Business allows business to be conducted on line both promotion and purchasing and this has altered the channels of distribution process.

International marketing is concerned with anticipating, identifying and satisfying the needs of consumers in more than one country.  It is more complex as there are more unknown factors in overseas markets.
A global business sees the world as one giant market and production location. A

global business provides the same, undifferentiated product worldwide. It uses a 

global marketing strategy, which involves the same or sometimes an adapted 

marketing mix (product, price, place, promotion) throughout the world to build a 

global brand.

Examples of global businesses include Coca Cola, Dell, Nike, Toyota, Microsoft, 



Standardised: (Undifferentiated approach to the 4 Ps

/Consistent marketing mix). 

Global business, like Nike, and Levis,with successful brands, aim to 

take the same, undifferentiated approach worldwide and use a 

standardised marketing mix. All products are targeted at similar groups 

locally. This leads to lower company costs and increased profitability.

Adapted marketing mix: (Some element(s) of the marketing mix, 

(product, price promotion and place) is/are changed to reflect local 

customs, values, and economic situations). 

It is common for business to adapt the marketing mix to reflect regional 

differences, local language, cultural, geographic, or economic differences 

present in the market. 
Global Product 

The product may need to be adjustedto reflect technical, legal and 

language requirements e.g. a left hand drive car; packaging may need to 

be changed to cater for the needs of the local market

Examples: 

Starbucks adjusts its menu to fit localtastes. In Hong Kong, for example, 

they sell Dragon Dumplings. And asa global buyer of coffee, the 

company has long had a reputation for engaging local cultures according 

to their needs. 

McDonald’s varies items on its menu according to local tastes. 

Customers in Mexico can order a green chili cheeseburger, customers in 

many Arab countries can enjoy the McArabia, a grilled kofta sandwich 

on pita bread.
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Global Price 

Global firms attempt to achieve a uniform price in each market, however, 

this objective is often affected by the following factors: 

The cost of living in differentcountries/disposable incomes. 

Different tariffs, customs duties and VAT rates. 

Local price levels and prices charged by competitors in the 

market/exchange rate fluctuations. 
Global Place 

Global channels of distribution for physical goods tend to be longer 

involving more intermediaries such as exporters and agents. 

Examples of the various channels available include: 

Selling directly to customers on line 
Use of agent /independent person who will act on behalf of the firm 

generally receiving a commission on sales 

Forming a strategic alliance with a foreign company to produce and/or 

market products. 
Global Promotion

Differences in legislation, language and culture need to 

be recognised in the choice of promotion such as advertising and publicity campaigns. 

Example 

The language of television advertisements may have to be amended in 

different countries due to language barriers or the message could be 

considered offensive in some countries.
Sample question

Explain how Information Technology is helping Irish businesses to develop International Trade. 

(20 marks)

· Decision- making

The instant access of information by Irish firms in a split second using electronic mail and videoconferencing improves the decision making process. Irish firms can then reinvent products to cope with “international” needs and wants.

· Market Research

Irish firms can access data from anywhere through the use of web sites and search engines. Information can be called up more quickly than by traditional research.

· Logistics

The use of computer software to find efficient routes and developments in transport means that technological savings help us to overcome geographical location disadvantages.

· Videoconferencing

The virtual meeting process allows Irish firms to communicate worldwide with                      plants at a foreign location without exhausting travel procedures, thus facilitating   international trade.
Sample Applied Business Question and Suggested Solution 2018

This article adds more original Applied Business Questions to our Question bank and helps to prepare for the Mocks and the June exam

Compulsory Section

80 marks (20%)

In Leaving Cert 2018 students will be examined on Units 5, 6 and 7

: In line with previous trends it is advisable to concentrate on particular Higher Level areas

The applied business question needs practice and there will be an applied business question in each issue of the magazine. A few basic guidelines should be followed

	There are three questions based on a given passage.

You must state your point, expand the point and relate it to the text.

ALWAYS REFER TO THE PASSAGE


NB. Students should read the three questions and note the allocation of marks before reading the text 

20 marks = 8 minutes

30 marks = 12 minutes

40 marks = 16 minutes

Allow 4 minutes to read the passage

Answers should always be planned and relevant course material should be jotted down in a roughwork section e.g  government creating a suitable  climate. Do as many sample questions as possible before the exam; on your own and under exam conditions.

Sample Question

TROSCAN LTD

The world famous ILOCKA flat pack furniture range has just arrived in Ireland. It has opened a 29000 square metre facility in north county Dublin with car parking spaces for 2000 cars. This is the firms 83rd outlet worldwide and is its 10th European franchise. The Irish company Troscan that have taken on the franchise are delighted to be associated with a tried and tested business model. The reduction in risk is a major factor and the ILOCKA brand is already embedded in Irish consumers minds. Irish customers are also familiar with the product range as many have made trips to the ILOCKA superstore. The parent company have supplied a full time advisor to Troscan to oversee the entire start up of the Irish operation and to provide professional training The accounting software and the stock control system have all been supplied by the parent company. The Irish franchisee will also benefit from economies of scale in the area of central purchasing and through global advertising. The risk reduction and instant recognition are the biggest advantages.

This is Troscan Ltds biggest project to date and the directors have looked carefully at the implications of expansion. The existing organisation structure at Troscan is moving away from an informal structure to a project team set up which will be essential in the new retail outlet. A full time financial controller has been appointed by Troscan as a SWOT analysis revealed that cash flow problems had hindered progress in the past. Six new cash rich investors have also joined the company and this will provide the extra capital needed by an expanded business.

The owners of Troscan are confident of obtaining extra funding by debt in the future due to its enlarged size and the fact that it has the only Irish franchise for a world famous range of Household furniture.

The parent company has separately moved its Research and Development facility to a Swords Business park. It has chosen Ireland due to its location on the edge of Europe with a fully developed services sector. A well educated workforce ,many with advanced qualifications are essential to ILOCKAs future innovative successes. An English speaking population also helps to reduce costs and the IDA Ireland has provided a purpose built facility. The EU standard rate of Corporation tax of 12.5% is also very attractive to the American parent company.

(A) Outline the benefits to Troscan Ltd of taking on an ILOCKA franchise. Refer to the above text in your answer. (30)

Answer 

Economies of scale

There are cost savings in areas such as centralised purchasing of stock, national advertising and promotions.

The Irish franchisee will also benefit from economies of scale in the area of central purchasing and through global advertising.

Tried and tested formula

The business formula is tried and tested so there is less risk of the business failing.

There is instant brand recognition which boosts sales.

The Irish company Troscan that have taken on the franchise are delighted to be associated with a tried and tested business model.


Sole Agency

The franchisee has a guarantee that there will be no competition using the same name in specified area.

that it has the only Irish franchise for a world famous range of Household furniture.

Training and advice from Franchisor

The management team receives valuable professional training and advice from the franchiser. The systems used in the parent company are adopted.

The parent company have supplied a full time advisor to Troscan to oversee the entire start up of the Irish operation and to provide professional training

(B) Explain the reasons why the ILOCKA parent company would choose Ireland as a location for its Research and Development facility. Refer to the above text in your answer.(25)

The main reasons are

(vi) Tax concessions

Ireland has offered a 10% Corporation tax on company profits for several years.  The UK arecharging 30% .The EU standard rate is now 12.5%.

The EU standard rate of Corporation tax of 12.5% is also very attractive to the American parent company.

(vii) Access to the European Union

Non-EU Transnational companies choose Ireland as a location to give them access to a single European market of goods and services. There are 1300 Transnationals in Ireland.

It has chosen Ireland due to its location on the edge of Europe with a fully developed services sector
(viii) Well educated work-force

The Irish labour force has the necessary hi-tech skills to give us a competitive advantage in chemicals, medicines and computer software etc. Ireland has been ranked 4th in a world survey on meeting the needs of a competitive economy through education.

A well educated workforce ,many with advanced qualifications are essential to ILOCKAs future innovative successes.
(ix) English speaking nation.

Ireland is the only English speaking nation in the “Eurozone” which reduces costs for Transnational companies as English is the worlds number one Business language. Ireland is also considered to be a pro-business environment.

An English speaking population also helps to reduce costs
(x) Grants and financial investment

The Irish government has offered lucrative grants and now also takes an ownership stake.  The IDA Ireland is the agency, which offers the financial incentives. There are grants available for foreign firms that locate their Research &Development facilities in Ireland.

the IDA Ireland has provided a purpose built facility
(C) Outline the implications for Troscan Ltd of its recent expansion to undertake a major franchise. Refer to the above text in your answer.(25)

v. Organisational structure

As the business expands, it may need a more formal structure to ensure efficient decision making in the larger enterprise.  The owner will have to improve his/her management skills.

The existing organisation structure at Troscan is moving away from an informal structure to a project team set up which will be essential in the new retail outlet
vi. Extra capital required

The expanding business will need a capital injection for current purposes e.g. extra working capital needs and for capital purposes e.g. new premises

Six new cash rich investors have also joined the company and this will provide the extra capital needed by an expanded business
vii. Cash flow

The expanding business must place greater emphasis on cash flow forecasting and budgetary controls to ensure the company is not just making profits but converting profits into cash.

A full time financial controller has been appointed by Troscan as a SWOT analysis revealed that cash flow problems had hindered progress in the past.
(iv) Banks and creditors

There will be better confidence in the ability of management and this will improve the credit rating

its enlarged size and the fact that it has the only Irish franchise for a world famous range of Household furniture.

2 Sample Applied Business Questions and suggested solutions

This article adds 2 more original Applied Business Questions to our Question bank and helps to prepare for the Mocks and the June exam

Compulsory Section

80 marks (20%)

In Leaving Cert 2008 students will be examined on Units 5, 6 and 7

: In line with previous trends it is advisable to concentrate on particular Higher Level areas

The applied business question needs practice and there will be an applied business question in each issue of the magazine. In this article we will analyse the 2007 question A few basic guidelines should be followed

	There are three questions based on a given passage.

You must state your point, expand the point and relate it to the text.

ALWAYS REFER TO THE PASSAGE


NB. Students should read the three questions and note the allocation of marks before reading the text 

20 marks = 8 minutes

30 marks = 12 minutes

40 marks = 16 minutes

Allow 4 minutes to read the passage

Answers should always be planned and relevant course material should be jotted down in a roughwork section e.g listing the characteristics of an environmentally conscious firm or the features of debt and equity 

Do as many sample questions as possible before the Christmas break as this will reduce the pressure later

Sample Question

Clichy chocolates

Gail Clichy set up her hand made chocolate making business in 2000. She had worked as a chef in Belgium for 5 years and also worked part time in the renowned “Pascal” chocolate museum and quickly developed an enthusiastic interest in the industry.

Clichy chocolates now have 35 employees and have an estimated 28% of the Irish handmade chocolate business. The business has reached a crossroads and Gail realises that the next expansion decision will be the most crucial to date. The firms financial controller has advised her to fund the business by inviting investors to take an equity stake in the business. She is reluctant to dilute control of the company that she founded but realises that extra funding is necessary. She is also looking at a long term bank loan and realises that interest , full capital repayment and the provision of collateral are the extra problems associated with keeping full control of the business.

Gail is anxious to expand the business for commercial reasons but realises that her attitude towards key stakeholders will have to change if she is to succeed in a dynamic business world where social responsibility is becoming ever popular.

Clichy Ltd has up to now paid the statutory minimum wage to all factory operatives.

She has had problems with suppliers due to her failure to adhere to the agreed credit terms. The customer complaints are dealt with by Gail on an individual case basis but there is no specific policy in place. Despite her success as an entrepreneur she has been reluctant to contribute to the local community. After all she sees her long term markets as being primarily overseas.

Gail has drafted a strategic plan which maps out a blueprint for developing foreign markets over the next 5 years. The enlarged EU market is ideal for growth and expansion and customers in developing economies look for a greater variety of goods. The firm should have improved stability as it can spread the risk and is not depending on the small domestic market. On the down side there will be greater costs involved and a lack of familiarity of foreign markets. She also will have to train her marketing people to cope with the new challenges posed by an overseas market

(A) Discuss the arguments for and against the funding of an expansion by  Debt .Use relevant information from the text to support your answer (30)

(B) Illustrate how Clichy Ltd can become more socially responsible towards its main stakeholders. Use relevant information from the text to support your answer (20)

(C) Outline the main opportunities and challenges facing Clichy Ltd when it expands into foreign markets. Use relevant information from the text to support your answer. (30)

Sample answer

For

If the company wishes to protect the control of the firm i.e. who makes the decisions (remember issuing more shares dilutes control as the new shareholders each have a vote)

She is reluctant to dilute control of the company

If the company borrows heavily and puts the debt to good use generating plenty of profits and cash then it will have been worthwhile e.g. launching a brand new invention or expanding into lucrative markets.

but realises that extra funding is necessary

Against

·  Fixed interest payments reduce profits and this reduces dividends which would not please the shareholders.

She is also looking at a long term bank loan and realises that interest puts firms under pressure

· High debts and poor dividends will have a negative impact on the value of the company and this also has an adverse effect on shareholders.

full capital repayment and the provision of collateral are the extra problems associated with keeping full control of the business.

(B) The main improvements are

Employees

Are one of a firms greatest assets and must be nurtured to bring out their best. This should include paying well above the minimum wage.

Clichy Ltd has up to now paid the statutory minimum wage to all factory operatives

Suppliers

The firm should develop a strong trusting relationship with the suppliers on whom the firm depends on. This should include settling debts within reason i.e. 30 days.

She has had problems with suppliers due to her failure to adhere to the agreed credit terms.
Customers

All business depends on consumers for its lifeblood i.e. revenue. Firms are set up to satisfy the needs and wants of customers for a profit. It should try to eliminate all conflicts with customers

The customer complaints are dealt with by Gail on an individual case basis but there is no specific policy in place.
Society

It is good practice for successful firms to give something back to the people of the local area for enduring hardships such as traffic etc. This could be in the form of sponsorship.

Despite her success as an entrepreneur she has been reluctant to contribute to the local community. After all she sees her long term markets as being primarily overseas.

(C) The main opportunities are

Allows growth and expansion

Irish firms may be operating in a saturated market with a small population. The massive single European market is the ideal expansion ground.

The enlarged EU market is ideal for growth and expansion

Greater choice and variety

There are many developing markets in Europe where consumers are enjoying greater prosperity and are looking for a greater variety of goods (including hand-made chocolates.

customers in developing economies look for a greater variety of goods
Greater stability for the firm

The firm will not rely on wholly on the domestic market and can spread the risk across several markets. This helps to safeguard the future.

The firm should have improved stability as it can spread the risk and is not depending on the small domestic market.
The main challenges are

Lack of familiarity with market

The main challenge is satisfying the needs and wants of customers in a different country with different customs and cultures than Clichy is used to.

a lack of familiarity of foreign markets

Extra costs

The firm will incur extra costs at all stages including translation costs, research costs and distribution costs.

there will be greater costs involved

	Fitgen Ltd
John McHugh set up his agricultural machine parts business in 2005.  He specialises in a product of his own invention the “silosafe” which is an accessory that improves farm safety.  He is worried about costs and their effect on profits.  In 2006 he expects to produce 100,000 units of the “silosafe” product.  The fixed costs are expected to be €1m and the selling price per unit will be €55.  Variable cost per unit is expected to be €30.

Fitgen Ltd is an indigenous Irish firm and is wholly owned by the McHugh family.  It employs 120 full time staff, most of whom live within a 5 kilometre radius of the factory.  The firm sources its raw materials ,where possible ,in Ireland.  Fitgen also sponsor the local Gaelic football team and give generously to most local charities.  As John was made redundant in 1999, when the major Transnational in the area moved its operations to Asia, he believes in promoting an enterprise culture in the local region at all times.

John is very enthusiastic about European Enlargement and the accession of 12 new countries.  He feels that a market of 500 million people will open up new opportunities for his company.  Fitgen Ltd are finding it difficult to fill vacancies in its factory and feels that enlargement may ease the shortage of labour in Ireland.  John’s brother Liam feels that Fitgen Ltd should set up a base in Poland.  He feels that a lower wage cost, its geographical location and the impending mechanisation upgrades in agriculture are all influencing factors.  John and Liam are both researching the opportunities presented by EU enlargement.


(A) Calculate Fitgen Ltd’s break-even point for the “silosafe” product and its margin of safety.

(25 marks)

(B) Outline four characteristics of an indigenous Irish firm that you recognise in Fitgen Ltd.  Refer to the text in your answer.

(25 marks)

(C) Outline how Fitgen Ltd can take advantage of an enlarged European Union.  Refer to the text in your answer.

(30 marks)

Solution

(A) The formula for break-even point is

	
	Fixed costs
	

	
	Selling Price per unit – Variable cost per unit
	

	
=

€1m

	€55 – €30



=

	€1m

	€25



=




40,000 units

This is the level of output at which the total costs and total revenues are equal.

Margin of safety is the number of units by which the firm can reduce production before it makes a loss.  Formula is

	Present Output

-
Break-even point


100,000 – 40,000 =60,000 units.

(B) Fitgen Ltd has the following characteristics of an indigenous Irish firm.

· It is owned and based in Ireland

This firm is not a multinational and is owned by Irish people who are based in Ireland.

“The firm is wholly owned by the McHugh family”

· It gives employment in its immediate area

Indigenous firms boost the wealth generating capacity in the surrounding area and the wealth is usually kept in the area.

“It employs 120 full time staff most of whom live within a 5km radius of the factory”

· It engages in sponsorship and is involved with the surrounding area.

Indigenous firms tend to give back to the local community and are loyal to their own country.

“Fitgen Ltd sponsors the local Gaelic football team and gives generously to most local charities.”

· Its owners promote an enterprise culture in the area.

Unlike the Transanational which left the area, John believes in promoting an enterprise culture in the local region at all times.

(c)

Fitgen Ltd can take advantage of an enlarged European Union as follows

· It opens up new markets

The firm can benefit from large-scale production as the ten new members are potential export markets.  It can increase its output.

“He feels that a market of 500 million people will open up new opportunities for his company”

· It will ease labour shortages in Ireland

Firms in manufacturing such as Fitgen Ltd should benefit from a greater pool of employees as enlargement should increase the supply of labour in their area.

“Fitgen Ltd are finding it difficult to fill vacancies in tits factory”

· It allows expansion and lowers the cost base.

Liam wishes to expand into Poland, which has an average wage of just €4 per hour.  These would lower costs and its geographical location means cost savings in transport.

“He feels that a lower wage cost and its geographical location would benefit the firm.

· Improvements in technology and productivity 

The new member states ( 2004 and 2007) have a low cost of labour but also have reasonably low productivity.  European Union funding will aim to improve efficiency by promoting the mechanisation of farming and industry.

Fitgen Ltd is well placed for the “impending mechanisation upgrade in agriculture”

A

Suggested Solution to Mock Applied Business Question

This article adds another original Applied Business Questions to our Question bank and helps to prepare for the Mocks and the June exam

Compulsory Section

80 marks (20%)

In Leaving Cert 2008 students will be examined on Units 5, 6 and 7

: In line with previous trends it is advisable to concentrate on particular Higher Level areas

The applied business question needs practice and there will be an applied business question in each issue of the magazine. A few basic guidelines should be followed

	There are three questions based on a given passage.

You must state your point, expand the point and relate it to the text.

ALWAYS REFER TO THE PASSAGE


NB. Students should read the three questions and note the allocation of marks before reading the text 

20 marks = 8 minutes

30 marks = 12 minutes

40 marks = 16 minutes

Allow 4 minutes to read the passage

Answers should always be planned and relevant course material should be jotted down in a roughwork section e.g Benefits of franchising. Do as many sample questions as possible before the exam; on your own and under exam conditions.

	Mo Jalone

The Mo Jalone exclusive range of innovative fragrances has just arrived in the more exclusive Irish department stores. This UK cosmetic brand targets the evergrowing pampering market whereby the consumer works hard and therefore can afford the luxurious range of tantalising beauty products on offer. The unique selling point is the focus on fragrance combination. The brand is already associated with consistency and superb quality. It has a distinguishing mark that has already achieved market standout.

The firm focuses on exceeding the consumers needs and wants The launch of each new product in the range has been facilitated by the success of previous ones. The products are tailor- made for the needs of each individual customer.


The UK parent company are looking at the idea of setting up Mo Jalone outlets and are keen to expand this tried and tested model through a limited number of franchise outlets. It is an effective way for a UK firm to use local knowledge to help to penetrate the Irish market. The Company plans to lend its considerable bank of knowledge and experience to would be entrepreneurs. The established business systems used in the UK would be maintained by each franchisee. The parent company would collect a start up fee and a royalty on sales but would allow individual franchisees to deal with the daily activities of running the outlets.

The parent company has chosen Ireland as a location due to its similar tastes ,customs and cultures as our near neighbours. Currency fluctuations between the Euro and Sterling are, however, a potential problem. The firm realises that problems such as the language barrier, the distance factor and barriers to trade between countries would prove to be a greater obstacle. The Mo Jalone brand sees an Irish economy that has experienced unprecedented economic growth as an ideal starting point before joining a global stage.


(A) Analyse the Product component of the Marketing Mix of the above firm.  Refer to the benefits of Branding and use relevant information from the above text in your answer
 (30 marks)

(B) Outline the benefits of Franchising for the above firm and the franchised outlets. Refer to the above text in your answer


                                                                                                                         (25 marks)

(C) Describe how the problems associated with International trade are relevant to the above firm. Refer to the above text in your answer


(25 marks)

(A)
Product: 

The product is aimed at the needs and wants of people who have the disposal income to treat themselves as a reward for their work efforts. It exceeds the needs and wants of consumers. Its unique selling point is the “fragrance combination”.

The brand is already associated with consistency and superb quality. It has a distinguishing mark that has already achieved market standout

Price

Innovative products like those in the above business that exceed the consumers needs and wants are always going to command a price that reflects prestige and uniqueness.
The products are tailor- made for the needs of each individual customer.

This would suggest price skimming which involves charging a higher price due to the novel nature of the product.

Place

This involves the physical transfer of the goods from the producer to the consumer. It is known as the channels of distribution. This brand is suited to the manufacturer to retailer channel.

The Mo Jalone exclusive range of innovative fragrances has just arrived in the more exclusive Irish department stores.
Promotion

The highlighting of the positive attributes of a product can be done through Advertising, Personal selling, Public Relations and Sales promotion.

This UK cosmetic brand targets the evergrowing pampering market whereby the consumer works hard and therefore can afford the luxurious range of tantalising beauty products on offer

It most likely would advertise on television and in up-market magazines.

It could trained beauty consultants to promote the product in store.

(B) Outline the benefits of Franchising for the above firm and the franchised outlets. Refer to the above text in your answer


                                                                                                                         (25marks)

Economies of scale

There are cost savings in areas such as centralised purchasing of stock, national advertising and promotions.

The Irish franchisee will also benefit from economies of scale in the area of central purchasing and through global advertising.

The producer will be able to shift more products.

Tried and tested formula

The business formula is tried and tested so there is less risk of the business failing.

There is instant brand recognition which boosts sales for the franchisee and boosts royalties for the franchisor

The parent company would collect a start up fee and a royalty on sales but would allow individual franchisees to deal with the daily activities of running the outlets.


Sole Agency

The franchisee has a guarantee that there will be no competition using the same name in specified area.

that it has a limited number of  Irish franchises  for a world famous range of exclusive cosmetics.

Training and advice from Franchisor

The management team receives valuable professional training and advice from the franchiser. The systems used in the parent company are adopted.

. The Company plans to lend its considerable bank of knowledge and experience to would be entrepreneurs. The established business systems used in the UK would be maintained by each franchisee.

(C) Describe how the problems associated with International trade are relevant to the above firm. Refer to the above text in your answer


(25 marks)

Purchasing power of consumers.

A major problem for producers engaging in International trade is evaluating how much the prospective consumer can afford to spend. This company has chosen Ireland as a starting point due to seeing an Irish economy that has experienced unprecedented economic growth

Language

A problem of expanding globally is the language barrier which adds to the costs i.e. translating instructions and modifying packaging

The parent company has chosen Ireland as a location due to its similar tastes ,customs and cultures as our near neighbours

Currency fluctuations

The absence of sterling from the Eurozone will pose problems as the two currencies have already fluctuated by 10% since 2002. This causes huge uncertainty in international trade.

Currency fluctuations between the Euro and Sterling are, however, a potential problem

Barriers to trade

Obstacles to trade such as quotas tariffs and embargoes tend to hinder trade outside of the European union.

These barriers erode a firms competitiveness and make it difficult for innovative firms.

The firm realises that problems such as the language barrier, the distance factor and barriers to trade between countries would prove to be a greater obstacle.
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Factors influencing the choice of distribution method.
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