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CAMBRIDGE IGCSE « Unit 1

Understanding Business Activity

Muc tiéu Unit: Muc dich va ban chat ctia hoat dong kinh doanh (nhu ciu, mong muén, yéu t6 san xuat,
chi phi co hoi, gia tri gia tdng); phan loai hoat dong kinh doanh theo khu vuc kinh té&; khu vuc tu nhan
va khu vuc coéng, cac loai hinh s& hitru doanh nghiép (tir hé kinh doanh ca thé dén cong ty c6 phan
dai chdng); tinh than khéi nghiép, lap ké hoach kinh doanh va rli ro; tang trudng va quy mod doanh
nghiép (sap nhap, thau tém, kinh t&/phi kinh té& theo quy md); muc tiéu kinh doanh va cac bén lién quan
(stakeholders).

1.1 The purpose and nature of business activity

Every society faces the basic economic problem: resources are scarce but human wants are unlim-
ited. Business activity exists to solve part of this problem by organising resources to produce goods
and services.

Needs, wants and factors of production

A need is something essential for survival (food, water, shelter, clothing); a want is something
people would like to have but which is not essential (a smartphone, a holiday, a second car).
Businesses satisfy both needs and wants by combining four factors of production:

e Land — natural resources (soil, minerals, water, forests); its reward is rent.
e Labour — the physical and mental effort of the workforce; its reward is wages/salaries.

e Capital — man-made resources used to produce other goods (machinery, tools, factories,
and money capital used to buy them); its reward is interest.

e Enterprise — the skill and willingness of an entrepreneur to combine the other three factors,
innovate and take on risk; its reward is profit.

GIAI THICH TIENG VIET

é hoéi ludn d6i mat vai van dé kinh té co ban: nguén luc khan hi€m nhung mong muén ctia con
ngudi 13 v han. Doanh nghiép ton tai dé té chirc 4 yéu té san xuat — dat dai (land), lao déng
(labour), vén (capital) va tinh than khéi nghiép (enterprise) — nham san xuat hang hoa/dich
vu ddp rng nhu ciu (need — thiét yéu cho su sdng) va mong muén (want — khong thiét yéu
nhung con ngudi khao khat). Mbi yéu t6 san xuat cé6 mot khoan "thu lao” twong (rng: dat dai
nhan tién thué (rent), lao dong nhan tién lvong (wages), von nhan tién |3i (interest), va doanh
nhan nhan lgi nhuan (profit) vi da ganh chiu rui ro.

Because resources devoted to one use cannot simultaneously be used elsewhere, every decision
made by a household, business or government involves an opportunity cost — the value of the next
best alternative that had to be given up. A firm that spends $2 million building a new warehouse
cannot use that same $2 million to launch a new product line in the same period; the forgone product
launch is the opportunity cost of the warehouse decision.
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Opportunity cost

A small manufacturer has $50,000 available. It can either (a) buy a new delivery van, which is
expected to save $8,000 a year in courier fees, or (b) invest in a new packaging machine, which
is expected to save $11,000 a year in labour costs. If the firm chooses the packaging machine,
the opportunity cost of that decision is the $8,000 a year in courier savings it gives up by not
buying the van — the value of the next-best alternative forgone.

1.1.1 Adding value

A business survives only if it can sell its output for more than the cost of the resources used to make
it. The difference is called added value (or value added):

Added value = Selling price — Cost of bought-in materials and components

Added value must be large enough to cover all other costs (labour, rent, marketing, interest)
and still leave a profit.

Ways a business can increase added value without necessarily raising its costs proportionally
include: building a strong brand customers trust and will pay more for; improving quality and relia-
bility; offering superior design or features; providing convenience (faster delivery, easier ordering);
excellent customer service; and innovation that makes the product hard to copy. Adding value is
one of the central ways a firm can escape pure price competition.

Calculating added value

A furniture workshop buys wood, foam and fabric for $40 per chair and turns them into a
finished armchair sold for $150.

Added value = 150 — 40 = $110

This $110 must cover labour, overheads (rent, electricity, machinery depreciation) and the
owner’s profit. If a rival workshop can source identical materials for $35 and still sell an equiv-
alent chair for $150, it has added $115 of value — $5 more per chair — perhaps through more
efficient production or a stronger brand.

GIAI THICH TIENG VIET

ia tri gia ting (added value) = gia ban — chi phi nguyén vat liéu/linh kién dau vao. Day |3 s6
tién con lai dé trang trai chi phi lao déng, chi phi van hanh va tao ra lgi nhuan. Doanh nghiép
c6 thé tang gia tri gia tang bang cach xay dung thuong hiéu manh, cai thién chat lugng, thiét
ké doc dao, su tién lgi va dich vu khach hang xuat sac — tir d6 tranh phai canh tranh thuan tuy
bang gia.

(') Loi thueng gdp: "Added value” is not the same as "profit”. Added value is selling price
minus only the cost of bought-in materials; profit is calculated only after all costs (labour, rent,
marketing, interest, tax) have also been deducted. A firm can have high added value per unit
yet still make a loss if its other overheads are too large.

1.2 Classification of business activity

Economic activity is grouped into sectors depending on how close the output is to its raw, natural
state.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 9
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Sector Activity Examples

Primary Extracting raw materials directly Farming, fishing, mining,
from nature forestry, oil extraction

Secondary Manufacturing and processing raw Car assembly, construction,
materials into finished or semi- food processing, textile manu-
finished goods facture

Tertiary Providing services to consumers Retailing, banking, insurance,
and to other businesses education, tourism, transport

Quaternary Knowledge-based research, infor- Software development, biotech-

mation technology and scientific nology research, consultancy
services (sometimes classed within
tertiary)

As a country develops economically, employment typically shifts primary — secondary — ter-
tiary/quaternary, a pattern often called de-industrialisation when it involves the secondary sector’s
share of output/employment shrinking in mature economies as manufacturing moves to lower-cost
countries and services expand.

Sector shift over time

In Country X, the share of the workforce employed in agriculture (primary sector) fell from
45% in 1980 to 8% in 2024, while the share employed in services (tertiary sector) rose from
25% to 68% over the same period. This reflects a typical pattern of economic development:
mechanisation reduces the number of workers needed on farms, while rising incomes increase
demand for services such as banking, healthcare, retail and tourism.

GIAI THICH TIENG VIET

oat dong kinh té duoc chia thanh cac khu vure (sectors): so cap (khai thac tai nguyén tho —
néng nghiép, khai khodng), thir cap (ché bién/san xuat — nha may, xay dung) va tam cap (dich
vu — ban 1€, ngan hang, du lich). M6t s6 nha kinh té con tach riéng khu vuc bac 4 (quaternary)
cho céc dich vu tri thirc/céng nghé cao. Khi mot qudc gia phat trién, lao dong thuong dich
chuyén tir so cap — thir cap — tam cap — hién tuong ty trong khu vuc thir cap gidm dan duoc
goi la phi cong nghiép hoa (de-industrialisation).

1.2.1 Private sector and public sector

The private sector consists of businesses owned and controlled by private individuals, operating
mainly to make a profit (sole traders, partnerships, limited companies). The public sector consists
of organisations owned and controlled by the government, usually to provide essential services to
citizens regardless of ability to pay (state schools, public hospitals, the police, national infrastruc-
ture). Governments may also run public corporations (state-owned enterprises) that operate more
commercially, such as a national postal service or railway.

Privatisation is the sale of a state-owned (public sector) organisation to private owners. Sup-
porters argue it increases efficiency and competition (removing the "soft budget” of govern-
ment subsidy); critics argue essential services may then prioritise profit over universal access,
and natural monopolies (e.g. water supply) may simply become private monopolies rather than
competitive markets.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 10
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1.2.2 Forms of business organisation in the private sector

Unincorporated businesses

Sole trader — a business owned by one person (though it may employ others). Advantages:
easy and cheap to set up, the owner keeps all profit, has full control, and can keep business
affairs private. Disadvantages: unlimited liability (personal assets are at risk if the business
fails), heavy workload/limited skills of one person, and difficulty raising large amounts of cap-
ital.

Partnership — a business owned by 2 to 20 (typically) partners who share capital, skills,
decision-making and (usually) profit according to a Deed of Partnership. Advantages: more
capital and skills than a sole trader, shared workload and risk. Disadvantages: usually unlim-
ited liability for ordinary partners, profit is shared, and disagreements between partners can
slow decisions.

Incorporated businesses — limited companies

An incorporated business has its own separate legal identity from its owners: it can own prop-
erty, sue and be sued in its own name, and — crucially — its owners (shareholders) have limited
liability: they can lose only what they invested in shares, not their personal possessions.

e Private limited company (Ltd) — shares are sold privately (to family, friends, or invited in-
vestors) and cannot be traded on a public stock exchange. Suitable for family businesses
wanting limited liability and outside capital while retaining close control over who becomes
a shareholder.

e Public limited company (Plc) — shares are offered to the general public and can be bought
and sold freely on a recognised stock exchange (after an Initial Public Offering, IPO). Able
to raise very large amounts of capital, but must publish detailed accounts, faces the risk of
an unwanted takeover by another investor buying up shares, and the original founders may
lose overall control as ownership becomes dispersed.

Sole trader Partnership Ltd / Plc

Liability Unlimited Usually unlimited Limited

Legal identity Same as owner Same as owners  Separate

Capital-raising Very limited Limited Ltd: moderate;
Plc: very high

Control Full Shared Shared / risk of
takeover (Plc)

Disclosure Minimal Minimal Must publish ac-
counts

Other important forms of organisation:

¢ Franchise — a franchisor (owner of an established brand, e.g. a fast-food chain) sells a franchisee
the right to trade under its name, using its business format, branding, supplies and support, in ex-
change for an initial fee and ongoing royalties. Franchisees benefit from a tested business model,
national advertising and lower failure rates than independent start-ups, but pay fees/royalties,
must follow strict rules, and share any negative publicity affecting the brand.

¢ Joint venture — two or more businesses agree to share the costs, risks and profits of a specific
project (e.g. two car manufacturers jointly developing a new battery technology), while each
partner remains an independent business overall.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 11
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e Co-operative — a business owned and democratically controlled by its members (e.g. workers
or consumers), each typically having one vote regardless of investment; profit is shared among
members, often in proportion to their trade with the co-operative rather than to capital invested.

¢ Social enterprise / charity — trades commercially like any business but reinvests most or all of its
surplus into a defined social or environmental mission rather than distributing it to owners.

The economics of a franchise

A franchisee pays a franchisor an initial fee of $30,000 plus an ongoing royalty of 6% of annual
revenue. In its first year, the franchised outlet generates $400,000 of revenue. Total first-year
royalty payment = 0.06 x 400,000 = $24,000, on top of the $30,000 initial fee — total cost of
the franchise relationship in year one = 30,0004 24,000 = $54,000. In exchange, the franchisee
benefits from an established, recognised brand, a tested business format, and typically head-
office support (training, bulk-purchasing deals, national advertising) that would be very costly
and risky to build from scratch as an independent start-up — historically, franchised outlets
have shown notably lower failure rates than independent new businesses in their first few
years.

GIAI THICH TIENG VIET
Nhuong quyén: bén nhan nhuong quyén tra phi ban dau (vi du $30,000) cong phi ban quyén
dinh ky (vi du 6% doanh thu hang ndm). Dai lai, ho dugc str dung thuwong hiéu da cé uy tin,
md hinh kinh doanh da dugc kiém chirng va hd trg tir bén nhuong quyén (dao tao, mua hang
s6 lwong 16N, quang cdo toan qudc) — giup gidm dang ké rai ro that bai so vai tu khai nghiép
doc lap.

- GIAI THICH TIENG VIET

Trach nhiém hiru han (limited liability): chu s& hiru chi cé thé mat téi da s6 vén da gop vao
cong ty néu cong ty pha san — tai san ca nhan (nha, xe) duoc bao vé. Ap dung cho cong ty
TNHH (Ltd) va cdng ty c6 phan dai chiang (Plc). Trach nhiém vo han (unlimited liability): cht hd
kinh doanh ca thé hodc thanh vién hop danh phai dung ca tai san ca nhan dé tra no néu céng
ty pha san — rui ro cao hon nhiéu. Céng ty Ltd ban c6 phan riéng tu (ban bé, gia dinh); céng
ty Plc niém yét va ban c6 phan rong rai trén san chirng khoan, huy dong duoc vén In hon
nhiéu nhung phai cong khai bdo cdo tai chinh va cé nguy co bi thiu tom (takeover). Nhuong
quyén thuong mai (franchise): bén nhuong quyén (franchisor) cho bén nhan nhuong quyén
(franchisee) stir dung thuong hiéu va mé hinh kinh doanh da duoc kiém chirng, déi lai phi ban
dau va phi ban quyén dinh ky.

(1) L6i thuweng gap: Do not say a sole trader "has no risk” or that a Ltd company ”is the same
as” a Plc. A sole trader carries the highest personal risk of all forms (unlimited liability), while
Ltd and Plc are both limited-liability companies but differ crucially in how their shares are sold
and traded — Ltd shares are private, Plc shares are publicly tradable on a stock exchange.

1.3 Enterprise, business planning and risk

An entrepreneur is a person who organises resources, innovates, and takes on the financial risk of
starting and running a business in the hope of earning profit — the reward for risk-bearing. Key
entrepreneurial qualities include creativity/innovation, determination, willingness to take calculated
risks, leadership, and resilience in the face of setbacks.
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Contents of a business plan. A comprehensive business plan typically includes: (1) an execu-
tive summary of the business idea; (2) a description of the product/service and what makes
it distinctive; (3) market research findings on target customers and competitors; (4) marketing
plan (how the 4Ps will be used to reach customers); (5) operations plan (how the product will
be made/delivered, and from where); (6) financial forecasts, including start-up costs, a cash
flow forecast, and a forecast income statement; and (7) the amount and source of finance
being requested.

The business plan

A business plan is a written document that sets out: the business idea and objectives; details
of the product/service and target market; the finance required and how it will be raised; a mar-
keting plan; and a cash flow forecast. It serves three purposes: (1) it forces the entrepreneur
to think through and test the viability of the idea before committing money; (2) it is almost
always required by banks or investors before they will lend money or invest; (3) it provides a
benchmark against which actual performance can later be measured.

1.3.1 Insurable and uninsurable risk

Not all business risk is the same. Insurable risk is a risk that can be quantified with reasonable
accuracy from historical data and transferred to an insurance company for a premium — e.g. the risk
of fire, theft, flood damage, or a workplace accident. Uninsurable (speculative) risk is a risk inherent
to normal business decision-making, which cannot be insured against because it depends on the
entrepreneur’s own choices and unpredictable market conditions — e.g. the risk that a new product
fails to attract customers, that a competitor undercuts the firm’s price, or that consumer tastes shift
away from the firm’s product. An entrepreneur must accept full exposure to uninsurable risk as an
unavoidable part of enterprise, while sensibly transferring insurable risks to an insurer to protect
against catastrophic one-off losses.

. GIAI THICH TIENG VIET

RUi ro c6 thé bao hiém (insurable risk): rui ro c6 thé dinh lwvong va chuyén giao cho cong ty
b3o hiém bang phi bao hiém (chay né, trom cap, tai nan lao dong). Rai ro khéng thé bao hiém
(uninsurable/speculative risk): rii ro gan lién véi quyét dinh kinh doanh théng thudng, khéng
thé bao hiém (sdn pham mdai that bai, d6i tha canh tranh gidm gia, thi hi€u khach hang thay
déi) — doanh nhan phai tu ganh chiu loai rai ro nay.

Common causes of new-business failure: poor cash flow management (running out of cash
even while "profitable” on paper); inadequate market research (misjudging demand); under-
capitalisation (starting with too little capital to survive the early loss-making months); poor
location; poor management experience/skills; and unexpected external shocks (a new com-
petitor, an economic downturn, rising costs).

Risk and potential reward are normally linked: a venture that promises very high returns (a com-
pletely new, unproven technology) typically also carries a high chance of failure; a safer venture
(opening another branch of an already-successful, proven shop format) offers a lower — but more
certain — return. Investors and lenders require higher potential rewards (higher interest rates, a
larger share of equity) to compensate them for taking on higher risk.

. GIAI THICH TIENG VIET
Doanh nhan (entrepreneur) | ngudi to chirc ngudn luc, déi mdi sang tao va chap nhan rui ro
tai chinh dé khai nghiép, déi lai 1a lgi nhuan. K& hoach kinh doanh (business plan) 13 van ban
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trinh bay y tudng, thi tredng muc tiéu, nguon von can thiét va du bao dong tién — gitp doanh
nhan kiém tra tinh kha thi va thudng 1a diéu kién bat budc dé vay vén ngan hang. Cac nguyén
nhan phd bién khién doanh nghiép mai that bai: quan ly dong tién kém, nghién ctru thi truong
khéng day du, thi€u von ban dau, vi tri kém va thiéu kinh nghiém quan ly. Rui ro cang cao
thuong di kem ky vong loi nhuan cang cao.

Risk and reward trade-off

An entrepreneur is choosing between two investments of $20,000: (a) government savings
bonds paying a guaranteed 3% a year, or (b) a start-up online retail venture with forecast returns
of 25% a year if successful, but a significant chance of losing the entire investment. Choice (a)
has virtually no risk and a low, certain reward ($600/year). Choice (b) has high risk (possible
total loss) but a much higher potential reward ($5,000/year if it succeeds) — illustrating why
riskier ventures must offer a higher expected return to attract investors willing to bear that
risk.

1.4 Setting up a business: practical considerations

Beyond writing a business plan, a new entrepreneur must address several practical issues before
trading can legally begin.

Legal registration — depending on the country and the chosen legal form, this may include
registering the business name, registering for tax purposes, and (for a limited company) filing
incorporation documents with the relevant national registry.

Insurance — protects the business against specific risks: public liability insurance (covers
claims if a member of the public is injured on the premises or by the firm’s product), employer’s
liability insurance (covers claims from injured employees), and property/asset insurance (cov-
ers fire, theft or damage to premises/stock).

Initial capital — start-up capital is needed not only for premises, equipment and initial inven-
tory, but also as a cash buffer to cover the (often loss-making) early months of trading before
the business becomes established.

Sources of advice — many entrepreneurs seek guidance from an accountant (tax and financial
structuring), a solicitor/lawyer (contracts, leases, legal form), a bank’s small-business advisor,
or government-run small-business support schemes and mentoring programmes.

. GIAI THICH TIENG VIET

Tru'é’c khi bat dau kinh doanh hop phap, doanh nhan can: dang ky kinh doanh (tén doanh
nghiép, ma sé thué, hoac ding ky céng ty), mua bdo hi€ém phu hop (bdo hiém trach nhiém
cdng cdng, bao hiém trach nhiém ngudi sir dung lao déng, bao hiém tai san), chuan bj du vén
ban dau (khéng chi cho mat bang/thiét bi ma con lam bo dém tién mat cho nhirng thang dau
c6 thé thua 16), va tim kiém tw van tir k& toan, luat su;, hodc cac chuong trinh hé trg doanh
nghiép nho cta chinh pha.

Estimating start-up capital needs

An entrepreneur opening a small café estimates: shop fit-out and equipment $18,000; initial
inventory (coffee, food, supplies) $3,000; three months’ rent in advance $9,000; insurance for
the first year $1,200; and a cash buffer of $6,000 to cover expected losses during the first
three loss-making months of trading. Total start-up capital required = 18,000 + 3,000 + 9,000 +
1,200 + 6,000 = $37,200. Underestimating any one of these components — especially the cash
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buffer for the loss-making start-up period — is a leading cause of new-business failure even
when the underlying business idea itself is sound.

1.5 Growth and size of business

Business size can be measured using several indicators: number of employees, capital employed,
annual sales revenue/turnover, or market share. No single measure is perfect — a capital-intensive
oil refinery may have huge turnover and capital employed but relatively few employees, while a
labour-intensive service firm may employ thousands with modest turnover.

Employees Annual revenue  Capital em-
ployed
Automated oil re- 180 $450,000,000 $800,000,000
finery
Regional 3,200 $28,000,000 $4,000,000
cleaning-services
firm

Comparing two firms by different measures gives contradictory impressions of "size”: by employee count the cleaning
firm is far larger, but by revenue and capital employed the capital-intensive refinery is dramatically larger — illustrating
why no single measure of business size is sufficient on its own.

. GIAI THICH TIENG VIET

Quy m6 doanh nghiép cé thé do bang nhiéu cach: s6 lwogng nhan vién, vén st dung, doanh
thu, hoac thi phan. Khong cé thudc do nao 1a hoan hao — mét doanh nghiép tham dung vén
(nhw nha may loc dau tu déng hoa cao) cé thé cé doanh thu va vén rat I6n nhung it nhan vién,
trong khi doanh nghiép tham dung lao dong (nhu céng ty dich vu vé sinh) c6 thé cé rat nhiéu
nhan vién nhung doanh thu khiém tén hon nhiéu.

Routes to growth

Internal (organic) growth — the firm reinvests its own retained profit to open new outlets,
launch new products, enter new markets, or expand capacity. This is generally slower, but
lower-risk, and the firm’s existing ownership and culture are preserved.

External growth — the firm grows by joining with another business, through a merger (two
firms agree, as roughly equal partners, to combine into one new organisation) or a takeover/ac-
quisition (one firm buys a controlling stake — over 50% of the shares — in another, which then
becomes a subsidiary). External growth is faster than organic growth but carries integration
risks (clashing cultures, redundant duplicate roles, unexpected liabilities of the acquired firm).

Rival baker Flour mill Café chaln Furniture
chain (supplier) | (retailer of its b manufacturer
ackwward/ar
m rtice PW
Bakery

(the acquiring firm)

Four directions of external growth from the viewpoint of an acquiring bakery: horizontal (same stage, same industry),
backward vertical (earlier stage, e.g. its flour supplier), forward vertical (later stage, e.g. a café chain that sells its bread),
and conglomerate/lateral (unrelated industry).
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Types of integration:

Horizontal — merging/taking over a firm at the same stage of production in the same industry
(two supermarket chains combine). Benefit: economies of scale, reduced competition, larger
market share.

Vertical backward — merging/taking over a firm at an earlier stage of the same production
chain (a bakery buys a flour mill). Benefit: control over input supply, quality and cost.

Vertical forward — merging/taking over a firm at a later stage (a bakery buys a chain of cafés).
Benefit: control over how/where the product reaches the final customer.

Conglomerate (lateral) — merging/taking over a firm in a completely unrelated industry. Ben-
efit: diversification — spreads risk across different markets, so a downturn in one market does
not sink the whole group.

- GIAI THICH TIENG VIET
Doanh nghiép tang trudng theo hai huéng: ting trudng ndi bd (organic) — tai dau tu loi
nhuan gilr lai d€ m& thém chi nhanh/san pham mdai; va tang trudng bén ngoai qua sap nhap
(merger) hoic thau tém (takeover). Bon ki€u tich hop: ngang (horizontal) — cling nganh, ciing
cong doan (d6i thu canh tranh); doc nguoc (backward vertical) — mua nha cung cap; doc xubi
(forward vertical) — mua nha phan phdi/ban 1&; t6 hop (conglomerate) — mua doanh nghiép
& nganh hoan toan khac dé da dang hoa rui ro.

1.5.1 Economies and diseconomies of scale
As a firm increases its scale of production, average (unit) cost often falls — these savings are called
economies of scale.
Types of economies of scale:
e Purchasing (bulk-buying) — buying raw materials in bulk at a discounted price per unit.

e Technical — large-scale, specialised, more efficient machinery/production lines that are only
viable at high output.

¢ Financial — larger, more established firms can borrow at lower interest rates and access a
wider range of finance.

e Managerial — large firms can afford specialist managers (a dedicated finance director, HR
director) rather than one generalist doing every job.

e Marketing — the cost of a national advertising campaign is spread over far more units sold,
lowering the advertising cost per unit.
e Risk-bearing — a large, diversified firm can spread risk across many products/markets.

Diseconomies of scale occur when a firm grows beyond its optimal size and average cost starts
to rise again: poor communication across a sprawling organisation, slower decision-making
(bureaucracy), low morale from workers feeling like "a small cog in a big machine” (alienation),
and duplication of effort/resources across departments.

Economies of scale — falling average cost

Firm A produces 20,000 units at a total cost of $300,000:

300,000

Average cost =
20,000

= $15 per unit.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 16



859359 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

After expanding, it produces 60,000 units at a total cost of $720,000:

720,000
60,000

Average cost = = $12 per unit.

Average cost has fallen by $3 per unit even though total cost has risen — output has tripled
while total cost only just over doubled, so the firm is benefiting from economies of scale.

Diseconomies of scale — rising average cost

Firm C produces 100,000 units at a total cost of $1,400,000: average cost =
1,400,000/100,000 = $14 per unit. After further expansion, it produces 160,000 units at a
total cost of $2,560,000: average cost = 2,560,000/160,000 = $16 per unit. Average cost has
risen by $2 per unit — output growth has been outpaced by cost growth, most likely because
the firm has become too large to manage efficiently (a classic sign of diseconomies of scale,
e.g. through communication breakdowns between distant sites).

. GIAI THICH TIENG VIET

Kinh t& theo quy md (economies of scale): khi san luong ting, chi phi binh quan/don vi GIAM —
nho mua nguyén liéu sé lvgng 1én (purchasing), may méc chuyén dung hiéu qua hon (technical),
vay von ré hon (financial), quan ly chuyén mon hoa (managerial), chi phi quang cdo duoc chia
déu trén nhiéu don vi hon (marketing), va phan tan rui ro (risk-bearing). Phi kinh té theo quy
mé (diseconomies of scale): khi doanh nghiép phat trién VUGT QUA quy md t6i wu, chi phi
binh quan c6 thé TANG tré lai do giao tiép kém hiéu qua, ra quyét dinh cham (quan liéu), nhan
vién mat dong luc (cdm gidc "banh rang nho trong c6 may 16n”), va trung 1ap ngudén luc.
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A long-run average cost curve: average cost falls as output rises (economies of scale) until the optimal scale is reached,
after which average cost begins rising again (diseconomies of scale).

Financial economies of scale

A small firm borrowing $200,000 is charged 9% annual interest by its bank (= $18,000/year),
reflecting the bank’s perception of higher risk from a small, less-established borrower. A large,
well-established firm in the same industry borrowing $5,000,000 is charged only 5% annual
interest (= $250,000/year) because of its stronger credit history, larger asset base to offer as
security, and greater bargaining power with lenders. Although the large firm pays far more
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in total interest, its interest rate — and therefore its cost of capital per dollar borrowed — is
substantially lower, a clear example of a financial economy of scale unavailable to the smaller
firm.

Despite these advantages of scale, small firms continue to survive and thrive by: serving a small
niche market too small to attract large competitors; offering highly personal service; having lower
overheads (no expensive head office); and being far more flexible and quick to adapt to changing
customer tastes than a large bureaucratic rival.

1.5.2 Evaluating organic versus external growth
When choosing a growth strategy, managers weigh cost, speed, risk and control against one another.

Comparing growth strategies financially

A regional bakery chain with 12 stores wants to double its store count. Option A (organic
growth): open 12 new stores itself over 4 years, financed from retained profit, at an estimated
cost of $150,000 per store = $1,800,000 total, spread over the period. Option B (takeover):
acquire a rival chain of 12 existing, already-trading stores immediately for $2,600,000. Option
A is cheaper in total and keeps full ownership/control, but takes 4 years and carries the risk
that new sites may take time to become profitable. Option B is far faster (immediate dou-
bling of scale, with an already-trained staff and existing customer base) but costs $800,000
more and carries integration risk (differing store layouts, systems, and staff cultures to merge).
Judgement: if the firm’s priority is speed (e.g. a competitor is rapidly expanding into the same
region), the higher cost of Option B may be justified; if the firm prioritises minimising cost/risk
and can tolerate a slower timeline, Option A is preferable.

GIAI THICH TIENG VIET

hi so sanh gilra tang trwdng ndi bo va tang trodng qua thiau tom, doanh nghiép can can
nhac: chi phi, téc do, rai ro va quyén kiém soat. Tang trudng ndi bd thudng ré hon va gilr
duoc quyén kiém soat nhung cham hon; thau tdm nhanh hon nhung tén kém hon va 6 rai ro
tich hop (khac biét van hod, hé théng).

1.6 Business objectives and stakeholders

A business objective is a specific, measurable goal the organisation aims to achieve, ideally set out
following the SMART framework:

SMART objectives: Specific (clearly defined, not vague), Measurable (progress can be tracked
with data), Achievable (realistic given the firm’s resources), Realistic (relevant to the overall
strategy), Time-bound (has a clear deadline). Example: "Increase market share from 12% to
15% within the next 18 months” is SMART; "become a better company” is not.

Typical business objectives include: survival (especially for a new or struggling firm), profit max-
imisation, growth (in sales, market share, or number of outlets), and increasingly social/ethical ob-
jectives such as reducing environmental impact or improving employee welfare. A firm’s objectives
commonly change over its lifecycle — a start-up prioritises survival, a growing firm prioritises market
share, and a mature market leader may prioritise maximising shareholder returns or protecting its
reputation.
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(1) L6i thueng gap: A mission statement (a broad, qualitative declaration of why an organi-
sation exists, e.g. "to inspire and nurture the human spirit”) is not the same as a business ob-
jective (a specific, measurable target, e.g. "open 50 new stores by 2027"). Never use the two
terms interchangeably in an exam answer — a mission statement cannot itself be "achieved”
or "measured” in the way an objective can.

1.6.1 Stakeholders

A stakeholder is any individual or group with aninterest in, or affected by, the activities and decisions
of a business.

Internal stakeholders (inside the organisation): owners/shareholders, managers/directors, em-
ployees.

External stakeholders (outside the organisation): customers, suppliers, lenders/banks, govern-
ment, the local community, and pressure groups.

Stakeholder Main interest Typical source of conflict
Shareholders  Higher dividends, rising share Want profit retained/distributed
price to them rather than reinvested or
spent on wages
Employees Job security, higher pay, good Higher wages raise costs and re-
conditions duce profit for shareholders
Customers Low prices, high quality Cost-cutting to raise profit can
reduce quality or raise prices
Suppliers Being paid promptly and in Buyer may delay payment or de-
full, repeat orders mand lower prices to cut its own
costs
Local commu- Local jobs, no pollution/noise  Firm may want to expand, relo-
nity cate, or cut costs in ways that

harm the area
Government Tax revenue, compliance with  Firm may seek to minimise tax or
law resist costly regulation

Because stakeholder interests frequently conflict, managers must constantly balance competing
demands — for example, shareholders wanting maximum dividends directly competes with employ-
ees wanting higher wages, since both come out of the same pool of profit before distribution.

. GIAI THICH TIENG VIET

Bén lién quan (stakeholder) 13 bat ky ca nhan/nhém nao cé lgi ich lién quan dén hoat déng cua
doanh nghiép. Bén lién quan ndi bd: chi s& hiru/cé dong, quan ly, nhan vién. Bén lién quan
bén ngoai: khach hang, nha cung cap, chinh phu, céng déng dia phuong, cac té chirc van déng
(pressure groups). Loi ich clia cac bén lién quan thudng mau thuan véi nhau — vi du ¢ déng
muén cd tirc cao hon trong khi nhan vién muén lwong cao hon, ca hai déu 13y tir cing mot
khoan lgi nhuan.

Analysing a stakeholder conflict

A supermarket chain announces it will close its loss-making town-centre store and relocate
operations to an out-of-town warehouse to cut costs. Shareholders are likely to support the
decision (lower costs, higher future profit). Employees at the town-centre store are negatively
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ENGLISH

affected (job losses, or having to relocate). The local community loses local jobs, footfall for
nearby shops, and possibly convenient access for elderly or car-less shoppers. This illustrates
how a single decision can benefit one stakeholder group while harming others — a good exam
answer identifies specific groups, explains why each is affected, and reaches a balanced judge-
ment.

1.6.2 Mapping stakeholder power and interest

Not all stakeholders have equal influence over a business decision. Managers often think about
stakeholders along two dimensions: how much power (ability to influence the outcome) a group
has, and how much interest (how much the decision actually matters to them) they have.

B Power and interest

A stakeholder with high power and high interest (e.g. a majority shareholder, or a major lender
in a highly indebted firm) must be actively managed and closely consulted, since they can
significantly affect — and are significantly affected by — the decision. A stakeholder with low
power and low interest (e.g. a distant member of the public unaffected by the decision) generally
requires only minimal monitoring. Employees typically have high interest (their jobs/pay are
directly affected) but, individually, limited power — unless organised collectively through a
trade union, which substantially increases their bargaining power.

. GIAI THICH TIENG VIET

Khoéng phai bén lién quan nao cling c6 anh hudng nhu nhau. Cé thé phan loai theo hai chiéu:
quyén luc (power) — kha nang tac dong dén quyét dinh, va loi ich (interest) — mirc dé quyét
dinh anh hudng dén ho. C6 dong I6n thudng cé quyén luc VA loi ich cao nén can duoc quan
ly/tham van chat ché; nhan vién don lé c6 lgi ich cao nhung quyén luc thap — trir khi té chire
thanh céng doan dé tang sirc manh thuong luong.

1.7 SWOT analysis and strategic decision-making

Before committing resources to a new venture or a major strategic decision, managers commonly
conduct a SWOT analysis — a structured review of internal and external factors.

SWOT analysis

Strengths — internal, positive factors the business can build on (e.g. strong brand, skilled staff,
low costs).

Weaknesses — internal, negative factors that put the business at a disadvantage (e.g. weak
cash position, poor location, outdated equipment).

Opportunities — external, positive factors the business could exploit (e.g. a growing market,
a competitor exiting, a new technology).

Threats — external, negative factors that could harm the business (e.g. new competitors, rising
costs, changing consumer tastes, new regulation).

Strengths and weaknesses are internal to the firm (things it can directly control or change);
opportunities and threats are external (things happening in the wider market/economy that
the firm cannot directly control, but must respond to).
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Strengths
(internal, positive)
e.g. strong brand,
skilled workforce

Weaknesses
(internal, negative)
e.g. weak cash flow,
poor location

Opportunities
(external, positive)
e.g. growing market,

Threats
(external, negative)

e.g. new competitors,

new technology rising costs

A SWOT grid: internal factors (strengths/weaknesses) sit above external factors (opportunities/threats).

Applying SWOT analysis

A family-run bakery considering opening a second branch conducts a SWOT analysis: Strength
— an excellent local reputation and loyal customer base built over 15 years. Weakness — the
owner has limited management experience running more than one site simultaneously. Op-
portunity — a nearby retail unit has just become available at a competitive rent in a growing
residential area. Threat — a large supermarket chain is opening a new in-store bakery counter
two streets away. The owner uses this analysis to decide to proceed, but to first hire an expe-
rienced assistant manager (addressing the weakness) before signing the new lease.

- GIAI THICH TIENG VIET
Phan tich SWOT: Diém manh (Strengths) va Diém yéu (Weaknesses) 12 cic yéu t6 ndi bd
(doanh nghiép co6 thé kiém soat); Co hdi (Opportunities) va Thach thire (Threats) 1a cac yéu
t6 bén ngoai (doanh nghiép khéng kiém soat duoc nhung phai phan (ng). SWOT gitp doanh
nghiép dua ra quyét dinh chién lugc cé can cir trede khi dau tu nguén luc.

(1) L6i thueng gap: A very common exam error is placing an external factor (e.g. "a new com-
petitor entering the market”) under "Weaknesses” instead of "Threats”, or an internal factor
(e.g. "outdated machinery”) under "Threats” instead of "Weaknesses”. Always ask first: is this
something the business itself controls (internal) or something happening in the wider environ-
ment (external)?

1.8 Aims, objectives, mission and vision

Business documents often distinguish several related but distinct terms:

Vision — a broad, aspirational statement of what the organisation ultimately wants to become
in the long run.

Mission statement — a broad, qualitative statement of the organisation’s core purpose and
values ("why we exist”).

Aims — general, medium-term goals that support the mission (e.g. "to become the region’s
most trusted furniture retailer”).

Objectives — specific, measurable, time-bound targets (ideally SMART) that support the aims
(e.g. "increase repeat-customer rate from 30% to 40% within 12 months”).

In practice, aims and objectives cascade down an organisation: a company-wide objective (e.g.
"grow overall revenue by 10%") is typically broken down into more specific departmental targets (e.g.
the marketing department’s objective to increase website conversion rate, the operations depart-

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 21



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

ment's objective to reduce production waste), so that every part of the business is working toward
the same overall direction.

GIAI THICH TIENG VIET
Tam nhin (vision): muc tiéu dai han, day khat vong cta té chirc. S& ménh (mission statement):
tuyén bé vé muc dich ton tai cét 16i. Muc dich (aims): muc tiéu trung han, chung chung, hé tro
si* ménh. Muc tiéu (objectives): chi tiéu cu thé, do ludng duoc, c6 thdi han (SMART), hé tro
muc dich. Cac muc tiéu cong ty thudng duoc chia nhé thanh muc tiéu riéng cho tirng phong
ban.

1.9 Corporate objectives, ownership and control

As firms grow, especially into Plc form, a separation often emerges between ownership (sharehold-
ers, who own the company) and control (professional managers/directors, who run it day-to-day).
This can create a principal-agent problem: managers (agents) may pursue objectives that benefit
themselves (large salaries, prestige, empire-building through acquisitions) rather than strictly max-
imising returns for shareholders (principals). Boards of directors, remuneration linked to company
performance, and shareholder votes at Annual General Meetings (AGMs) are all mechanisms used
to try to align managers’ behaviour with owners’ objectives.

- GIAI THICH TIENG VIET
Khi doanh nghiép phat trién |&n (d3c biét 1a cong ty Plc), thudng coé su tach biét gitra quyén sé&
hiru (c6 déng) va quyén ki€m soat (ban giam déc diéu hanh hang ngay). Diéu nay cé thé dan
dén van dé dai dién (principal-agent problem): nha quan ly cé thé theo dudi muc tiéu cé loi
cho ban than (lwong cao, uy tin) thay vi t6i da hoa loi ich cho c6 déng.

1.10 Practice and consolidation

Bai tap luyén tap

A bakery buys flour, sugar and butter for $120 and turns them into cakes it sells for $500 in
total. The value added is:

(A) $620 (C) $380
(B) $500 (D) $120

Lai giai chi tiét

Value added = selling price — cost of bought-in materials = 500 — 120 = $380. (C).

Bai tap luyén tap

Which factor of production earns interest as its reward?

L

(A) Land (C) Capital
(B) Labour (D) Enterprise

Lai giai chi tiét

Capital (money and man-made resources used to produce further goods) earns interest as its
reward. (C). (Land earns rent, labour earns wages, enterprise earns profit.)
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Bai tap luyén tap

Case study. A furniture retailer, ChocoDine Ltd, takes over CocoWood, a timber supplier that
provides its raw materials. This is an example of:

(A) Horizontal integration (C) Forward vertical integration

(B) Backward vertical integration (D) Conglomerate integration

Loi giai chi tiét
CocoWood is a supplier — an earlier stage in the same production chain — so this is backward
vertical integration. (B).

Bai tap luyén tap

Case study. Firm B produces 20,000 units at a total cost of $500,000. After doubling output
to 40,000 units, total cost rises to $720,000. Calculate the average cost per unit before and
after the change, and state whether the firm is experiencing economies or diseconomies of
scale.

Lai giai chi tiét

Before: 500,000/20,000 = $25/unit. After: 720,000/40,000 = $18/unit. Average cost has
fallen, so the firm is experiencing economies of scale (total cost rose, but by proportionally
less than output).

Bai tap luyén tap

Case study. A public limited company plans to close a loss-making factory and move pro-
duction to a lower-cost country. ldentify two stakeholder groups who would be negatively
affected, and explain one impact on each.

Lai giai chi tiét

Employees — lose their jobs/income and may struggle to find comparable work locally. Local
community — loses local spending power and possibly tax revenue, and local unemployment
rises. (Shareholders may instead benefit from lower costs and higher future profit — a strong
answer notes this conflict of interest between groups.)

Bai tap luyén tap

Which of the following best describes a private limited company (Ltd)?

(A) Shares can be bought by anyone on a (C) The owner has unlimited liability
stock exchange

(B) Shares are sold privately and cannot be (D) Itis owned and controlled by the govern-
traded on a public stock exchange ment

Loi giai chi tiét

A Ltd sells shares privately (family, friends, invited investors) and cannot list them on a public
exchange — that is reserved for a Plc. (B).
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Bai tap luyén tap

Case study. A sole trader, Mai, runs a small tailoring shop. Her accountant advises her to con-
vert the business into a private limited company. Explain one advantage and one disadvantage
to Mai of making this change.

Lai giai chi tiét

Advantage: Mai would gain limited liability — if the business failed, she would only lose the
capital she invested in shares, not her personal assets (house, savings), unlike as a sole trader
where liability is unlimited. Disadvantage: she would face greater administrative burden and
cost (the company must file annual accounts and follow more formal legal procedures), and
she would need to share some control if she brings in other shareholders.

Bai tap luyén tap

A local sports-drink manufacturer opens a small factory in a neighbouring town using retained
profit, without borrowing or bringing in new shareholders. This is best described as:

(A) External growth by merger (C) Internal (organic) growth
(B) External growth by takeover (D) Conglomerate integration

Loi giai chi tiet

Reinvesting the firm's own retained profit to expand, without joining with another firm, is
internal (organic) growth. (C).

Bai tap luyén tap

Case study. A car manufacturer merges with an unrelated luxury fashion house to diversify its
business interests. What type of integration is this, and state one advantage of this strategy
for the car manufacturer.

Loi giai chi tiét

This is conglomerate (lateral) integration — the two firms operate in entirely unrelated indus-
tries. Advantage: diversification spreads risk — if the car market experiences a downturn, the
fashion house’s performance is unlikely to be affected in the same way, protecting the group’s
overall profit.

Bai tap luyén tap

Which of the following is not normally classed as an economy of scale?

(A) Bulk-buying discounts on raw materials management layers
(B) Access to cheaper loans due to firm size (D) Spreading advertising costs over more

(C) Slower decision-making due to more units sold

Loi giai chi tiét

Slower decision-making from extra management layers is a diseconomy of scale (a cost of
being too large), not an economy of scale. (C).
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Bai tap luyén tap

Case study. Two competing airlines operating identical routes agree to merge into a single
company. What type of integration is this, and identify one likely benefit and one likely risk of
the merger.

Loi giai chi tiét

This is horizontal integration (same stage, same industry). Benefit: economies of scale (e.g.
combined purchasing power for fuel and aircraft, shared maintenance facilities) and reduced
competition on shared routes. Risk: potential clash of company cultures, duplicated roles lead-
ing to difficult redundancies, and possible regulatory investigation if the merger significantly
reduces competition on key routes.

Bai tap luyén tap

A charity sells hand-made crafts produced by disadvantaged workers, reinvesting all surplus
income into training programmes rather than paying it out to owners. This organisation is best
classified as a:

(A) Sole trader (C) Social enterprise

(B) Public limited company (D) Public corporation

Loi giai chi tiét

An organisation that trades commercially but reinvests its surplus into a social mission, rather
than distributing profit to private owners, is a social enterprise. (C).

Bai tap luyén tap

Case study. A national telecommunications company, formerly owned by the government, is
sold to private shareholders and listed on the stock exchange. Identify this process and explain
one argument for and one argument against it.

Lai giai chi tiét

This process is privatisation. Argument for: private ownership creates a profit incentive to
cut costs and become more efficient, and competition (if other private firms can also enter
the market) can lower prices/improve service for customers. Argument against: if the mar-
ket is a natural monopoly (e.g. national telecoms infrastructure is hard to duplicate), a private
monopoly may simply replace a public one, potentially raising prices or under-investing in un-
profitable rural areas that the government previously subsidised.

Bai tap luyén tap

A new entrepreneur has calculated that his café will not break even for its first eight months
of trading. Which of the following is the most relevant piece of information to include in his
business plan to help secure a bank loan?

(A) His favourite type of coffee bean (C) The colour scheme of the shop interior

(B) A cash flow forecast showing how he will
cover costs during the loss-making period (D) The name he has chosen for the café
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Loi giai chi tiét

Banks need to see how the business will survive the period before it becomes profitable — a
cash flow forecast demonstrates this directly and is central to assessing lending risk. (B).

Bai tap luyén tap

Case study. Explain two reasons why a new restaurant might fail within its first year of trading,
even though the food itself receives excellent customer reviews.

Loi giai chi tiét

(1) Poor cash flow management — even with good food and positive reviews, if the owner
does not manage the timing of cash inflows (customer payments) and outflows (rent, supplier
payments, wages) carefully, the business can run out of cash and be forced to close, despite
being profitable "on paper”. (2) Under-capitalisation — if the owner started with too little
capital, there may not be enough of a buffer to survive the first few months while the customer
base and reputation (reflected in the good reviews) are still building up, even before it becomes
consistently profitable.

Bai tap luyén tap

Which of the following is most likely to be an internal stakeholder of a business?

(A) A local resident living near the factory (C) A government tax inspector

(B) A shareholder who owns 5% of the com- (D) A customer who has never purchased
pany’s shares from the firm

Loi giai chi tiet

A shareholder is an owner of the business and therefore an internal stakeholder; residents,
government and (non-purchasing) customers are all external stakeholders. (B).

Bai tap luyén tap

Case study. A clothing manufacturer’s mission statement reads: "To dress the world respon-
sibly and beautifully.” Explain why this is not an example of a SMART objective, and rewrite it
as one.

Loi giai chi tiét

The mission statement is not SMART because it is not Specific or Measurable — there is no
way to check whether the firm has "dressed the world responsibly and beautifully”, and it has
no Time-bound deadline. A SMART rewrite might be: "Increase the proportion of recycled
materials used in our clothing range from 20% to 50% within the next three years” — this
is specific, measurable (percentage tracked), achievable/realistic (a defined target), and time-
bound (three years).

Bai tap luyén tap

A firm’s average cost per unit rises as it expands beyond its most efficient scale, mainly because
senior managers can no longer effectively communicate with, or coordinate, its many separate
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departments. This is best described as:

(A) Purchasing economies of scale (C) Technical economies of scale

(B) A diseconomy of scale (D) Vertical integration

Lo gidi chi tiét

Rising average cost caused by poor communication/coordination in an overly large organisa-
tion is a classic diseconomy of scale. (B).

Bai tap luyén tap

Case study. A small independent bookshop continues to survive and turn a modest profit in
a town that also has a large chain bookstore offering lower prices. Suggest two reasons why
the small bookshop is able to compete.

Loi giai chi tiét

(1) Niche/personal service — the small bookshop can offer highly personalised recommenda-
tions, host local author events, and build close relationships with regular customers in ways
the larger chain, focused on efficiency and standardisation, cannot easily replicate. (2) Flexi-
bility and lower overheads — with a much smaller premises and staff, the bookshop has lower
fixed costs and can adapt its stock quickly to local tastes, whereas the large chain’s decisions
are made centrally and more slowly.

Bai tap luyén tap

A firm’s directors approve a very large acquisition mainly because it will increase the size of
the company they personally manage (and therefore their own status and salary), even though
independent analysts believe it will not benefit shareholders. This scenario best illustrates:

(A) Diseconomies of scale (C) The principal-agent problem

(B) Franchising (D) Backward vertical integration

Lai giai chi tiét

Managers (agents) pursuing personal benefit (status, salary) rather than the interests of share-
holders (principals) is a textbook example of the principal-agent problem. (C).

Bai tap luyén tap

Case study. A soft-drinks company has fixed capital equipment costing $800,000 that pro-
duces 400,000 litres per year at a total cost (fixed plus variable) of $960,000. It is considering
an upgrade costing an additional $200,000 that would raise capacity to 700,000 litres per year
with a new total cost of $1,330,000. (a) Calculate the current average cost per litre. (b) Calcu-
late the average cost per litre after the upgrade. (c) Advise the company whether the upgrade
is worthwhile on cost grounds alone.
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Loi giai chi tiét

(a) Current average cost = 960,000/400,000 = $2.40 per litre.

(b) New average cost = 1,330,000/700,000 = $1.90 per litre.

(c) Average cost falls from $2.40 to $1.90 per litre — a saving of $0.50 per litre — so on cost
grounds alone the upgrade is worthwhile, provided the firm can actually sell the extra output
at a price above $1.90 per litre (the analysis only proves the upgrade lowers unit cost; it does
not by itself prove higher profit, which also depends on demand).

Bai tap luyén tap

Which combination correctly matches each factor of production with its reward?

(A) Land-wages, Labour-rent, Capital- (C) Land-profit, Labour-interest, Capital-
interest, Enterprise-profit wages, Enterprise-rent

(B) Land-rent, Labour-wages, Capital- (D) Land-interest, Labour-profit, Capital-
interest, Enterprise-profit rent, Enterprise-wages

Lai giai chi tiét

Land earns rent, Labour earns wages, Capital earns interest, Enterprise earns profit. (B).

Bai tap luyén tap

Case study. A gym chain considering entering a new city identifies: (i) it has an award-winning
fitness app used by existing members; (ii) it has never operated in this particular region before
and has no local brand recognition; (iii) a major rival gym in the target city has just announced
it is closing down; (iv) a new government tax on leisure-centre memberships is due to be in-
troduced next year. Classify each of (i)-(iv) as a Strength, Weakness, Opportunity or Threat.

Loi giai chi tiét

(i) Strength (internal, positive — an existing asset the firm can build on). (ii) Weakness (internal,
negative — a current limitation of the firm itself). (iii) Opportunity (external, positive — a change
in the market it could exploit). (iv) Threat (external, negative — a change in the environment
that could harm the business, entirely outside its control).

Bai tap luyén tap
Which of the following is an example of a SMART objective, rather than a vague aim or mission
statement?

(A) "To be the best company in our industry” (C) "To increase online sales revenue by 12%

(B) "To provide excellent value to our cus- sl e et L2 et

tomers” (D) "To make our customers happy”

Loi giai chi tiét

Only the third option is specific, measurable and time-bound (12%, within 12 months) —
the others are vague, unmeasurable aspirations typical of a mission statement rather than
a SMART obijective. (C).
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Bai tap luyén tap

Case study. Firm D produces 8,000 units at a total cost of $136,000. After investing in new
specialised machinery, it produces 8,000 units at a total cost of only $112,000 (same output,
lower cost, due to more efficient technology). (a) Calculate average cost before and after the
investment. (b) Which specific type of economy of scale does this best illustrate?

Loi giai chi tiét
(a) Before: 136,000/8,000 = $17 per unit. After: 112,000/8,000 = $14 per unit — average cost
falls by $3 per unit. (b) Because the cost saving comes from more efficient machinery/tech-

nology rather than from bulk-buying discounts, financing, or management structure, this best
illustrates a technical economy of scale.

Bai tap luyén tap

A logistics company merges with a firm that manufactures packaging materials it currently
buys from an external supplier. From the logistics company’s point of view, this is:

(A) Horizontal integration (C) Backward vertical integration

(B) Forward vertical integration (D) Conglomerate integration

Loi giai chi tiet

The packaging manufacturer is a supplier — an earlier stage in the logistics company’s supply
chain — so this is backward vertical integration. (C).

Bai tap luyén tap

Case study. A start-up owner writes: "Our vision is to become the most loved coffee brand in
the country.” Explain why this statement, on its own, would not satisfy a bank’s requirements
when assessing a loan application, and state what additional document the bank would expect
to see.

Loi giai chi tiét

This statement is a vision/mission statement — broad, aspirational and impossible to mea-
sure or verify — it says nothing about how much money is needed, how it will be spent, or
how/when it will be repaid. A bank would instead expect a full, detailed business plan, in-

cluding a cash flow forecast, a description of the target market and competition, and SMART
objectives, so that it can properly assess the risk of lending and the likelihood of being repaid.

Bai tap luyén tap

Two independent coffee shops in the same small town, each already profitable, agree to com-
bine into a single larger business, sharing ownership roughly equally. This is best described as
a:

(A) Takeover (C) Franchise

(B) Merger (D) Joint venture
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Loi giai chi tiét

Two firms agreeing, as broadly equal partners, to combine into one organisation is a merger (a
takeover instead involves one firm buying a controlling stake in another). (B).

Bai tap luyén tap

Case study. A national government is considering privatising its state-owned electricity gen-
eration company. ldentify one stakeholder group likely to support the decision and one stake-
holder group likely to oppose it, explaining each group’s reasoning.

Loi giai chi tiét

Likely to support: private investors/potential shareholders, who see an opportunity to profit
from owning a share of a large, essential utility company, and possibly taxpayers if privatisation
proceeds are used to reduce government debt or fund other public services. Likely to oppose:
existing employees, who may fear job losses or worse pay/conditions once the company is run
for profit rather than as a public service, and consumer/community groups, who may worry
that a privatised monopoly could raise electricity prices or reduce investment in less profitable
(e.g. rural) areas that the government previously subsidised.

Bai tap luyén tap

A majority shareholder who owns 60% of a company’s shares would be classified, on a pow-
er/interest map, as having:

(A) Low power, low interest (C) Low power, high interest

(B) High power, high interest (D) High power, low interest

Lai giai chi tiét

A majority shareholder can strongly influence company decisions (high power) and is directly
financially affected by them (high interest) — high power, high interest. (B).

Bai tap luyén tap

Case study. A regional bakery chain with 12 stores is considering doubling in size either by
opening 12 new stores itself over 4 years (total cost $1,800,000, financed from retained profit)
or by acquiring a rival 12-store chain immediately for $2,600,000 (financed by a new bank
loan). Recommend which option the firm should choose if its overriding priority is to respond
before a fast-expanding new competitor enters the region within the next 12 months. Justify
your answer.

Lai giai chi tiét

Recommendation: the takeover (Option B). Although it costs $800,000 more and requires
taking on new debt (raising financial risk), organic growth (Option A) would take 4 years —
far too slow to respond to a competitor expected to enter within 12 months. The takeover
immediately doubles the firm’s scale and market presence, allowing it to defend its position
before the new competitor can establish itself. The higher cost and integration risk are the
trade-off accepted in exchange for speed, which is the firm’s stated overriding priority in this
scenario.
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Bai tap luyén tap

A toy manufacturer's SWOT analysis lists "rising cost of imported plastic components due to
a new import tariff” as a factor. Where should this be placed on the SWOT grid?

(A) Strength (C) Opportunity
(B) Weakness (D) Threat

| Loi gidi chi tiét

A new import tariff is imposed externally by government and negatively affects the firm — it is
a Threat (external, negative), not a Weakness (which would need to be an internal factor). (D).

Bai tap luyén tap

Case study. An entrepreneur underestimates her start-up capital needs, budgeting only for
equipment and initial inventory but nothing to cover the first few loss-making months of trad-
ing. Explain, using the concept of under-capitalisation, why this is a serious risk even if her
business idea is fundamentally sound.

| Loi giai chi tiét

Almost all new businesses experience a period of low sales and high spending before becom-
ing established and profitable (matching the introduction stage of demand build-up). If the
entrepreneur has budgeted no cash buffer for this period, she may run out of cash and be
forced to close — even if the underlying business idea would eventually have become prof-
itable — purely because she is under-capitalised. This is one of the most common causes of
new-business failure, and highlights why a full cash flow forecast covering at least the first
several months (not just a one-off list of set-up costs) is essential when estimating start-up
capital.

Bai tap luyén tap

A small bakery buys insurance against the risk of fire destroying its premises, but its owner
accepts that no insurance policy can protect her against the risk that a new competitor’s shop
attracts away her regular customers. This distinction illustrates:

(A) Insurable risk (fire) versus uninsur- (C) Neither risk can ever be managed
able/speculative risk (losing customers

to competition) (D) Fire risk is uninsurable and competition

(B) Both risks are equally insurable risk is insurable

Loi giai chi tiét
Fire is a quantifiable, historically-data-supported risk that insurers price and cover (insurable
risk); losing customers to a competitor is an ordinary commercial/market risk inherent to run-

ning any business, which cannot be transferred to an insurer (uninsurable/speculative risk).
(A).
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Bai tap luyén tap

Case study. A small firm pays 9% annual interest on a $150,000 loan, while a much larger
competitor in the same industry pays only 5% annual interest on a $4,000,000 loan. (a) Cal-
culate the annual interest cost for each firm. (b) Explain, using a named type of economy of
scale, why the larger firm secures a lower interest rate.

Loi giai chi tiet

(a) Small firm: 150,000 x 0.09 = $13,500 per year. Large firm: 4,000,000 x 0.05 = $200,000 per
year.

(b) Despite paying far more in total interest, the large firm secures a lower interest rate due to a
financial economy of scale — its size, established credit history, and larger asset base (offering
more security to lenders) give it greater bargaining power and lower perceived risk in the eyes
of banks, compared with the smaller, less-established firm.

Bai tap luyén tap

On a long-run average cost curve, the point at which average cost is at its lowest, before
diseconomies of scale begin to set in, is known as the firm’s:

(A) Break-even point (C) Margin of safety
(B) Optimal scale (D) Contribution point

Loi giai chi tiet

The output level at which average cost is minimised, before diseconomies of scale cause it to
rise again, is the firm’s optimal scale. (B).

Bai tap luyén tap

Case study. A logistics company'’s insurance policy covers warehouse fire and theft, but explic-
itly excludes any loss of profit caused by a rival firm launching a cheaper competing delivery
service. Explain why insurance companies structure policies this way.

Lai giai chi tiét

-

Insurance relies on insurers being able to estimate the probability and average cost of a spe-
cific, definable event (such as fire or theft) using historical data across many policyholders,
allowing them to price a fair premium and still make a profit overall. The risk of a competitor
undercutting prices is an ordinary, unavoidable commercial risk faced by every business, is not
a discrete, datable "event”, and its likelihood/cost cannot be reliably estimated in the same
statistical way — insurers would have no reliable basis for pricing such a policy, and cover-
ing it would effectively guarantee firms against the normal risks of operating in a competitive
market, undermining the entire purpose of competition and enterprise.
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1.10.1 Extended case study: Fresca Foods Ltd

Bai tap luyén tap

Extended case study. Fresca Foods Ltd is a private limited company that manufactures fruit
juices, founded 9 years ago by two friends, Aisha and Ben, who remain the only two share-
holders. The company currently produces 400,000 litres per year at a total cost of $680,000.
Aisha wants to convert the business into a public limited company (Plc) to raise $3,000,000
for a new factory that would raise capacity to 900,000 litres per year at a forecast total cost
of $1,215,000. Ben is concerned about losing control of the company they built together. A
rival juice producer has recently approached Fresca Foods suggesting the two firms merge.

(a) Calculate Fresca Foods’ current average cost per litre.

(b) Calculate the forecast average cost per litre after the expansion, and state whether the firm
would benefit from economies of scale.

(c) Explain one advantage and one disadvantage to Ben of converting the company to a Plc.
(d) A rival firm has proposed a merger. Identify the type of integration this would represent,
and explain one reason Aisha and Ben might accept it as an alternative to converting to a Plc.
(e) Identify two stakeholder groups (other than Aisha and Ben) who would be affected by the
decision to expand, and explain one likely impact on each.

| Lo gidi chi tiét
(a) Current average cost = 630,000,/400,000 = $1.70 per litre.

(b) Forecast average cost = 1,215,000/900,000 = $1.35 per litre. Average cost falls by $0.35
per litre even though total cost rises — output more than doubles (125% increase) while total
cost rises by a smaller proportion (78.7% increase), so the firm would benefit from economies
of scale.

(c) Advantage to Ben: the Plc conversion would allow the company to raise the full $3,000,000
needed for the new factory (likely far more than a private Ltd could raise from a small group
of private investors), funding the expansion without relying entirely on debt. Disadvantage
to Ben: issuing shares to the public would dilute his and Aisha’s ownership stake and voting
control — as more shares are sold to outside investors, the two founders’ combined percent-
age ownership falls, and the company becomes vulnerable to an unwanted takeover if enough
shares end up in a single rival’s hands.

(d) Merging with another juice producer at the same stage of production, in the same industry,
is horizontal integration. Reason to accept: a merger could deliver similar economies of scale
and increased market share/reduced competition without needing to give up control to po-
tentially thousands of new public shareholders (as a Plc conversion would) — the two original
owners might retain a larger combined stake in the merged company than they would after a
full public share sale.

(e) Employees: the expansion is likely to create new jobs at the larger factory, benefiting exist-
ing and new staff, though it may also require retraining to operate new/larger-scale equipment.
Local community: the larger factory could bring more local employment and economic activity
to the area, but may also raise concerns about increased traffic, noise, or environmental impact
(e.g. water use, packaging waste) from a juice-processing plant nearly tripling its output.

Bai tap luyén tap

A business’s aims are best described as:
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(A) Specific, measurable, time-bound targets (C) A one-off snapshot of the balance sheet

(B) General, medium-term goals that support (D) A method of calculating break-even out-
the organisation’s overall mission put

Lai giai chi tiét

Aims are general, medium-term goals supporting the mission; SMART objectives (not aims) are
the specific, measurable, time-bound targets. (B).

Bai tap luyén tap

Case study. A private limited company (Ltd) with four shareholders wants to raise $8,000,000
for a major overseas expansion — far more than its current shareholders can provide and more
than a typical bank would be willing to lend unsecured. Explain why converting to a public
limited company (Plc) may be the most realistic way to raise this specific amount, and identify
one risk this conversion would introduce.

Loi giai chi tiét

A Plc conversion allows the company to sell shares on a public stock exchange to a very large
pool of potential investors (rather than a small private circle), making it realistic to raise very
large sums such as $8,000,000 that would be difficult for a private Ltd (limited to private in-
vestors) or a single bank loan (limited by the lender’s risk appetite and the value of available
security) to provide alone. Risk introduced: the wide public sale of shares increases the risk
of an unwanted takeover, since a rival or activist investor could potentially acquire a large
enough stake to gain significant influence or even control over the company, and the original
owners’ combined ownership share is diluted.

Bai tap luyén tap

Which of the following is most likely to be classified as an internal (rather than external) stake-
holder of a manufacturing company?

(A) A local river authority monitoring factory (C) A national trade regulator
discharge

(B) The company’s own production manager (D) A rival firm in the same industry

Lai giai chi tiét

The production manager is employed by, and works inside, the company — an internal stake-
holder. The other three are all external parties affected by or monitoring the company from
outside. (B).

Bai tap luyén tap

Case study. A conglomerate group owns a food manufacturer, an insurance company, and a
chain of gyms — three entirely unrelated businesses. During a severe downturn in the food
manufacturing industry, the group’s overall annual profit falls by only 4%, even though the
food manufacturing division’s profit falls by 35%. Explain, using a relevant concept from this
unit, why the group’s overall profit is so much more stable than its food division alone.
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ENGLISH

Loi giai chi tiét

This illustrates the risk-bearing benefit of conglomerate (lateral) diversification: because the
group'’s three businesses operate in entirely unrelated industries, a severe downturn specific
to food manufacturing is unlikely to affect the insurance and gym businesses in the same way
(and may not affect them at all). The group’s overall profit is therefore an average across three
largely independent performances, which smooths out the impact of any single division’s poor
year — a core reason firms pursue conglomerate integration despite the added complexity of
managing very different types of business under one group.

Bai tap luyén tap

Which type of business organisation is most likely to be democratically controlled by its mem-
bers, with each member typically holding one vote regardless of how much capital they have

invested?
(A) Public limited company (Plc) (C) Co-operative
(B) Sole trader (D) Multinational company

Lai giai chi tiét

A co-operative is owned and democratically controlled by its members, typically on a one-
member-one-vote basis, unlike a Plc where voting power is normally proportional to share-
holding. (C).

Bai tap luyén tap

Case study. A partnership of three architects wants to expand by inviting a fourth, highly
experienced architect to join as an equal partner, sharing capital, profit and unlimited liability
equally among all four. Explain one advantage and one disadvantage of this specific route to
growth, compared with simply hiring the experienced architect as a salaried employee instead.

Lai giai chi tiét

Advantage of making them a partner (rather than an employee): the firm gains not just their
skills but also their additional capital contribution and full commitment/motivation that comes
from shared ownership and profit (rather than a fixed salary regardless of the firm’s perfor-
mance), and shares the workload and risk-bearing across a fourth equal partner. Disadvan-
tage: the three existing partners must now share profit with a fourth partner (reducing each
existing partner’s share of total profit, even if overall firm profit rises), and — because partner-
ships typically carry unlimited liability — each partner remains personally exposed to a larger
scale of financial risk as the business grows, compared with simply paying the architect a fixed,
capped salary as an employee.

Bai tap luyén tap

A government decides to sell a majority stake in the previously state-owned national airline
to private investors via the stock exchange. Which of the following is the most likely direct
benefit to the government of this decision?

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 35



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

(A) The airline immediately becomes unprof- losses (if any)

itable C .
(C) The airline is legally required to lower all

(B) The government receives a large one-off its ticket prices

cash sum from the sale and is relieved
of ongoing responsibility for the airline’s (D) Air travel demand automatically falls

Loi giai chi tiét

Privatisation typically generates a substantial one-off cash receipt for the government from
the sale of shares, while transferring ongoing financial responsibility (and any future losses) to
private owners. (B).

Bai tap luyén tap

Case study. A small, family-run vineyard has survived for 40 years despite competition from
large, mass-market wine producers offering much lower prices. Using relevant concepts from
this unit, explain two reasons why a small firm like this can continue to compete successfully
against much larger rivals.

Lai giai chi tiét

(1) Niche market focus — the vineyard likely targets a small, specific segment of wine drinkers
who value authenticity, provenance, and a personal/artisanal story that a large, mass-market
producer (focused on economies of scale and low unit cost) cannot easily replicate, allowing
the vineyard to charge premium prices to a loyal customer base rather than compete purely
on price. (2) Lower overheads and greater flexibility — as a small, family-run operation, the
vineyard likely has far lower fixed costs (no large head office, no extensive management hi-
erarchy) and can adapt quickly to changing tastes or opportunities (e.g. a new wine style,
a direct-to-consumer online sales channel) far more nimbly than a large, bureaucratic mass-
market competitor with many layers of decision-making to work through.

1.11 Business ethics and social responsibility: an introduction

Beyond pursuing profit, businesses increasingly consider their broader impact on stakeholders and
society. Business ethics refers to applying moral principles (honesty, fairness, respect) to business
decision-making, even where the law does not strictly require it.

Ethical behaviour can include: paying suppliers fairly and promptly, being honest in advertising
claims, treating employees with respect and paying a fair wage, and avoiding practices that
exploit vulnerable customers (e.g. deliberately confusing pricing or contract terms). Acting
ethically can raise short-term costs (e.g. paying above the legal minimum wage) but often builds
long-term customer trust, brand reputation and employee loyalty — while acting unethically
(even if technically legal) risks serious reputational damage if it becomes public, potentially
causing far greater financial harm than the short-term cost saved.

The cost of an ethical lapse

A food company is found to have used a cheaper, lower-quality ingredient than advertised on
its packaging, which was legal but misleading. Once discovered and publicised, the company
loses a major supermarket contract worth $2,000,000 per year and must spend $400,000 on

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 36



859359 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

a corrective advertising campaign to rebuild trust — a total cost of $2,400,000 in the first year
alone, vastly exceeding the modest saving originally made from using the cheaper ingredi-
ent. This illustrates why short-term unethical decisions, even when technically legal, can be
extremely costly once exposed.

. GIAI THICH TIENG VIET

Pao dirc kinh doanh (business ethics) |13 viéc 4p dung cac nguyén tic dao dirc (trung thuc,
coéng bang, ton trong) vao quyét dinh kinh doanh, ngay ca khi phap luat khéng bat buéc. Hanh
déng phi dao dirc (du hop phap) co6 thé gay thiét hai tai chinh nghiém trong hon nhiéu so véi
khoan tiét kiém ban dau, mét khi bi céng khai va dnh hudng dén uy tin thuwong hiéu.

Bai tap luyén tap

Case study. A clothing retailer discovers that switching to a slightly cheaper overseas fab-
ric supplier, who is known to underpay workers relative to international standards but does
not break any local law, would save $180,000 per year. Evaluate whether the retailer should
proceed with the switch purely on cost grounds.

,

While switching suppliers would be legal and would save $180,000 per year, it raises a clear
ethical concern (underpaying workers relative to international standards), and the retailer
should weigh this against potential reputational risk: if customers, journalists, or campaign
groups later publicise the poor labour standards in its supply chain, the retailer could face a
boycott, loss of major retail partnerships, or costly corrective PR/CSR spending — potentially
far exceeding the $180,000 annual saving, as seen in the food company example above. Eval-
uation: the retailer should not decide on cost grounds alone; it should independently verify
the supplier’s actual labour practices and consider whether the reputational and ethical risk is
proportionate to the relatively modest cost saving, particularly if the retailer’s brand identity
or existing customer base places value on ethical sourcing.

Bai tap luyén tap

Which of the following is the clearest example of a business acting ethically, beyond what the
law strictly requires?

(A) Paying exactly the legal minimum wage (C) Voluntarily paying above the legal mini-
required by law mum wage and funding safety improve-
ments beyond what regulation requires

(B) Meeting the minimum legal safety stan- (D) Advertising a product using only factually
dard and no more accurate, legally compliant claims

Lai giai chi tiét

Going beyond the legal minimum (voluntarily paying more, investing in extra safety beyond
regulatory requirements) is the clearest example of ethical behaviour exceeding the legal base-
line. (C).
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1.12 Measuring and comparing business performance

Beyond ratio analysis (covered in depth in Unit 5), managers use a range of non-financial performance
indicators to judge how well a business is meeting its objectives.

Common non-financial performance indicators include: customer satisfaction scores (from
surveys or reviews), employee satisfaction/labour turnover (Unit 2), market share (Unit 3),
product quality/defect rates (Unit 4), and environmental/CSR indicators (e.g. carbon emis-
sions per unit produced). No single measure captures overall business success — a firm might
be highly profitable in the short term while damaging its long-term reputation (poor customer
satisfaction, high staff turnover), so managers typically monitor a balanced range of both fi-
nancial and non-financial indicators together.

Financial success masking non-financial problems

A retailer reports record annual profit of $4,200,000, up 18% on the previous year. However,
the same vyear, its customer satisfaction score falls from 82% to 61%, and its labour turnover
rate rises from 15% to 38%. The strong profit figure alone would suggest the business is
thriving, but the sharp declines in customer satisfaction and rising staff turnover are serious
warning signs of underlying problems (e.g. cost-cutting that has damaged service quality or
staff morale) that could threaten the firm's future profit if left unaddressed — illustrating why
relying on a single financial measure of success can be misleading.

GIAI THICH TIENG VIET
Ngoai cac ty so tai chinh, doanh nghiép con theo doéi cac chi sé phi tai chinh: mirc do hai long
cla khach hang, ty I& nghi viéc ctia nhan vién, thi phan, ty 18 16i sdn pham, va cac chi s6 moi
truding/CSR. M6t doanh nghiép c6 thé cé loi nhuan cao trong ngan han nhung van tiém an rai
ro néu cac chi so phi tai chinh (hai long khach hang, gilt chan nhan vién) dang xau di — vi vay
nha quan ly can theo déi mét tap hop can bang ca chi sé tai chinh 1an phi tai chinh.

Bai tap luyén tap

Case study. A gym chain reports profit growth of 22% this year, but its online review rating
has fallen from 4.3 to 2.9 out of 5, and three of its five regional managers have resigned in the
past six months. Explain why the board should not be reassured by the profit figure alone, and
suggest one non-financial metric the board should investigate further.

Loi giai chi tiét

The board should not be reassured by profit growth alone because the sharp fall in review
ratings and the loss of the majority of its regional management team are serious warning signs
that could be masking underlying problems — for example, the profit growth might have come
from short-term cost-cutting (e.g. reduced staffing, deferred equipment maintenance) that
is damaging customer experience and driving away experienced managers, rather than from
genuine, sustainable improvement in the business. If these underlying problems are not ad-
dressed, they are likely to undermine future profit once the current cost-cutting effect fades
or customers act on their dissatisfaction (e.g. cancelling memberships). Metric to investi-
gate: customer churn/membership cancellation rate, which would reveal whether declining
satisfaction is already translating into lost customers, a leading indicator of future revenue
problems.
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ENGLISH

Bai tap luyén tap

Which of the following best explains why managers should track a balanced range of both
financial and non-financial performance indicators, rather than profit alone?

(A) Non-financial indicators are always more ture performance

important than profit . o ) .
) (C) Financial indicators are illegal to publish
(B) Profit can look strong in the short term

even while underlying problems (e.g. (D) There is no meaningful relationship be-
falling customer satisfaction, high staff tween financial and non-financial indica-
turnover) are building up, threatening fu- tors

Loi giai chi tiet

Non-financial problems (falling satisfaction, rising staff turnover) can exist beneath an appar-
ently strong current profit figure, later threatening future financial performance if left unad-
dressed — hence the need for a balanced set of indicators. (B).

1.13 Consumer behaviour and adding value revisited

Returning to the concept of added value introduced earlier in this unit, understanding why customers
are willing to pay more for one product than an apparently similar rival helps explain almost every
strategic decision covered elsewhere in this book — from branding (Unit 3) to CSR (Unit 6).

Added value across the whole business

Two coffee shops buy identical beans at the same $3/kg cost, brewing cups that cost $0.40
each in ingredients. Shop A sells its coffee for $2.50 (added value = 2.50 — 0.40 = $2.10
per cup) in a plain, functional setting with no loyalty scheme. Shop B, using the exact same
ingredients, sells its coffee for $4.20 (added value = 4.20 — 0.40 = $3.80 per cup) by investing
in an inviting atmosphere, skilled baristas, a loyalty app, and a strong local brand reputation
for quality and community involvement (a form of CSR). Shop B earns $1.70 more added value
per cup than Shop A from identical raw ingredients — demonstrating concretely how brand,
service, atmosphere and reputation (not the physical product cost) are often the true drivers
of a firm'’s ability to add value and earn higher profit margins.

GIAI THICH TIENG VIET
mi’/.’ du trén cho thay: hai quan ca phé dung nguyén liéu giong hét nhau nhung quan B tao ra gia
tri gia tang cao hon $1.70/c6¢c nhd dau tu vao khéng gian, nhan vién pha ché lanh nghg, (rng
dung khach hang than thiét va uy tin thuwong hiéu dia phuong — cho thay thuong hiéu, dich
vu va danh tiéng (ch&r khong phai chi phi nguyén liéu vat ly) thuong mai 1a yéu té thuc su tao
ra gia tri gia ting va lgi nhuan cao hon cho doanh nghiép.

Bai tap luyén tap

Case study. A furniture maker buys raw timber for $60 per table and sells the finished, un-
branded table for $150 (added value = $90). A rival furniture maker uses identical timber and
joinery techniques, but sells its finished table — branded, with a 10-year guarantee and free
assembly service — for $260. (a) Calculate the rival’s added value per table. (b) Explain two
specific reasons the rival is able to add so much more value from identical raw materials.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 39



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

(a) Rival’s added value = 260 — 60 = $200.

(b) (1) Branding — a recognised, trusted brand name allows the rival to charge a premium
price that an unbranded, generic product cannot command, even if the underlying materials
and construction are identical. (2) Additional service/guarantee — the 10-year guarantee (re-
ducing perceived risk for the customer) and free assembly service (added convenience) are
valuable benefits layered on top of the physical product itself, for which customers are willing
to pay significantly more, even though these services add relatively little to the rival's own raw
material cost.

1.14 Business growth and methods of expansion

Most successful businesses aim to grow over time, since growth can bring economies of scale,
greater market power, higher profits in absolute terms, and enhanced status/security for owners
and managers. Growth can be pursued through two broad routes.

Organic (internal) growth vs. external growth

Organic growth (also called internal growth) is expansion achieved through a firm’s own re-
sources and trading activity — opening new branches, launching new products, reinvesting
retained profit, or expanding into new markets — without combining with another business. It
is generally slower but lower-risk, and allows the firm to grow at a pace it can manage, keeping
full control in the hands of existing owners.

External growth is expansion achieved by joining with, or acquiring, another business —
through a merger (two firms agreeing to combine, usually as roughly equal partners, to form
a single new organisation) or a takeover/acquisition (one firm buys a controlling stake in an-
other, which may be unwilling — a hostile takeover). External growth is faster than organic
growth, but carries higher risk: cultures may clash, integration is complex and costly, and the
price paid to acquire a firm may exceed its true underlying value.

Types of integration in external growth:

Horizontal integration — merging with or acquiring a firm at the same stage of produc-
tion in the same industry (e.g. two supermarket chains merging). Benefits: instantly in-
creased market share, elimination of a direct competitor, cost savings from combining head-
office/administrative functions.

Vertical integration — merging with or acquiring a firm at a different stage of the same supply
chain. Backward vertical integration means acquiring a supplier (e.g. a bakery buying a flour
mill), securing input supply and cutting out the supplier’s profit margin. Forward vertical inte-
gration means acquiring a business closer to the final customer (e.g. a manufacturer buying a
retail chain), gaining more control over how the product is sold and a larger share of the final
selling price.

Conglomerate integration — merging with or acquiring a firm in a completely unrelated indus-
try, primarily to diversify risk: if one industry experiences a downturn, profits from the other,
unrelated industry may remain stable, smoothing the group’s overall performance.

Evaluating a horizontal merger

Two regional bakery chains, each with a 14% share of the same local bread market, agree to
merge. Immediate effect: the combined firm’'s market share becomes 14+ 14 = 28% overnight
— a scale of growth that would likely take years to achieve organically. Potential benefit:
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closing one of the two head offices could save an estimated $800,000 per year in duplicated
administrative costs. Potential risk: if the two chains have very different working cultures (e.g.
one highly centralised, one highly delegated), integrating staff, systems and suppliers could
prove costly and slow, and some customers loyal to one of the original brands may be lost if
branch closures or rebranding follow the merger.

. GIAI THICH TIENG VIET

Tang trudng ndi bd (organic growth): ma& rong bang chinh ngudn luc ctia doanh nghiép (m&
chi nhanh méi, ra sdn pham mdi, tai dau tu loi nhuan) — cham hon nhung it rti ro hon. Tang
trudng bén ngoai (external growth): m& rong bang cach sap nhap (merger) hodc thiau tém
(takeover) doanh nghiép khac — nhanh hon nhung rdi ro cao hon (xung dot van hoa, chi phi
hop nhat). Sap nhap theo chiéu ngang (horizontal): cung nganh, cing cong doan (tang thi
phan ngay 1ap tirc). Sap nhap theo chiéu doc (vertical): khac cong doan trong ciing chudi cung
ng — nguoc dong (backward) 1a mua nha cung cap, xudi dong (forward) la mua kénh phan
phdi/ban 1&. Sap nhip tap doan (conglomerate): nganh hoan toan khac nhau, cht yéu dé phan
tan rai ro.

Franchising as a growth method

A successful independent coffee shop owner wants to expand nationally but lacks the capital to
open 40 new branches herself. Instead, she franchises the business: independent franchisees
pay an initial franchise fee (e.g. $25,000) plus an ongoing royalty (e.g. 6% of each branch’s
revenue) in exchange for the right to use her proven brand, recipes, and operating systems.
Benefit to the franchisor: rapid growth in the number of branches without needing to raise or
risk her own capital for each new site, since each franchisee funds their own branch. Benefit
to the franchisee: they get a tested, already-successful business format with a recognised
brand and lower failure risk than starting a completely new, unproven business from scratch.
Drawback to the franchisor: less direct day-to-day control over how each branch is actually
run, and a share of profit is permanently given up as royalties rather than kept in full.

. GIAI THICH TIENG VIET

Nhuong quyén thuong mai (franchising): mot hinh thirc tang trudng bén ngoai, trong dé bén
nhuong quyén (franchisor) cho phép bén nhan quyén (franchisee) sir dung thuong hiéu va
md hinh kinh doanh da thanh céng, déi lai mét khoan phi ban dau va phi ban quyén dinh ky
(thuwdng tinh theo % doanh thu). Franchisor ting trudng nhanh ma khéng can bo von cho tirng
chi nhanh mai, nhung mat mét phan lgi nhudn va quyén kiém soat truc tiép.

Bai tap luyén tap

Two firms in the same industry, at the same stage of production, agree to combine into a single
company. This is an example of:

(A) Vertical integration (C) Conglomerate integration
(B) Horizontal integration (D) Organic growth

Loi giai chi tiét
Combining with a firm at the same stage of production in the same industry is horizontal
integration. (B).
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ENGLISH

Bai tap luyén tap

Case study. A furniture retailer decides to acquire the timber-processing mill that supplies
most of its raw materials, aiming to secure supply and reduce costs. (a) Identify the specific
type of integration this represents. (b) Explain one benefit and one risk of this decision for the
retailer.

Lai giai chi tiét

(a) Acquiring a supplier (a business at an earlier stage of the same supply chain) is backward
vertical integration.

(b) Benefit: the retailer secures a reliable supply of timber and can cut out the mill’s profit
margin, potentially lowering its own input costs. Risk: the retailer now has to manage an
unfamiliar business (timber milling) outside its core retail expertise, and if the mill's own costs
are poorly controlled, the retailer bears that risk directly rather than being able to simply switch
to a cheaper alternative supplier.

Bai tap luyén tap

A large corporation that manufactures steel acquires a completely unrelated chain of fitness
gyms in a different country, primarily to spread risk across unrelated markets. This is an ex-
ample of:

(A) Horizontal integration (C) Conglomerate integration

(B) Backward vertical integration (D) Forward vertical integration

Loi giai chi tiét

Combining with a firm in a completely unrelated industry, mainly to diversify/spread risk, is
conglomerate integration. (C).

1.15 Choosing a business location

Where a business chooses to locate its premises can significantly affect its costs, access to cus-
tomers, and long-run competitiveness.

Key factors influencing a location decision include: cost (rent/land prices, local wage rates,
which are often far lower in some regions than others); proximity to market (closer to cus-
tomers reduces delivery time/cost — especially important for perishable goods or services
requiring face-to-face contact); proximity to suppliers/raw materials (reduces transport cost
and delay, especially for heavy or bulky inputs); availability of a suitably skilled workforce; in-
frastructure (transport links, reliable utilities); and government incentives (grants, tax breaks
offered to attract businesses to a particular region, often areas of high unemployment).

Weighing cost against market access

A bakery is choosing between a cheap out-of-town unit (rent $18,000/year, but an estimated
$40,000/year in lost sales due to lower footfall) and a much more expensive town-centre unit
(rent $70,000/year, but no loss of footfall-driven sales). Out-of-town total effective cost =
18,000 + 40,000 = $58,000. Town-centre total effective cost = $70,000 (rent only, no footfall
loss). Comparing the two, the out-of-town site is actually the cheaper overall option once
the lost sales from reduced footfall are taken into account (58,000 < 70,000), even though
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its rent alone looks far cheaper still — illustrating why location decisions must weigh the full
commercial impact, not just the most visible cost (rent).

GIAI THICH TIENG VIET
Cac yéu t6 anh hudng dén quyét dinh dia di€ém kinh doanh: chi phi (gia thué, tién luong dia
phuong), khodng cach dén thi trudng/khach hang, khoang cach dén nha cung cap/nguyén liéu,
nguoén lao déng c6 ky nang phu hop, co s& ha ting, va cac uvu dai cta chinh phu. Vi du trén
cho th3y can so sanh téng chi phi thuc t&€ (bao gdm doanh thu bi mat do vi tri kém thuan loi),
chr khéng chi so sanh tién thué mat bang.

Bai tap luyén tap

Case study. A logistics firm is choosing a new warehouse location. Site X has cheap
land ($40,000/year) but is 90 minutes from the nearest motorway, adding an estimated
$65,000/year in extra fuel and driver-hour costs. Site Y costs $95,000/year in land but sits
directly beside the motorway with no extra transport cost. Calculate the total effective annual
cost of each site and recommend which the firm should choose.

Loi giai chi tiét
Site X total effective cost = 40,000 + 65,000 = $105,000. Site Y total effective cost = $95,000
(no extra transport cost). Since 95,000 < 105,000, Site Y is the cheaper option overall despite

its higher land cost, once the extra transport costs of the more remote Site X are properly
accounted for.

1.16 Writing a business plan

Before starting a business, most entrepreneurs prepare a formal business plan — a written document
setting out the objectives, strategy and finances of a proposed venture.

A typical business plan includes: a description of the business idea/product; the target mar-
ket and evidence of demand (often from market research); the proposed marketing strategy;
details of key personnel and their relevant experience; an outline of operations (how the prod-
uct will be made/delivered); and financial forecasts (start-up costs, a cash flow forecast, and a
break-even analysis).

A business plan is valuable because it forces the entrepreneur to think through problems be-
fore they cost real money, and because banks and outside investors will almost always require
a credible plan before agreeing to lend or invest — it is central evidence used to judge whether
a proposed venture is likely to succeed and whether the entrepreneur has genuinely thought
through the risks involved.

Using a business plan to secure start-up finance

An entrepreneur wants to open a small bakery, requiring $60,000 of start-up capital: $35,000
for equipment and fit-out, and $25,000 as a cash-flow buffer for the first six months of trading
before the bakery reliably breaks even. She has $15,000 of her own savings and needs to
raise the remaining $45,000. Her business plan includes market research showing strong local
demand (a survey of 200 nearby residents found 68% would regularly buy from a new local
bakery), a break-even analysis showing the bakery needs to sell 340 items per week to cover
its costs (well below the estimated realistic capacity of 900 items per week), and a detailed 12-
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month cash flow forecast. Presenting this evidence-based plan to her bank, rather than simply
asking for a loan with no supporting detail, significantly improves her chances of securing the
$45,000 loan, since it demonstrates she has carefully researched demand and thought through
the financial risks rather than relying on optimism alone.

GIAI THICH TIENG VIET
mRé' hoach kinh doanh (business plan) 1a van ban trinh bay y tuéng, thi truong muc tiéu, chién
lwoc marketing, nhan su chi chét, ké hoach van hanh va du bao tai chinh (chi phi khai nghiép,
du bao dong tién, phan tich hoa von) ctia mot doanh nghiép mai. K& hoach kinh doanh gitp
doanh nhan suy nghi ky cac van dé truéc khi ton tién that, va hau nhu ludn 13 yéu cau bat budc
d€ ngan hang/nha dau tu xem xét cho vay hoic dau tu.

Bai tap luyén tap

Which of the following is least likely to be a core component of a formal business plan?

(A) A cash flow forecast and break-even (C) The entrepreneur’s favourite holiday des-
analysis tination

(B) Evidence of market research supporting (D) An outline of how the product will be
demand for the product made or delivered (operations)

Loi giai chi tiet

A business plan focuses on the business idea, market, operations, personnel and finances —
an entrepreneur’s personal holiday preferences are irrelevant. (C).

Bai tap luyén tap

Case study. An entrepreneur needs $50,000 to launch a mobile car-valeting business:
$20,000 for equipment and a van, and $30,000 as a cash-flow buffer. She has $10,000 of
her own savings. Her business plan shows break-even at 25 valets per week, against an esti-
mated realistic capacity of 70 valets per week. (a) Calculate how much additional finance she
needs to raise. (b) Explain one reason a bank would be more likely to lend to her given the
evidence in her plan.

Loi giai chi tiét

(a) Additional finance needed = 50,000 — 10,000 = $40,000.

(b) The break-even point (25 valets/week) is well below her estimated realistic capacity (70
valets/week), giving the bank concrete evidence that the business is likely to be able to com-

fortably cover its costs and generate a surplus, rather than relying on unsupported optimism
— reducing the bank’s perceived risk of lending.
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Muc tiéu Unit: Dong luc lam viéc tai noi 1am viéc (thuyét Taylor, Maslow, Herzberg va cac phuong phap
dai ngd tai chinh/phi tai chinh); co ciu té chirc va quan ly (so dbé té chirc, tim ki€m soat, phan quyén,
phong cach lanh dao); tuyén dung, tuyén chon va dao tao nhan su; cac hinh thdc viéc 1am va luat lao
dong; truyén théng trong doanh nghiép.

2.1 Motivation at work

Motivation is the will or desire of an employee to work hard and effectively. A well-motivated work-
force tends to be more productive, produce higher-quality work, show greater flexibility/willingness
to accept change, and have lower labour turnover (the rate at which employees leave and must
be replaced) and lower absenteeism. Poor motivation raises recruitment/training costs (through
turnover), reduces output quality, and can damage customer service.

Key motivation theories

F.W. Taylor (Scientific Management, early 1900s): believed workers are motivated mainly by
money. Jobs should be broken down into simple, repetitive tasks that can be timed and mea-
sured, and workers should be paid according to output (piece-rate) to maximise productivity.
Taylor’s approach assumes close supervision and tight managerial control.

Abraham Maslow (Hierarchy of Needs, 1943): argued people are motivated by satisfying a
hierarchy of needs, in order, from the bottom up:

1. Physiological — food, water, warmth, a living wage.

2. Safety — job security, a safe working environment, a pension.
3. Social/belonging — friendship and teamwork at work.

4. Esteem — recognition, status, respect from others.
5

. Self-actualisation — reaching one’s full potential, creative/challenging work.

Once a lower need is satisfied, it stops motivating and the individual seeks to satisfy the next
level up.

Frederick Herzberg (Two-Factor Theory, 1959): distinguished between hygiene factors (pay,
working conditions, company policy, job security, relationships with supervisors) — these do
not motivate, but their absence causes dissatisfaction — and motivators (achievement, recog-
nition, the work itself, responsibility, advancement/growth) — these are what genuinely create
job satisfaction and drive extra effort. Herzberg’s research directly challenged Taylor’s view:
he found that pay alone rarely motivates beyond removing dissatisfaction.
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Esteem needs (recognition, status)

Social needs (teamwork, belonging)

Safety needs (job security, safe conditions)

Physiological needs (food, water, wages)

Maslow’s hierarchy of needs: once a lower level is satisfied it stops motivating, and the individual is driven to satisfy the
next level up.

. GIAI THICH TIENG VIET

Taylor cho rang con ngudi chi lam viéc chdm chi vi tién — chia nhé cong viéc, tra lwong theo
san pham (piece-rate) dé t6i da hod ndng suat. Maslow xép nhu cau con ngudi theo thap 5
bac: sinh ly — an toan — xa héi — duoc tén trong — tu thé hién ban than — khi mot bac
duoc thod man, con ngudi tim cach thod man bac tiép theo. Herzberg tach biét yéu té duy tri
(lwong, diéu kién 1am viéc — chi ngan suw bat man, KHONG tao dong luc) khdi yéu to tao dong
luc that su (duoc cong nhan, dugc giao trach nhiém, dugc phat trién ban than) — va nghién
clru clia dng da phan bac quan diém cda Taylor rang tién 3 dong luc duy nhat.

Elton Mayo — the Hawthorne studies

Elton Mayo’s famous Hawthorne experiments (1920s-30s) found that workers’ productivity
rose when researchers simply paid them more attention — being observed, consulted and
organised into teams — regardless of the specific physical changes being tested (e.g. lighting
levels). This became known as the Hawthorne effect and led Mayo to conclude that social
factors — feeling valued, being consulted, and belonging to a supportive team — are powerful
motivators, reinforcing the idea (later built on by Maslow and Herzberg) that money alone does
not fully explain human motivation at work.

- GIAI THICH TIENG VIET
Elton Mayo (thi nghiém Hawthorne) phat hién rang ning suat lao dong tang Ién don gian khi
nguoi lao dong dugc chid y va tham gia vao nhom lam viéc — goi |a hiéu irng Hawthorne. Diéu
nay cing c6 quan diém rang cac yéu td xa hdi (dugc quan tam, dugc tham van, cdm gidc thudc
vé mot nhém) 1a dong luvc manh mé, khong chi riéng tién bac.
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2.1.1 Methods of motivation in practice

Financial methods: time-rate (paid per hour worked), salary (fixed annual amount, paid
monthly), piece-rate (paid per unit produced), commission (paid per sale made — common for
sales staff), bonus (extra one-off payment for meeting a target), profit-sharing (a share of com-
pany profit distributed to staff), share ownership schemes (employees receive/buy company
shares), and performance-related pay (PRP) (pay linked to an appraisal of individual perfor-
mance).

Non-financial methods: job enrichment (giving more challenging, meaningful tasks and greater
responsibility — directly linked to Herzberg's motivators), job rotation (moving employees be-
tween different tasks to reduce boredom), job enlargement (adding more tasks of a similar level
of responsibility), empowerment (giving employees genuine authority to make decisions about
their own work), teamworking (organising staff into semi-autonomous teams responsible for
a whole area of work), and praise/recognition schemes.

Comparing piece-rate and time-rate pay

A worker is paid $2 piece-rate per unit assembled and completes 180 units in a week:

Wage = 2 x 180 = $360.
An alternative time-rate job pays $12/hour for a guaranteed 40-hour week:
Wage = 12 x 40 = $480, regardless of output.

Piece-rate rewards high individual output and effort but gives the worker no income security
if output falls (illness, machine breakdown, weak demand); time-rate gives secure, predictable
income but may not motivate the worker to produce beyond the minimum acceptable standard.

Job enrichment vs. job enlargement

A call-centre worker currently only answers routine customer queries. Under job enlarge-
ment, she is additionally asked to log complaints and update customer records — more tasks,
but at the same level of skill/responsibility. Under job enrichment, she is instead trained to
independently resolve complex complaints and authorise refunds up to $200 without man-
ager approval — this gives her greater responsibility and decision-making authority, which (per
Herzberg) is far more likely to genuinely motivate her, rather than simply adding more repeti-
tive tasks.

. GIAI THICH TIENG VIET

Phuong phap tai chinh: luong theo gio (time-rate), lvong c6 dinh (salary), lvong theo san
pham (piece-rate), hoa héng (commission), thudng (bonus), chia loi nhuan (profit-sharing), s&
hiru c6 phan, lwvong theo hiéu suat (PRP). Phuong phap phi tai chinh: 1am gidu céng viéc —
job enrichment (giao nhiéu trach nhiém hon, gin véi dong luc that su theo Herzberg), luan
chuyén céng viéc (job rotation), m& rong cong viéc (job enlargement — thém viéc nhung ciing
murc trach nhiém), trao quyén (empowerment), lam viéc nhom, khen thudng/cong nhan.

2.1.2 Measuring motivation: labour turnover and absenteeism

Because motivation itself is hard to observe directly, businesses commonly track two measurable
indicators of workforce morale.
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Labour turnover rate — Number of staff leaving in a year « 100
Average number of staff employed

Number of working days lost to absence

: : 100
Total number of working days available %

Absenteeism rate =

High labour turnover raises recruitment and training costs (replacing and retraining leavers),
disrupts teamwork/continuity, and can indicate poor motivation, poor management, or un-
competitive pay. High absenteeism directly reduces output/productivity and can place strain
on remaining staff who must cover the workload.

Calculating labour turnover

A retail chain employed an average of 250 staff last year; 45 staff left during the year.

4
Labour turnover rate = 2—550 x 100 = 18%.
If the industry average labour turnover rate is 12%, this firm's rate of 18% is notably higher than
average, suggesting a possible motivation, pay, or management problem worth investigating
(e.g. through staff exit interviews).

GIAI THICH TIENG VIET
y lé nghi viéc (labour turnover rate) = s6 nhan vién nghi viéc trong ndm / s6 nhan vién trung
binh x 100. Ty lé vang mit (absenteeism rate) = s6 ngay cong bi mat do vang mat / téng s6
ngay cong co thé 1am viéc x 100. Ty |é nghi viéc cao lam tang chi phi tuyén dung/dao tao lai
va c6 thé phan anh van dé vé dong luc [am viéc hodc quan ly.

2.2 Organisation and management

An organisational chart is a diagram showing the formal structure of a business: who reports to
whom, and the different departments/functions.

Hierarchy — the number of levels of authority within an organisation, from the most senior to
the most junior. Chain of command — the line of authority and communication running from
the top of the hierarchy down to the bottom. Span of control — the number of subordinates
who report directly to one manager. A wide span of control (many direct reports) tends to
produce a flatter structure with fewer hierarchy levels; a narrow span produces a taller structure
with more levels. Delegation — a manager passing down the authority to carry out a task to
a subordinate, while the manager retains ultimate responsibility for the outcome. Delayering
— removing one or more layers of management from the hierarchy, usually to cut costs and
speed up decision-making, which widens the span of control of the managers who remain.
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Managing
Director
Production Marketing Finance HR
Manager Manager Manager Manager
Production
Supervisor
—
‘ Workers ‘ ‘ Workers ‘

A typical organisational chart. The Managing Director’s span of control is 4 (four managers report directly); the chain of
command runs from Managing Director down through the Production Manager and Supervisor to the workers.

Delayering and span of control

A company has 400 staff arranged across 5 hierarchy levels below the Managing Director,
with an average span of control of 4 at each level. To cut costs, the board removes one entire
layer of middle management (delayering from 5 levels to 4), while keeping the total workforce
at 400. Because the same number of staff must now be supervised by fewer managers, the
average span of control for the remaining managers must widen. This typically lowers manage-
ment salary costs and can speed up decision-making (a shorter chain of command), but risks

overloading the remaining managers and reducing the level of individual supervision each sub-
ordinate receives.

GIAI THICH TIENG VIET

Tam kiém soat rong (nhiéu nhan vién bao cdo truc tiép cho mot quan ly) — co cau phang (it
cap bac). Tam kiém soat hep — co cau cao, nhiéu ting (nhiéu cip bac). Uy quyén (delegation):
quan ly giao quyén hanh cho cap dudi thuc hién nhiém vu, nhung van gilr trach nhiém cudi
cung. Cat giam tang quan ly (delayering): bé bt mét hodc nhiéu cap quan ly, khién tam kiém
soat clia cac quan ly con lai RONG hon.

2.2.1 Centralisation and decentralisation

In a centralised structure, decision-making power is concentrated at the top of the organisation
(head office/senior management); this ensures consistent, controlled decisions but can be slow and
may ignore local knowledge. In a decentralised structure, decision-making authority is spread out
to lower levels/local branch managers; this allows faster, more locally-appropriate decisions and can
improve staff motivation (empowerment), but risks inconsistent decisions across the organisation
and requires trust in the competence of local managers.

2.2.2 Types of organisational structure

Besides the traditional hierarchical (functional) chart shown above, businesses may adopt other
structures depending on their size, product range and culture.
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Functional structure — staff are grouped by the department/specialism they work in (produc-
tion, marketing, finance, HR), each headed by a functional manager reporting to a senior di-
rector. Clear specialisation and career paths, but departments can become "silos” that fail to
communicate well with one another.

Matrix structure — staff are drawn from different functional departments to work together
temporarily on a specific project or product, reporting to both their usual functional manager
and a project/product manager for the duration of the project. Encourages cross-departmental
collaboration and flexibility, but the "two bosses” arrangement can create unclear lines of au-
thority and conflicting priorities for staff.

Managing Director

{ Production ‘ Marketing ‘ Finance ‘ HR }

Project Manager
(New Product X)

A matrix structure overlay: staff seconded from Production, Marketing and Finance (dashed lines) report to both their
usual functional manager and the Project Manager for the duration of "New Product X".

GIAI THICH TIENG VIET

o cau theo chirc nang (functional structure): nhan vién nhom theo phong ban chuyén moén
(san xuat, marketing, tai chinh) — chuyén mén hoa ré nhung dé tao "6¢ ddo théng tin” gilra cac
phong ban. Co’ cau ma tran (matrix structure): nhan vién tir nhiéu phong ban khac nhau cliing
lam viéc tam thdi cho mot du an, bdo cdo cho CA quan Iy chirc ning LAN quan ly dy an —
khuyén khich hop tac lién phong ban nhung cé thé gdy nham Ian vé quyén chi dao do ¢6 "hai
sép”.

2.2.3 Appraisal and performance management

Appraisal is the formal, periodic review of an employee’s performance against agreed targets, usually
conducted by their direct manager. A well-run appraisal identifies achievements, agrees future tar-
gets/objectives, and identifies training needs — and often feeds directly into decisions on pay rises,
bonuses or promotion (particularly under a performance-related pay scheme). Poorly-run appraisals
(infrequent, purely critical, with no follow-up support) can demotivate staff rather than improve per-
formance — Herzberg's theory would predict that appraisal focused on recognition and constructive
development (a motivator) is far more effective than appraisal used purely to criticise (which risks
becoming a source of dissatisfaction).

. GIAI THICH TIENG VIET

Danh gia hiéu suat (appraisal) la viéc xem xét dinh ky, chinh thirc vé hiéu suat lam viéc cla
nhan vién so v&i muc tiéu da thong nhat — thuwong anh hudng truc ti€p dén quyét dinh tang
lwong, thudng hodc thing chire. Danh giad hiéu qua can tap trung vao cdng nhan va phat trién
(theo Herzberg) thay vi chi trich thuan tuy.
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2.2.4 Leadership styles

Autocratic — the leader retains all decision-making power, gives one-way instructions, and
expects obedience without consultation. Fast decisions, but low staff morale/motivation and
no benefit from employees’ own ideas. Suited to crisis situations or unskilled/inexperienced
workforces needing close direction.

Democratic — the leader consults employees and encourages two-way communication before
reaching a decision. Improves staff motivation and often produces better decisions (drawing
on employee expertise), but is slower and can be difficult if consensus cannot be reached.
Laissez-faire — the leader gives minimal direction, allowing employees to make their own de-
cisions about how work is carried out. Works well with highly skilled, self-motivated, experi-
enced teams (e.g. research scientists), but can lead to a lack of direction, coordination prob-
lems, and poor outcomes with an inexperienced workforce.

- GIAI THICH TIENG VIET
Phong cach lanh dao déc doan (autocratic): quyét dinh nhanh nhung khéng tham khao y kién
nhan vién, dé gy bat man — phu hop tinh huéng khan cap. Dan chu (democratic): tham khao
y ki€n nhan vién, tao dong luc tét hon nhung chdm hon. Tu do (laissez-faire): quan ly can
thiép t&i thiéu — phu hop déi ngii c6 chuy&n mén cao, tu giac, nhung dé thiéu dinh huéng néu
doi ngli chua co kinh nghiém.

2.3 Recruitment, selection and training

The recruitment and selection process

1. Identify the vacancy and write a job description — the duties, responsibilities and reporting
line of the role.

2. Write a person specification — the qualifications, skills, experience and personal qualities
the ideal candidate should have.

3. Advertise the vacancy internally (to existing staff) and/or externally (job websites, news-
papers, recruitment agencies).

4. Candidates submit an application form or CV (curriculum vitae/resume).
5. Shortlist candidates against the person specification.

6. Selection: interviews, and sometimes tests (aptitude tests, psychometric tests, assessment
centres, work-trial days) and reference checks.

7. Offer the role and complete an induction programme once the candidate accepts.

Internal recruitment (filling a vacancy by promoting/transferring an existing employee):
cheaper and faster (no external advertising), the candidate is already familiar with the firm’s
systems/culture, and it can motivate other staff by showing a path for promotion. Disadvan-
tages: limits the pool of new ideas/skills entering the firm, and creates another vacancy that
itself must be filled.

External recruitment (advertising outside the firm): brings in fresh ideas, skills and experience
the firm may lack internally, and widens the pool of candidates. Disadvantages: slower and
more expensive (advertising, interviewing, induction), and the candidate is an unknown quan-
tity in terms of fit with the firm’s culture.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 51



BENO.}SHO Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

Job description vs. person specification

For a Marketing Manager vacancy: the job description states duties such as "plan and man-
age the annual marketing budget”, "supervise a team of four marketing assistants”, and "report
directly to the Managing Director”. The person specification states requirements such as "min-
imum 5 years’ marketing experience”, "a relevant business/marketing degree”, and "strong ana-
lytical and communication skills”. The job description defines what the job involves; the person

specification defines who should be able to do it.

- GIAI THICH TIENG VIET
Quy trinh tuyén dung: viét bAn md ta cong viéc (job description) — nhiém vu, trach nhiém; va
ban tiéu chuan (rng vién (person specification) — ky nang, bang cap can cé. Tuyén dung ndi
bd (thang chirc nhan vién hién cd) ré, nhanh, tao dong luc nhung thi€u y tudng mdéi va tao ra vi
tri tréng khac. Tuyén dung bén ngoai mang lai y tudng/ky nang mai nhung cham va ton kém
hon.

2.3.1 Training

Induction training — introduces a new employee to the workplace: company policies, health
and safety procedures, colleagues, and their specific role. Reduces the time needed to become
productive and lowers early labour turnover.

On-the-job training — learning while actually working, typically supervised/mentored by an
experienced colleague. Relatively cheap, directly relevant to the actual job, and the trainee
remains productive to some degree — but the trainer’s own productivity temporarily falls, and
bad habits can be passed on if the mentor’s own practice is poor.

Off-the-job training — training away from the normal workplace, e.g. college courses, external
workshops, online courses. Offers broader, more transferable/theoretical skills and expert
instruction, but is costly (course fees plus lost output while the employee is away) and there
is a risk the trained employee later leaves for a competitor (taking the investment in training
with them).

(') Loi thueng gdp: Do not describe induction training as being the same as ongoing "on-
the-job training” — induction is a one-off orientation for a new employee, whereas on-the-job
training is a continuing method used throughout an employee’s career to develop or update
their skills.

2.4 Employment patterns and legal protection

Businesses use a mix of employment contracts to balance cost, flexibility and reliability:

Full-time employment (typically 35-40+ hours/week) offers job security and full benefits, but
is a larger fixed cost for the employer. Part-time employment offers the firm flexibility to match
staffing to busy periods and can widen the pool of available workers (e.g. parents, students), but
part-time staff may feel less committed and coordinating a larger number of part-time shifts is
more complex. Temporary/casual contracts give the firm maximum flexibility to adjust staffing
to demand (e.g. seasonal retail staff at Christmas) but offer workers little job security. Flexible
working (flexitime, remote/home working, job-sharing) can improve staff morale and work-
life balance, widening the pool of candidates willing to apply, though it can complicate team
coordination and supervision.
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Employees are also protected by employment law covering areas such as a legal minimum wage,
maximum working hours, protection against unfair dismissal (being told to leave for misconduct or
poor performance, following a fair process) as opposed to fair redundancy (a role no longer being
needed, e.g. due to automation or falling demand, entitling the employee to redundancy pay), and
protection from discrimination. Trade unions represent groups of employees to negotiate collec-
tively with employers over pay and working conditions (collective bargaining), and may organise
industrial action (e.g. a strike) if negotiations fail.

GIAI THICH TIENG VIET
a thai (dismissal): nhan vién bi budc thoi viéc do vi pham ky luat/hiéu suat kém. Du thira
lao dong (redundancy): vi tri khéng con can thiét nira (do tuw dong hod, nhu cau gidam) — nhan
vién duoc hudng tro cap théi viéc. Céng doan (trade union) dai dién tap thé ngudi lao dong
thuong luong véi chu doanh nghiép vé luong va diéu kién 1am viéc (thuong lugng tap thé —
collective bargaining).

2.4.1 Redundancy pay — a worked calculation

Many countries require employers to pay statutory redundancy pay based on an employee’s age,
length of service and weekly wage, when a role is genuinely made redundant.

Calculating redundancy pay

A national redundancy scheme awards one week’s pay for each complete year of service. An
employee earning $600 per week has worked for the company for exactly 9 complete years
before being made redundant.

Redundancy pay = 9 x $600 = $5,400.

This is a direct cost the firm must budget for whenever it plans a redundancy programme —
a firm restructuring 40 similar roles at this same rate would need to budget 40 x 5,400 =
$216,000 in redundancy pay alone, in addition to any other restructuring costs (legal advice,
outplacement support).

- GIAI THICH TIENG VIET
Nhiéu quéc gia quy dinh nguoi sir dung lao déng phai tra tro cap théi viéc dua trén sé nam
lam viéc va mirc lwong tudn. Vi du: néu chinh sach tra 1 tuan lwong cho mdi ndm 1am viéc tron
ven, nhan vién luong $600/tuan [am viéc 9 ndm sé nhan 9 x 600 = $5,400. DAy la chi phi truc
ti€p doanh nghiép phai tinh dén khi I1én ké hoach tai co cau.

2.4.2 Trade unions and industrial disputes

When collective bargaining between a trade union and an employer fails to reach agreement, the
union may organise industrial action to pressure the employer:
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Strike action — employees collectively refuse to work, directly halting production/output.
Highly disruptive to the employer (lost revenue, missed deadlines, reputational damage with
customers) but also costly to the striking workers themselves (lost wages during the strike).
Work-to-rule — employees do the absolute minimum required by their contract, refusing any
flexibility/goodwill beyond it (e.g. no unpaid overtime), which can slow operations without a
full stoppage or full loss of pay.

Overtime ban — employees refuse to work any overtime hours beyond their contracted hours,
reducing output at peak times without a full strike.

Both sides generally prefer to reach a negotiated agreement rather than resort to industrial
action, since strikes are costly and disruptive for employer and employees alike; ACAS-style
conciliation/arbitration services (independent third parties) are often used to help resolve dis-
putes before they escalate.

Cost of a strike

A factory generating $40,000 of revenue per working day is hit by a 5-day strike over a pay
dispute. Lost revenue over the strike period = 5 x 40,000 = $200,000 (though not all of
this is necessarily lost profit, since some variable costs are also avoided during the stoppage).
Meanwhile, the 300 striking workers, each normally earning $120 per day, collectively lose
300 x 120 x 5 = $180,000 in wages during the same period — illustrating why both sides have
a strong incentive to settle a dispute quickly rather than allow a strike to continue.

- GIAI THICH TIENG VIET
Khi thuong luong tap thé that bai, céng doan cé thé t6 chirc dinh céng (strike) — ngirng 1am
viéc hoan toan, giy gian doan san xuat nhung nguoi lao dong cling mat luvong; lam viéc ding
quy dinh t&i thi€u (work-to-rule) — chi Iam ding nhirng gi hop déng yéu cau; hoic tir chéi lam
thém gio (overtime ban). C3 hai bén thudng mudn dat thoa thuan thuong lugng hon 1a dung
bién phap dinh cong vi tén kém cho ca ngudi lao dong va doanh nghiép.

2.4.3 Organisational culture

Organisational culture is the shared values, attitudes and "unwritten rules” that shape how people
behave within a business — for example, whether mistakes are treated as learning opportunities or
punished harshly, whether hierarchy is strictly respected or informal collaboration is encouraged, and
how much risk-taking/innovation is rewarded. A strong, positive culture can improve staff motiva-
tion, cooperation and consistency of customer service without needing constant direct supervision;
a weak or toxic culture (e.g. one that discourages raising concerns, or tolerates poor behaviour from
high performers) can undermine even a well-designed organisational structure and strategy. Culture
is heavily shaped by the behaviour of senior leaders, since employees tend to imitate what leaders
actually do, not just what official policies say.

. GIAI THICH TIENG VIET

Vin hoa td chirc (organisational culture) 13 cac gia tri, thai do va "ludt ngdm” dinh hinh cach
nhan vién hanh x{r trong doanh nghiép. Vin hoa tich cuc, manh mé cé thé cai thién dong luc
va su hop tac ma khéng can gidm sat lién tuc; van hod yéu hoac doc hai c6 thé pha hong ngay
ca mot co cau td chirc va chién luvoc duoc thiét ké tét. Van hoa chiu anh hudng I6n tir hanh
vi thuc té cltia lanh dao cap cao.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 54



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

2.5 Communication in business

Communication is the process of transmitting a message, through a chosen medium, from a sender
to a receiver.

One-way vs. two-way communication

One-way communication — a message is sent with no immediate opportunity for the receiver
to respond or clarify (e.g. a company-wide email notice, a memo). Faster, but the sender cannot
confirm the message was understood correctly.

Two-way communication — the receiver can respond, ask questions, and give feedback (e.g.
a face-to-face meeting, a phone call). Slower, but far more likely to ensure the message is
properly understood and allows problems to be identified and corrected quickly.

Common barriers to effective communication: background noise; use of technical jargon the
receiver does not understand; language/cultural differences; information overload (too much
information sent at once); choosing the wrong medium for the message (e.g. a complex, sen-
sitive issue sent only by email rather than discussed face-to-face); and long/unclear chains of
command that distort a message as it passes through many people.

The consequences of poor communication include mistakes in production or customer orders,
missed deadlines, duplicated work, low staff morale, and poor management decisions based on in-
complete or inaccurate information.

- GIAI THICH TIENG VIET
Truyén thong la qua trinh glri thong diép tir nguoi giri dén ngudi nhan qua mot phuong tién.
Truyén théng mét chiéu (one-way, vi du: email théng bao) nhanh nhung khéng chic nguoi
nhan hiéu dang. Truyén théng hai chiéu (two-way, vi du: hop truc ti€p) cho phép phan hoi
(feedback), dam bao hiéu ding théng diép hon nhung cham hon. R3o can truyén thong phé
bién: ti€ng 6n, thuat nglr chuyén mon, khac biét ngén ngir, qua tai thong tin, chon sai phuong
tién truyén tai.

(1) L6i thuong gap: "Consultation” (asking employees for their opinion before a decision is
made) is not the same as "delegation” (passing down actual authority to make and act on a
decision). A democratic leader typically consults; delegation can occur under any leadership
style but is most associated with democratic and laissez-faire approaches.

2.6 Practice and consolidation

Bai tap luyén tap

Case study. An experienced employee tells her manager she feels her hard work goes unno-
ticed and wants more challenging responsibilities. According to Maslow, which need is she
seeking to satisfy?

(A) Physiological needs (C) Esteem needs

(B) Safety needs (D) Social needs

Lai giai chi tiét

Wanting recognition and more responsibility relates to status/respect from others — this is an
esteem need. (C).
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Bai tap luyén tap

Case study. Organisation X removes two layers of management (delayering) from 6 levels to
4, without reducing the total number of staff. What is the most likely effect on the span of
control of the remaining managers?

(A) It narrows (C) It stays the same

(B) It widens (D) It disappears entirely

Loi giai chi tiét

With fewer management levels but the same total staff, each remaining manager must super-
vise more people directly — the span of control widens (and the structure becomes flatter).

(B).

Bai tap luyén tap

Case study. A supermarket chain has a vacancy for a store manager. Recommend whether
the firm should recruit internally or externally, giving one advantage and one disadvantage of
your recommendation.

Loi giai chi tiét

Recommendation: internal recruitment (e.g. promoting an assistant manager). Advantage:
the candidate already knows the company’s systems and culture, is faster/cheaper to appoint,
and promotion motivates other staff. Disadvantage: it creates a new vacancy at assistant-
manager level and brings no fresh ideas from outside. (A well-justified case for external re-
cruitment — e.g. if no internal candidate has enough experience — would also earn credit.)

Bai tap luyén tap

Case study. A factory manager sends a long, jargon-filled written memo about a new safety
procedure with no opportunity for staff to ask questions. Several accidents occur soon after
because workers misunderstood the memo. Identify two barriers to communication in this
scenario.

Loi gidi chi tiét
(1) Use of jargon — technical language the workforce may not understand. (2) One-way com-
munication — no feedback channel, so misunderstandings are never corrected. (A third valid

point: wrong medium — a safety procedure may need face-to-face demonstration/training
rather than only a written memo.)

Bai tap luyén tap

Which motivation theorist argued that hygiene factors (such as pay and working conditions)
can only prevent dissatisfaction, but cannot themselves motivate employees?

(A) FW. Taylor (C) Frederick Herzberg
(B) Abraham Maslow (D) Henry Ford
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Loi giai chi tiét

Herzberg's Two-Factor Theory distinguishes hygiene factors (prevent dissatisfaction only)
from motivators (create genuine satisfaction). (C).

Bai tap luyén tap

Case study. A textile factory pays its machine operators strictly according to the number of
garments each one completes per shift. Which motivation theory does this pay method most
directly reflect, and state one risk of this approach.

Loi gidi chi tiét
This reflects Taylor’s Scientific Management — paying workers piece-rate on the assumption
they are motivated mainly by money. Risk: workers may rush to maximise output at the ex-

pense of quality, since the pay system rewards quantity, not care or precision; income also
becomes insecure if machines break down or orders fall.

Bai tap luyén tap

A company reorganises so that regional branch managers, rather than head office, now make
most day-to-day pricing and staffing decisions for their own branch. This is an example of:

(A) Centralisation (C) Delayering
(B) Decentralisation (D) Autocratic leadership

Lai giai chi tiét

Pushing decision-making authority down to local/branch level, away from head office, is de-
centralisation. (B).

Bai tap luyén tap

Case study. A hospital’s surgical team is led by a senior surgeon who makes rapid, unilateral
decisions during emergency operations without discussion. Explain why an autocratic leader-
ship style is appropriate in this specific context, even though it is often criticised elsewhere.

Loi giai chi tiét

In a life-threatening emergency, decisions must be made instantly and followed without delay
or debate — there is no time for the slower, consultative process of democratic leadership.
The surgeon also typically has far greater expertise/authority than the rest of the team in that
specific moment, making one-way instruction efficient and appropriate; this shows leadership
style should fit the situation (crisis vs. routine, skilled vs. inexperienced team) rather than one
style being "best” in all cases.

Bai tap luyén tap

Which of the following best distinguishes job enrichment from job enlargement?
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(A) Enrichment adds more tasks of the same more tasks of similar difficulty

difficulty; enlargement adds greater re- (C) They are two different names for exactly

sponsibility the same technique
(B) Enrichment gives greater responsibili- (D) Enlargement always involves a pay rise;
ty/challenge; enlargement simply adds enrichment never does

Loi giai chi tiet

-

Job enrichment increases the level of challenge/responsibility (linked to Herzberg’s motiva-
tors); job enlargement simply adds more tasks at a similar level, mainly to reduce monotony.

(B).

Bai tap luyén tap

Case study. A logistics firm has 320 warehouse staff. It currently has 4 layers of management
with an average span of control of 4 at every level below the top. The board proposes cutting
one management layer while keeping all 320 staff. Explain one likely financial benefit and one
likely risk of this change.

Loi giai chi tiét

Financial benefit: removing a layer of management reduces the number of (typically well-
paid) management salaries the firm must pay, directly cutting overhead costs, and can also
speed up decision-making by shortening the chain of command. Risk: the remaining managers
must now supervise more staff each (a wider span of control), which can reduce the quality of
supervision/support each employee receives and may overload managers, potentially harming
productivity or staff morale if not managed carefully.

Bai tap luyén tap

A trade union negotiates with a factory’s management on behalf of its members to secure a
6% pay rise for the coming year. This process is known as:

(A) Delegation (C) Induction
(B) Collective bargaining (D) Job enlargement

Lai giai chi tiét

Negotiation between a trade union (representing a group of employees) and an employer is
collective bargaining. (B).

Bai tap luyén tap

Case study. A firm is closing one of its production lines permanently because demand for
that product has fallen and it plans to replace the line with automated machinery requiring far
fewer workers. Are the affected workers being made redundant or unfairly dismissed? Justify
your answetr.
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Loi giai chi tiét

This is redundancy, not dismissal. Dismissal relates to an individual employee’s own conduct or
performance; here, the role itself is disappearing because of falling demand and automation,
through no fault of the employees themselves. As this is redundancy, the affected workers

would normally be entitled to statutory redundancy pay, and the firm should follow a fair
consultation process.

Bai tap luyén tap

Which of the following is a disadvantage of off-the-job training, compared with on-the-job
training?

(A) It is always less relevant to the specific away from work
job (C) It cannot be used to teach any transfer-
: able skills
(B) It typically costs more, due to course fees
and lost output while the employee is (D) It requires no supervision at all

Lai giai chi tiét

Off-the-job training (e.g. external courses) is usually more expensive — course fees plus the
output lost while the employee is away from their normal role — compared with cheaper on-
the-job training. (B).

Bai tap luyén tap

Case study. A new employee joins a manufacturing firm and spends her first two days learning
the location of fire exits, meeting her team, and being shown the company’s health and safety
rules, before starting any actual production work. What type of training is this, and explain
one benefit to the employer of providing it.

Lai giai chi tiét

This is induction training. Benefit to the employer: it reduces the risk of costly accidents/mis-
takes by an unfamiliar new starter, helps the employee feel welcomed and settle in faster
(which can reduce early labour turnover), and ensures legal health-and-safety obligations are
met from day one.

Bai tap luyén tap

A business wants employees to feel a genuine sense of ownership over their work and gives
teams real authority to decide how to organise their own daily tasks without needing man-
agement sign-off. This non-financial motivator is best described as:

L

(A) Job rotation (C) Piece-rate pay

(B) Empowerment (D) Induction training

Lai giai chi tiét

-

Giving employees genuine authority/control over decisions relating to their own work is em-
powerment. (B).
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Bai tap luyén tap

Case study. Two managers debate how to boost productivity. Manager A wants to cut wages
and increase strict supervision. Manager B wants to redesign jobs to give staff more respon-
sibility and recognition for good work. Using Herzberg'’s theory, evaluate which manager’s
approach is more likely to succeed, and why.

Loi giai chi tiét

According to Herzberg, pay is a hygiene factor — cutting it is likely to increase dissatisfac-
tion (and could increase labour turnover/absenteeism) rather than motivate greater effort, and
stricter supervision removes autonomy, which Herzberg would predict harms motivation fur-
ther. Manager B’s approach — increasing responsibility and recognition — targets genuine
motivators, which Herzberg's research found to be the real drivers of extra effort and job
satisfaction. On this theory, Manager B's approach is more likely to succeed, though a full
evaluation should note that some minimum standard of pay (hygiene) must still be maintained
to avoid dissatisfaction undermining any gains from the new motivators.

Bai tap luyén tap

A business chooses to advertise a vacancy only among its own existing staff before considering
outside applicants. This describes:

(A) External recruitment (C) Off-the-job training

(B) Internal recruitment (D) Delayering

Loi giai chi tiét
Filling a vacancy using existing employees only is internal recruitment. (B).

Bai tap luyén tap

Case study. A software company allows its programmers to choose their own start and fin-
ish times each day, provided they complete 8 hours and attend core meetings. Identify this
practice and explain one advantage and one disadvantage for the employer.

Loi giai chi tiét

This is flexitime, a form of flexible working. Advantage: it can improve staff morale, work-life
balance and loyalty (potentially reducing labour turnover), and may widen the pool of candi-
dates willing to apply (e.g. parents managing childcare). Disadvantage: it can make coordinat-

ing meetings and teamwork more difficult if staff are not present at the same times, and may
complicate supervision of individual workloads.

Bai tap luyén tap
Which statement correctly distinguishes delegation from consultation?

(A) Delegation only asks for opinions; con- before a decision is made

sultation passes down real authority (C) They mean exactly the same thing

(B) Delegation passes down real authorityto (D) Delegation can only be used by auto-
act; consultation only asks for opinions cratic leaders
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Loi giai chi tiét

Delegation passes down actual authority to make/act on a decision; consultation is simply
asking for employees’ opinions before management makes the final decision itself. (B).

Bai tap luyén tap

Case study. A retail chain’s staff turnover rate has risen from 12% to 35% over the past year,
alongside a rise in customer complaints about service quality. Using relevant motivation the-
ory, suggest two specific changes the company could make to address this, and explain how
each links to a named theory.

Loi giai chi tiet

(1) Introduce recognition schemes and clearer promotion paths (e.g. "employee of the month”,
genuine opportunities for advancement) — linking to Herzberg’'s motivators (recognition, ad-
vancement), which are what create genuine job satisfaction rather than merely preventing
dissatisfaction. (2) Improve job security and basic working conditions (e.g. guaranteed mini-
mum hours, safer break facilities) — linking to Maslow’s safety needs and Herzberg's hygiene
factors; if these basic needs are currently unmet, no amount of higher-level motivator will
succeed, since Maslow’s theory holds that lower needs must be satisfied before higher ones
can motivate behaviour. Both changes directly target likely causes of high labour turnover and
poor service (demotivated, insecure staff).

Bai tap luyén tap

A firm’s chain of command becomes very long as the organisation grows, causing messages
from senior management to become distorted by the time they reach front-line staff. Which
of the following would most directly help solve this specific problem?

(A) Introducing piece-rate pay (C) Switching to laissez-faire leadership

(B) Reducing the number of hierarchy lev-
els (delayering) and/or improving direct, (D) Increasing the frequency of one-way
two-way communication channels memos

Loi giai chi tiet

A long chain of command distorting messages is best solved by shortening that chain (delay-
ering) and/or introducing more direct, two-way channels that allow verification and feedback
rather than relying on messages passing through many intermediate levels. (B).

Bai tap luyén tap

Case study. An engineering firm is recruiting a Chief Financial Officer. Draft, in note form,
three items that would typically appear in the person specification (not the job description) for
this role.

Lai giai chi tiét

Typical person specification items: (1) a recognised professional accounting qualification (e.g.
ACCA/CPA-equivalent); (2) a minimum of 8-10 years’ senior financial management experi-
ence; (3) strong analytical, strategic and communication skills, including the ability to present
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complex financial information clearly to a non-specialist board of directors. (These describe
the ideal candidate’s qualifications and qualities, as opposed to a job description, which would
instead list the role’s duties such as "prepare annual financial statements” or "manage the fi-
nance department”.)

Bai tap luyén tap

Case study. A hotel chain employed an average of 180 staff last year, of whom 63 left during
the year. (a) Calculate the labour turnover rate. (b) The industry average is 20%. Comment on
this firm’s figure and suggest one possible cause.

Lai giai chi tiét

63
(a) Labour turnover rate = T x 100 = 35%.

(b) At 35%, this is significantly above the 20% industry average, suggesting a more serious-
than-usual motivation, pay, management or working-conditions problem — the firm should
investigate through staff exit interviews. A possible cause could be uncompetitive pay rel-
ative to nearby hotels, poor management/leadership style, or a lack of career progression
opportunities (linking to Herzberg's motivators and Maslow’s needs).

Bai tap luyén tap

Which organisational structure involves an employee reporting to both a functional manager
(e.g. their usual department head) and a separate project manager for the duration of a specific
project?

(A) Functional structure (C) Flat structure

(B) Matrix structure (D) Tall structure

Loi giai chi tiét

Reporting simultaneously to two different managers — a functional manager and a project
manager — describes a matrix structure. (B).

Bai tap luyén tap

Case study. A manufacturing firm introduces a new appraisal system in which annual reviews
focus almost entirely on listing every mistake an employee made during the year, with no
discussion of achievements, future goals, or training support. Using Herzberg's theory, predict
the likely effect on staff motivation, and suggest one improvement.

Lai giai chi tiét

Using Herzberg's framework, an appraisal focused purely on criticism, with no recognition of
achievement and no discussion of future growth/responsibility, is likely to increase dissatisfac-
tion rather than motivate staff — it removes the potential motivating effect of recognition and
advancement while emphasising a purely negative, supervisory tone. Improvement: redesign
the appraisal to balance constructive feedback with genuine recognition of achievements, and
to agree specific future goals and training/development opportunities with the employee —
directly targeting Herzberg’s motivators (achievement, recognition, growth) rather than only
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highlighting past failures.

Bai tap luyén tap

A firm’s total available working days last month were 4,400 (staff-days), of which 220 days
were lost to staff absence. What is the absenteeism rate?

L

(A) 2% (C) 10%
(B) 5% (D) 20%

Loi giai chi tiet

Absenteeism rate =

Bai tap luyén tap

Case study. A large electronics company organises staff from its engineering, marketing and
finance departments into a temporary team to launch a single new product, with each team
member still also reporting to their usual department head. Identify this organisational struc-
ture and explain one advantage and one disadvantage of using it for this purpose.

Lai giai chi tiét

This is a matrix structure. Advantage: it draws together specialist expertise from across differ-
ent departments (engineering, marketing, finance) specifically for the needs of the new product
launch, encouraging cross-departmental collaboration and a faster, more coordinated launch
than if each department worked separately. Disadvantage: team members answering to both
their usual functional manager and the project manager can face unclear priorities or con-
flicting instructions (the "two bosses” problem), and may struggle to balance their ongoing
departmental duties with the demands of the temporary project.

1,400 x 100 = 5%. (B).

Bai tap luyén tap

Case study. A retail chain finds that in stores where managers hold regular team meetings
and actively ask staff for their opinions, absenteeism is noticeably lower than in stores where
managers rarely interact with staff beyond giving instructions — even though pay and work-
ing hours are identical across all stores. Which motivation theorist’s findings does this most
directly support?

Lai giai chi tiét

This supports Elton Mayo’s Hawthorne studies, which found that social factors — being con-
sulted, feeling valued, and belonging to a supportive team — significantly affect motivation
and productivity, independent of pay or physical working conditions. The fact that identical
pay produces different outcomes purely based on the level of manager attention/consultation
is a direct real-world illustration of the Hawthorne effect.
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Bai tap luyén tap

A national redundancy scheme pays one week’s wage for every complete year of service. An
employee earning $450 per week is made redundant after 12 complete years of service. Cal-
culate her total redundancy pay.

(A) $450 (C) $4,950
(B) $5,400 (D) $5,850

Lai giai chi tiét

Redundancy pay = 12 x 450 = $5,400. (B).

Bai tap luyén tap

Case study. A national supermarket chain is restructuring and plans to make 60 warehouse
roles redundant. Under the statutory scheme, affected employees (averaging 7 years’ service
each, earning an average of $380 per week) receive one week’s pay per complete year of
service. Calculate the firm’s total redundancy pay budget.

Lai giai chi tiét

Redundancy pay per employee = 7 x 380 = $2,660. Total for 60 employees = 60 x 2,660 =
$159,600.

Bai tap luyén tap

Which form of industrial action involves employees doing only the minimum required by their
employment contract, avoiding all unpaid flexibility or goodwill, without a full stoppage of
work?

(A) Strike action (C) Redundancy
(B) Work-to-rule (D) Collective bargaining

Loi giai chi tiét
Doing only the contractual minimum, without any extra flexibility, while continuing to work
(not stopping entirely), is a work-to-rule. (B).

Bai tap luyén tap

Case study. A factory generating $25,000 of daily revenue faces a 4-day strike by its 150
employees, who each normally earn $100 per day. Calculate (a) the total revenue lost by the
firm over the strike period, and (b) the total wages lost by the striking workers over the same
period. (c) Explain why this calculation illustrates why both sides usually prefer a negotiated
settlement.

Lai giai chi tiét

(a) Revenue lost = 4 x 25,000 = $100,000.
(b) Wages lost by workers = 150 x 100 x 4 = $60,000.
(c) Both the firm ($100,000 in lost revenue, though not all of it lost profit since some variable
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costs are also avoided) and the workers ($60,000 in lost wages) suffer substantial financial
harm the longer the dispute continues, giving both sides a strong incentive to negotiate a
settlement rather than allow the strike to drag on.

Bai tap luyén tap

Case study. Two companies produce almost identical products. In Company A, staff are en-
couraged to admit and openly discuss mistakes so the team can learn from them; in Company
B, admitting a mistake typically leads to blame and punishment, so staff try to hide problems
instead. Explain, using the concept of organisational culture, why Company A is more likely to
detect and fix quality problems early.

Loi giai chi tiét

Company A’s organisational culture treats mistakes as learning opportunities, so staff are will-
ing to raise problems openly and quickly once noticed — allowing management to identify and
fix quality issues at an early stage, similar in spirit to quality assurance thinking. In Company
B’s blame-based culture, staff are instead incentivised to hide mistakes to avoid punishment,
meaning problems are likely to go unreported and unresolved for longer, potentially escalating
into larger, more costly quality failures reaching the customer before anyone in management
becomes aware of them.

Bai tap luyén tap

Which of the following best describes organisational culture?

(A) The formal organisational chart showing (C) The total number of hierarchy levels in a
who reports to whom business

(B) The shared values, attitudes and unwrit-
ten norms that shape how people actu- (D) The specific wording of a company’s mis-
ally behave within a business sion statement

Loi giai chi tiet

Organisational culture refers to the shared values and unwritten behavioural norms within a
business, not the formal chart, hierarchy count, or the exact wording of official statements.

(B).

2.6.1 Extended case study: Rovanta Logistics

Bai tap luyén tap

Extended case study. Rovanta Logistics employs 320 warehouse and delivery staff across 5
hierarchy levels. Its labour turnover rate has risen from 14% to 31% over the past two years,
and an employee survey shows most leavers cite "feeling like just a number” and "no say in
how my shift is organised” as their main reasons for leaving, despite pay being roughly in line
with competitors. The board is considering three proposals: (i) removing one management
layer to cut costs; (ii) introducing team-based "cells” where small groups organise their own
daily workload; (iii) raising the trade union recognition threshold to make collective bargaining
harder to trigger.

(a) Calculate the number of staff who left last year, if the average number of staff employed
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was 300 and the current labour turnover rate is 31%.

(b) Using Herzberg's Two-Factor Theory, explain why raising pay alone is unlikely to solve
Rovanta’s labour turnover problem.

(c) Evaluate proposal (ii) — introducing team-based "cells” — as a response to the survey find-
ings, referring to relevant motivation theory.

(d) Explain one likely effect of proposal (i) on the span of control of Rovanta’s remaining man-
agers.

(e) Advise the board whether proposal (iii) is likely to improve staff motivation. Justify your
answer.

Loi gidi chi tiét
(a) Number of leavers = 0.31 x 300 = 93 staff left last year.

(b) According to Herzberg, pay is a hygiene factor: since pay is already roughly in line with
competitors, it is not the source of dissatisfaction, and raising it further is unlikely to address
the actual causes of leaving — "feeling like just a number” and "no say in how my shift is or-
ganised” point instead to unmet motivators (recognition, autonomy/responsibility), which pay
increases do not directly provide.

(c) Team-based cells would give staff greater autonomy and responsibility over organising their
own work — directly targeting the survey’s key complaints (no say in shift organisation) and
aligning with Herzberg’s motivators and the higher levels of Maslow’s hierarchy (esteem, self-
actualisation). This is likely to improve motivation and reduce the sense of being "just a num-
ber” by fostering closer, more socially connected teams (echoing Mayo's Hawthorne findings
on the motivating effect of social belonging). A balanced evaluation would note implemen-
tation risk: cells require training staff to take on new responsibilities and may initially reduce
productivity/efficiency during the transition, and success depends on genuinely delegating
real decision-making authority rather than only the appearance of it.

(d) Removing a management layer while keeping (or barely reducing) total staff numbers means
the remaining managers must supervise more staff each — the span of control widens. Com-
bined with existing motivation problems, this risks further reducing the quality of individ-
ual support/supervision each employee receives, potentially worsening (not improving) the
turnover problem unless carefully managed.

(e) Advice: this proposal is unlikely to improve motivation, and may worsen it. Making col-
lective bargaining harder does not address any of the specific causes identified in the survey
(lack of recognition, lack of autonomy) — instead, it risks signalling to staff that management is
trying to reduce their collective voice/influence, which could deepen feelings of being under-
valued ("just a number”) rather than resolve them. A more effective response would combine
proposal (ii) with genuine efforts to recognise individual contributions, rather than restricting
union recognition.

Bai tap luyén tap

A manager delegates authority to a team leader to approve customer refunds up to $100
without further sign-off, while remaining ultimately answerable if the team leader consistently
makes poor refund decisions. This scenario illustrates that:
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(A) Delegation removes the manager's own sibility for the outcome

responsibility entirely (C) This is an example of an autocratic lead-

(B) Delegation passes down authority to act, ership style

but the manager retains ultimate respon- (D) This is an example of off-the-job training

Loi giai chi tiét

Delegation transfers the authority to make a decision, but the delegating manager keeps ulti-
mate responsibility for the outcome — exactly as described. (B).

Bai tap luyén tap

Case study. A logistics firm currently has 500 staff across 6 hierarchy levels, with an average
span of control of 5 per manager at every level below the top. To reduce management costs,
the board plans to cut to 4 hierarchy levels while keeping all 500 staff. Explain two likely
consequences of this change, beyond the immediate cost saving.

Loi giai chi tiet

(1) Wider span of control — with fewer levels of management overseeing the same total staff,
each remaining manager will need to directly supervise significantly more subordinates, which
can reduce the quality of individual supervision, coaching and support each employee receives.
(2) Faster decision-making and communication — a shorter chain of command generally means
instructions and feedback pass through fewer intermediate levels, reducing the risk of mes-
sages being delayed or distorted as they travel between senior management and front-line
staff, and potentially speeding up the overall pace of decision-making across the organisation.

Bai tap luyén tap

Which pay method is most likely to motivate a salesperson to actively pursue as many sales
as possible, since their income rises directly with each additional sale made?

(A) A fixed annual salary (C) Commission

(B) Time-rate pay (D) A one-off signing bonus

Loi giai chi tiét

Commission is paid as a percentage of each sale made, directly linking a salesperson’s income
to the number/value of sales they achieve. (C).

Bai tap luyén tap

Case study. A manufacturing company introduces a new appraisal system that includes spe-
cific, measurable performance targets agreed jointly between each employee and their man-
ager, along with a genuine discussion of training needs and career progression. Predict, with
reasons, the likely effect on staff motivation compared with the firm’s previous system of an
annual pay review with no individual discussion at all.
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Loi giai chi tiét

The new system is likely to improve motivation. By jointly agreeing specific, measurable tar-
gets, it gives employees clearer, SMART-style objectives to work toward (supporting a sense
of achievement when met) and, crucially, opens a genuine discussion of training and career
progression — directly targeting Herzberg's motivators (achievement, advancement, growth)
that a purely automatic annual pay review (with no individual discussion) could never provide.
The previous system offered no opportunity for recognition or two-way communication about
an individual’s specific contribution or ambitions, meaning any motivating potential was lim-
ited to the pay review itself (a hygiene factor, at best only preventing dissatisfaction rather
than actively motivating).

Bai tap luyén tap

A new employee is placed under the close supervision of an experienced colleague, learning
the job by directly performing real tasks from her first day, with guidance given as issues arise.
This is best described as:

(A) Off-the-job training (C) Induction training only
(B) On-the-job training (D) External recruitment

Lai giai chi tiét

Learning while actually performing the job, under supervision from an experienced colleague,
is on-the-job training. (B).

Bai tap luyén tap

Case study. A firm currently spends $40,000 per year sending 20 staff on external off-the-job
training courses ($2,000 per person), during which time each employee is away from work
for one full week, losing an estimated $600 of output each. (a) Calculate the total cost of
this training programme, including lost output. (b) Suggest one reason the firm might consider
on-the-job training as a partial alternative.

(@) Course fees = 20 x 2,000 = $40,000. Lost output = 20 x 600 = $12,000. Total cost
= 40,000 + 12,000 = $52,000.

(b) On-the-job training would avoid most of the $12,000 in lost output (employees remain
productive, at least partially, while learning) and would not require the $2,000 per-person
course fee, making it a substantially cheaper option — though it may not provide the same
breadth of externally-recognised qualifications or specialist expert instruction that the off-
the-job course offers.

Bai tap luyén tap

Which of the following best describes the difference between a firm’s formal and informal
communication channels?
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(A) Formal channels follow the official chain (B) They are identical in every respect
of command (e.g. a memo from a man-
ager); informal channels are unofficial ex-
changes between colleagues (e.g. casual
conversation) that can spread informa- (D) Formal channels can only be used by the
tion quickly but may be inaccurate most senior director

Loi giai chi tiét

Formal channels follow the official structure/chain of command; informal channels (the
"grapevine”) are unofficial and can spread information fast, but risk inaccuracy or distortion
as messages pass between colleagues outside official reporting lines. (A).

Bai tap luyén tap

Case study. A large hospital wants to reduce the number of medication errors caused by mis-
communication between night-shift and day-shift nursing staff during handover. Currently,
handover consists only of a brief written note left in a folder, with no opportunity for the
outgoing and incoming staff to discuss it directly. Recommend a specific change to the com-
munication method used, and explain why it would likely reduce errors.

Loi giai chi tiét

Recommendation: replace (or supplement) the written note with a brief face-to-face han-
dover meeting between outgoing and incoming staff for each patient, allowing incoming staff
to ask immediate clarifying questions. Reason: the current written note is a purely one-way
communication method with no feedback loop, meaning any ambiguity, illegible handwriting,
or missing detail cannot be clarified before the incoming nurse must act on it — a direct, two-
way verbal handover allows misunderstandings to be caught and corrected immediately, di-
rectly addressing one of the most common causes of communication-related errors in a safety-
critical setting like patient handover.

Bai tap luyén tap

A business with a very tall (many-layered) hierarchy notices that instructions from senior man-
agement often arrive at front-line staff altered or diluted from their original intent. This is most
likely an example of which barrier to communication?

(C) Informal channels are always more accu-
rate than formal ones

(A) Wrong choice of medium only (C) A well-motivated workforce

(B) Distortion of the message as it passes
through a long chain of command (D) Excessive delegation of responsibility

Loi giai chi tiét
A long chain of command increases the number of times a message is relayed and re-

interpreted, raising the risk that its content is altered or diluted before reaching the intended
recipient. (B).
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Bai tap luyén tap

Case study. A retail chain is comparing two candidates for a new area manager role. Can-
didate X is an existing assistant store manager with 6 years’ company experience but limited
experience overseeing multiple stores. Candidate Y is an external applicant with 10 years’
multi-site management experience at a competitor, but no knowledge of this company’s spe-
cific systems. Using the concepts of internal and external recruitment, advise the retail chain
which candidate to appoint, considering both options.

Lai giai chi tiét

Case for Candidate X (internal): she already understands the company’s culture, systems
and existing staff relationships, requiring less induction/settling-in time, and her appointment
would motivate other internal staff by demonstrating a genuine path for promotion — but her
lack of multi-site experience is a real gap for a role that specifically requires overseeing several
stores at once. Case for Candidate Y (external): his proven multi-site management experience
directly matches the core skill this specific role requires, bringing fresh ideas and established
best practice from a competitor — but he would need time to learn the company’s own systems
and would not have existing relationships with store staff, and external recruitment is typically
slower/costlier to arrange. Advice: given that multi-site management is the specific, core skill
this new role demands (which Candidate X currently lacks), Candidate Y may be the stronger
appointment on skills-fit grounds alone — though the company could also mitigate this by
appointing Candidate X now and pairing her with structured mentoring/training in multi-site
management, if it wishes to prioritise internal promotion and staff motivation instead.

Bai tap luyén tap

Which of the following would be the clearest sign of a positive, low-blame organisational cul-
ture?

(A) Employees are afraid to report near-miss (C) All decisions must be approved by the
safety incidents in case they are punished most senior director personally

(B) Employees openly discuss mistakes and
near-misses so the team can learn and (D) Staff are only ever assessed once a year
prevent recurrence with no other feedback

Lai giai chi tiét

A culture where employees feel safe openly discussing mistakes/near-misses so the organisa-
tion can learn from them is the clearest sign of a positive, low-blame culture. (B).

2.7 Employment contracts and legal protections in depth

An employment contract is a legally binding agreement between employer and employee setting out
pay, hours, holiday entitlement, notice periods, and duties. Key legal protections typically include:
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Minimum wage legislation — sets a legal floor below which hourly/weekly pay cannot fall, pro-
tecting the lowest-paid workers from exploitation, though critics argue a very high minimum
wage could raise costs enough to reduce the number of jobs firms are willing to offer. Max-
imum working hours legislation — limits the number of hours an employee can be required
to work (often with the option to opt out), protecting worker health and wellbeing. Anti-
discrimination legislation — makes it illegal to treat employees or job applicants unfairly based
on protected characteristics (e.g. gender, age, disability, ethnicity), widening access to oppor-
tunity and protecting businesses’ own reputation by preventing unfair practices. Health and
safety legislation — requires employers to provide a safe working environment, reducing work-
place accidents and the associated costs (compensation claims, lost productivity, reputational
damage).

Cost impact of a minimum wage rise

A logistics firm employs 250 workers at the current minimum wage of $14/hour, each working
a standard 35-hour week ($490/week per worker). The government raises the minimum wage
to $15.50/hour. New weekly wage per worker = 15.50 x 35 = $542.50, an increase of $52.50
per worker per week. Across 250 workers, the firm’s total additional weekly wage cost =
52.50 x 250 = $13,125, or approximately 13,125 x 52 ~ $682,500 per year — a substantial cost
increase the firm must plan for, whether through price rises, productivity improvements, or
reduced profit margins.

GIAI THICH TIENG VIET

op dong lao dong (employment contract) quy dinh luvong, gio lam, ngay nghi phép, thoi gian
bao truwdc va nhiém vu. Luat bao vé ngudi lao ddng bao gdbm: luwong téi thi€u (bao vé ngudi
lao dong thu nhap thap), gio’ lam t6i da (bdo vé sirc khoé), chéng phan biét déi xtr (gidi tinh,
tudi tac, khuyét tat...), va an toan lao ddng (giam tai nan va chi phi lién quan).

Bai tap luyén tap

Case study. A warehouse employs 180 workers at $12.50/hour for a standard 30-hour week.
The government raises the minimum wage to $13.80/hour. (a) Calculate the new weekly wage
per worker. (b) Calculate the firm’s total additional weekly wage cost across all 180 workers.

Loi giai chi tiét

(@) New weekly wage = 13.80 x 30 = $414 per worker (up from 12.50 x 30 = $375).
(b) Additional cost per worker per week = 414 — 375 = $39. Total additional weekly cost
= 39 x 180 = $7,020.

Bai tap luyén tap

Which piece of legislation is specifically designed to prevent an employer from refusing to hire
a fully qualified candidate purely because of their age?

(A) Minimum wage legislation (C) Health and safety legislation

(B) Anti-discrimination legislation (D) Maximum working hours legislation
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Loi giai chi tiét
Preventing unfair treatment based on a protected characteristic such as age is the specific
purpose of anti-discrimination legislation. (B).

2.8 Workforce planning

Workforce planning is the process of forecasting a firm’s future staffing needs (numbers, skills,
timing) and planning how to meet them, whether through recruitment, training, redeployment, or
planned redundancy.

Effective workforce planning considers: expected changes in demand for the firm’s prod-
ucts (requiring more or fewer staff), expected staff turnover/retirements (creating replacement
needs), skills gaps that may require training or new recruitment, and the impact of new tech-
nology (which may reduce the need for certain roles while creating demand for new specialist
skills). Poor workforce planning can leave a firm dangerously understaffed during a busy period,
or carrying costly excess staff during a quiet one.

A workforce planning calculation

A firm currently employs 180 production staff. It forecasts 15% output growth next year,
expects to lose 20 staff to retirement, and expects a new automated packing line to reduce the
packing team’s staffing need by 12 people. Assuming staffing needs scale roughly in proportion
to output for production roles other than packing (150 of the 180 staff, with the remaining 30
in the packing team): new production staffing requirement (excluding packing) = 150 x 1.15 =
172.5 ~ 173; new packing team requirement = 30 — 12 = 18. Total new staffing requirement
= 173+ 18 = 191. Accounting for the 20 expected retirements from the current 180 total: net
new recruitment needed = 191 — (180 — 20) = 191 — 160 = 31 additional staff.

GIAI THICH TIENG VIET

ap ké hoach nhan su (workforce planning) la qué trinh du bdo nhu ciu nhan su tuong lai
(s6 luong, ky nang, thoi diém) va 1én k&€ hoach dap ing théng qua tuyén dung, dao tao, diéu
chuyén hoac du thira lao déng cé ké hoach. Can xem xét: thay déi nhu cu san pham, ty lé
nghi viéc/nghi huu du kién, khodng cach ky nang, va tac déng ctia cong nghé mai.

Bai tap luyén tap

Case study. A call centre employs 220 staff. It forecasts 10% growth in call volume next year
and expects to lose 25 staff to natural turnover, while a new Al chatbot system is expected
to handle enough routine queries to reduce the required headcount by 18 people (applied
after accounting for the volume growth). (a) Calculate the new total staffing requirement. (b)
Calculate the net number of new staff the firm needs to recruit.

Loi giai chi tiét
(a) Staffing need before the chatbot adjustment = 220 x 1.10 = 242. After the chatbot reduces
this by 18: 242 — 18 = 224.

(b) Staff remaining after turnover = 220—25 = 195. Net new recruitment needed = 224—195 =
29 staff.
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Bai tap luyén tap

Which of the following is a key input into effective workforce planning?

(A) The colour scheme of the company logo  (C) The company’s dividend policy only

(B) Forecast changes in product demand, ex-
pected staff turnover, and the likely im- (D) The exact wording of the company’s mis-
pact of new technology on staffing needs sion statement

Loi giai chi tiét
Workforce planning is built on forecasting future staffing needs using demand changes, ex-
pected turnover, and the impact of new technology on required headcount. (B).

2.9 McGregor's Theory X and Theory Y

Douglas McGregor proposed two contrasting sets of assumptions managers may hold about their
workforce, which strongly shape their chosen management style.

Theory X managers assume employees inherently dislike work, avoid responsibility, and must
be closely controlled, directed and threatened with punishment to perform — leading naturally
to an autocratic management style with tight supervision and limited delegation. Theory Y
managers assume employees can find work naturally satisfying, will seek out responsibility, and
are capable of self-direction if genuinely committed to shared objectives — leading naturally
to a more democratic, delegative management style with greater trust and autonomy given to
staff.

Theory X vs Theory Y in practice

A Theory X factory manager insists every worker clock in/out precisely, closely monitors out-
put every hour, and makes all decisions himself without consulting staff — consistent with an
assumption that workers need close control to perform. A Theory Y manager in a similar fac-
tory instead sets clear overall targets, trusts teams to organise their own work schedules, and
actively invites staff suggestions for improving the process — consistent with an assumption
that workers are self-motivated and capable of responsibility. Neither approach is universally
"correct”: a Theory Y approach tends to work best with skilled, experienced, intrinsically mo-
tivated staff (echoing laissez-faire/democratic leadership and Herzberg's motivators), while a
Theory X approach may be more appropriate for unskilled, inexperienced staff needing close
initial guidance, or time-critical, safety-critical tasks.

GIAI THICH TIENG VIET

huyét X va Y ctia McGregor mo ta hai gid dinh trdi nguwoc cia nha quan ly vé nhan vién.
Thuyét X: nhan vién vén khéng thich lam viéc, né tranh trach nhiém, can bi kiém soat chit ché
— dan dén phong cach quan ly déc doan. Thuyét Y: nhan vién c6 thé tim thay su’ thod man
trong cong viéc, chu dong tim kiém trach nhiém, c6 kha ning tu dinh huéng — dan dén phong
cach quan ly dan cha, trao quyén nhiéu hon.

Bai tap luyén tap

A manager who believes staff are naturally lazy, dislike responsibility, and must be closely
supervised at all times to get any work done is operating under which of McGregor's theories?
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(A) Theory X (C) Herzberg's hygiene theory
(B) Theory Y (D) Maslow’s esteem theory

Loi giai chi tiét

Assuming staff dislike work and responsibility, requiring close supervision, is the defining as-
sumption of Theory X. (A).

Bai tap luyén tap

Case study. A research laboratory employing highly qualified scientists currently uses a strict
Theory X management approach, with the lab director personally approving every experimen-
tal decision. Staff report feeling frustrated and undervalued. Recommend, with justification,
whether a Theory Y approach might be more appropriate here.

Loi giai chi tiét

Recommendation: yes, a Theory Y approach is likely more appropriate. Highly qualified, spe-
cialist scientists are exactly the type of skilled, intrinsically-motivated workforce for whom
Theory Y assumptions (that staff can be self-directed, seek out responsibility, and find genuine
satisfaction in meaningful work) are most likely to hold true — closely echoing the conditions
under which laissez-faire/democratic leadership and Herzberg’s motivators (achievement, re-
sponsibility) are most effective. The current Theory X approach (requiring the director’s per-
sonal approval for every decision) is likely frustrating precisely because it denies these highly
capable staff the autonomy and responsibility they are both capable of and motivated by,
consistent with the staff’s reported frustration. Shifting toward greater delegation and trust
(Theory Y) is likely to improve motivation, morale, and potentially the pace/quality of research,
without the bottleneck of requiring the director’s sign-off on every decision.

2.10 The psychological contract

Beyond the formal, written employment contract, employees and employers develop an unwritten
psychological contract — a set of mutual, informal expectations about what each side owes the other
(e.g. the employee expects fair treatment, recognition and reasonable job security in exchange for
effort and loyalty; the employer expects commitment, honesty and reasonable flexibility in exchange
for fair pay and treatment).

When the psychological contract is honoured (both sides broadly meet each other’s informal
expectations), trust and motivation tend to be high, even without every detail being formally
written down. When it is breached (e.g. an employer makes promises about promotion or job
security that are then broken, or an employee’s efforts consistently go unrecognised despite
repeated informal assurances), motivation, trust and loyalty can collapse very quickly — often
more severely than a similar breach of the formal written contract, because the psychological
contract touches on deeper feelings of fairness and respect.

A breached psychological contract

A firm's managers repeatedly tell a long-serving employee, informally, that she is "next in line”
for promotion whenever a suitable role opens up, over several years. When a suitable senior
role finally becomes available, an external candidate is hired instead with no explanation given
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to the employee. Even though nothing in her written contract was broken (there was never
a formal, contractual promise of promotion), the employee feels a profound sense of betrayal
and rapidly disengages from her work, and eventually resigns — illustrating how breaching
the unwritten psychological contract can have consequences just as severe as (or more severe
than) breaching a formal written agreement.

GIAI THICH TIENG VIET

op dong tam ly (psychological contract) la nhirng ky vong ngam, khong chinh thirc gilra nguoi
lao dong va ngudi str dung lao dong (ngoai hop déng lao dong chinh thirc) — vi du nhan vién
ky vong dugc déi xir cong bang, cong nhan va 6n dinh cong viéc hop ly, d6i lai su' nd luc va
trung thanh. Khi hop déong tam ly bi VI PHAM (du hgp déng chinh thirc khéng hé bi pha va),
niém tin va déng luc cé thé sup dé nhanh chdng, déi khi nghiém trong hon ca viéc vi pham
hop dong chinh thirc.

Bai tap luyén tap

Case study. A firm’s written contracts and pay are entirely unchanged, but staff morale col-
lapses after management repeatedly cancels informally-promised team social events and ig-
nores previously-agreed flexible working arrangements without explanation. Explain, using a
relevant concept, why staff morale has fallen so sharply despite no formal contractual terms
being broken.

Lai giai chi tiét

This illustrates a breach of the psychological contract — the unwritten, informal expectations
staff had built up (e.g. trust that previously-agreed flexible arrangements and promised social
events would be honoured) have been broken, even though the formal written employment
contract and pay remain unchanged. Because the psychological contract touches on deeper
feelings of trust, fairness and respect, breaching it can damage morale and motivation just as
severely as (or more severely than) a formal contractual breach, since staff may feel manage-
ment'’s word cannot be relied upon even where no legal obligation was ever created.

2.11 Extended case study: Farrow Engineering

Bai tap luyén tap

Extended case study. Farrow Engineering employs 260 staff across 5 hierarchy levels, with
an average span of control of 4. Labour turnover has risen from 11% to 29% over 18 months,
and exit interviews reveal common complaints: "my manager never explains why decisions are
made,” "l never get to use my own judgement,” and "training only ever covers the bare mini-
mum to do my current job.” The board is debating three responses: (i) delayering to remove
one management level; (ii) shifting toward a more democratic/Theory Y leadership style with
greater delegation; (iii) introducing a structured off-the-job training and career-development
programme.

(a) If Farrow currently employs an average of 250 staff and its turnover rate is 29%, calculate
the approximate number of staff who left in the past year.

(b) Using McGregor's theory, explain which management assumption (Theory X or Theory Y)
the exit interview complaints suggest is currently dominant at Farrow, and justify your answer.
(c) Evaluate proposal (ii) as a response to the specific complaints raised.
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(d) Explain one likely effect of proposal (i) on the span of control of Farrow’s remaining man-
agers.

(e) Recommend which of the three proposals (or combination) the board should prioritise, with
justification.

Loi gidi chi tiét
(a) Staff who left = 0.29 x 250 = 72.5 ~ 73 staff.

(b) The complaints ("never explains why decisions are made,” "never get to use my own judge-
ment”) strongly suggest a currently dominant Theory X management style — managers are
making unilateral decisions without consultation and denying staff autonomy/responsibil-
ity, consistent with an assumption that employees cannot be trusted with genuine decision-
making authority.

(c) Shifting toward a democratic/Theory Y style, with greater delegation and explanation of
decisions, directly targets the specific complaints raised (lack of explanation, lack of auton-
omy) and aligns with Herzberg’s motivators (responsibility, recognition) — likely to improve
morale and reduce turnover. A balanced evaluation would note that this shift requires time
and genuine trust-building (staff who have experienced years of Theory X management may
initially be skeptical of a sudden change), and works best when paired with adequate train-
ing (proposal iii) so staff feel equipped to handle newly-delegated responsibility rather than
merely overwhelmed by it.

(d) Removing one management level while keeping total staff roughly constant means each
remaining manager must supervise more staff directly — the span of control widens, which
(combined with existing dissatisfaction around lack of explanation/autonomy) risks further re-
ducing the quality of individual support each employee receives unless carefully managed.

(e) Recommendation: prioritise (ii) combined with (iii), and treat (i) with caution. The exit
interview complaints point directly and specifically at leadership style and training gaps (pro-
posals ii and iii) as the root causes of dissatisfaction — addressing these targets the actual
stated reasons staff are leaving. Delayering (proposal i) does not address any of the specific
complaints raised, and — by widening the span of control — could actually worsen the "my
manager never explains why decisions are made” complaint, since managers would have even
less time per subordinate. The board should therefore focus resources on leadership style
change and structured training first, and only consider delayering separately (if cost pressures
genuinely require it) once the underlying culture and skills issues have begun to improve.

2.12 Types of employment contract

Not all employees work under the same terms. Businesses choose different types of employment
contract to balance flexibility, cost and staff commitment.
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Full-time contracts — typically 35-40+ hours per week, usually with the fullest access to ben-
efits (paid holiday, pension contributions, job security); best suited to core roles requiring con-
sistent, ongoing commitment.

Part-time contracts — fewer contracted hours per week; allow a business to match staffing
levels to predictable quieter periods (e.g. weekday mornings in a restaurant) and can widen
the recruitment pool to those unable to work full-time (parents, students).
Temporary/fixed-term contracts — employment for a specified period or project only (e.g. sea-
sonal retail staff over a holiday period, or maternity cover); give a business flexibility to scale
its workforce up or down without a long-term commitment, but may reduce staff loyalty/mo-
tivation given the lack of job security.

Zero-hours contracts — the employer is not obliged to offer a minimum number of hours, and
the worker is not obliged to accept any hours offered; maximise flexibility for the employer
(very useful for firms with highly unpredictable demand) but can leave workers with unstable,
unpredictable income, raising ethical/CSR concerns and potentially harming staff motivation
and retention.

Freelance/self-employed contracts — the individual is not a direct employee but is contracted
for specific pieces of work (e.g. a freelance graphic designer); the business avoids ongoing em-
ployment costs (pension contributions, paid holiday) but has less day-to-day control over how
and when the work is done.

Choosing a contract type to match demand

A seaside ice-cream parlour sells almost all of its annual revenue between May and September.
Employing all staff on full-time, permanent contracts year-round would mean paying full wages
through the quiet winter months with very little revenue to cover them. Instead, the owner
employs 2 full-time staff year-round (core management/admin) and hires an additional 10 staff
on fixed-term summer contracts covering only the 5 peak months. This matches the wage bill
closely to the pattern of revenue, avoiding the cost of paying for idle capacity during the off-
season, while the fixed-term staff know from the outset that the role is temporary, reducing
the risk of unexpected redundancy disputes.

- GIAI THICH TIENG VIET
Hop dong toan thai gian (full-time): 6n dinh, day du phic lgi, pht hop vai tro cét 16i. Hop déng
ban théi gian (part-time): linh hoat theo nhu cau thap diém. Hop déng cé théi han/tam thoi
(temporary/fixed-term): linh hoat ting gidm nhan su theo mua vu/dy an. Hop déng khong
gi® cd dinh (zero-hours): linh hoat t6i da cho nguoi sir dung lao déng nhung thu nhap bap
bénh cho ngudi lao dong — gay lo ngai vé dao dirc kinh doanh. Lao déng tu do (freelance):
doanh nghiép tiét kiém chi phi phuc loi nhung it ki€m soat cach thirc/thai gian 1am viéc.

Redundancy pay — a worked example

A firm makes a 45-year-old employee redundant after 12 complete years of continuous service.
Under a typical statutory redundancy formula, the employee is entitled to 1.5 weeks’ pay for
each complete year of service in this age band, at a weekly pay rate of $620.

Redundancy pay = 12 x 1.5 x 620 = $11,160.

Redundancy (the role itself is no longer needed, e.g. due to automation or a closed depart-
ment) is legally and ethically distinct from dismissal (the employee is removed for individual
conduct or performance reasons) — redundant employees are entitled to redundancy pay pre-
cisely because the job loss is not their fault, whereas a fairly dismissed employee typically is
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not.

GIAI THICH TIENG VIET
mga thai do du thira lao dong (redundancy): vi tri cong viéc khéng con can thiét nira (vi du do
tu dong hod) — ngudi lao dong duoc hudng tro cap théi viéc vi day khéng phai 16i ctia ho. Sa
thai ky luat (dismissal): cham dirt hgp déng do hanh vi/hiéu suat ca nhan cta ngudi lao dong
— khac biét hoan toan vé ban chat phap ly va dao dirc so véi redundancy.

Bai tap luyén tap

A business hires extra retail staff only for the eight-week period before a major holiday season,
with both parties aware from the outset that the role will end after that period. This is best
described as a:

(A) Zero-hours contract (C) Full-time permanent contract

(B) Fixed-term (temporary) contract (D) Freelance contract

Loi giai chi tiét

Employment for a specified, agreed period only is a fixed-term (temporary) contract. (B).

Bai tap luyén tap

Case study. A 38-year-old employee with 8 complete years of continuous service is made
redundant when their entire department is automated. Their weekly pay is $540, and the
applicable redundancy formula for their age band is 1 week’s pay per complete year of service.
Calculate their total statutory redundancy pay.

Loi giai chi tiét

Redundancy pay = 8 x 1 x 540 = $4,320.

Bai tap luyén tap

Which of the following is the most significant drawback of zero-hours contracts from the em-
ployee’s perspective?

(A) They guarantee too many hours of work mum hours are guaranteed

each week (C) They always pay a higher hourly rate than

(B) They can leave workers with unstable full-time contracts

and unpredictable income, since no mini- (D) They are illegal in most countries

Loi giai chi tiét

Since the employer is not obliged to offer any minimum number of hours, zero-hours workers
can face highly unpredictable, unstable income. (B).
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2.13 Trade unions and industrial relations

B Trade unions

A trade union is an organisation that represents the collective interests of employees, negoti-
ating with employers on their behalf over pay, working conditions, and job security — a process
known as collective bargaining. Because an individual employee typically has very little bar-
gaining power alone, union membership gives employees much greater negotiating strength
as a group. If negotiations fail to reach agreement, unions may organise industrial action such
as a strike (employees collectively refuse to work) to pressure the employer, though this comes
at a direct cost to both sides — lost wages for striking workers, and lost output/revenue for
the employer.

Benefits of trade unions to employees: stronger collective bargaining power than any individ-
ual could achieve alone; support and representation in individual disputes (e.g. unfair dismissal
claims); a collective voice in workplace decision-making.

Benefits of trade unions to employers: a single, organised channel for communicating with the
whole workforce (rather than negotiating individually with every employee); can help identify
and resolve workplace problems before they escalate into more disruptive action.
Costs/risks: industrial action (strikes) can be highly disruptive and costly for the business (lost
production, missed deadlines, reputational damage with customers), and prolonged, adversar-
ial negotiations can slow down decision-making and create a more confrontational workplace
culture than one without union representation.

Cost of a strike

A factory generating $40,000 of revenue per production day is hit by a 6-day strike after pay
negotiations with the trade union break down. Direct lost revenue ~ 40,000 x 6 = $240,000
over the strike period (before considering any lost profit margin, contractual penalties for late
delivery to customers, or longer-term reputational damage). This illustrates why most em-
ployers strongly prefer to reach a negotiated settlement with a union before industrial action
begins, even if that means offering a somewhat higher pay increase than originally intended.

- GIAI THICH TIENG VIET
Coéng doan (trade union): té chirc dai dién quyén loi tap thé cua ngudi lao déng, thuong luong
vGi ngudi st dung lao déng vé luvong, diéu kién 1am viéc théng qua thuong luong tip thé
(collective bargaining). Néu dam phan that bai, céng doan co6 thé t6 chirc dinh céng (strike)
— gay thiét hai cho ca hai bén (ngudi lao dong mat lvong, doanh nghiép mat doanh thu/san
luong). Cong doan mang lai loi ich (ti€ng noi tap thé, hé trg tranh chap ca nhan) nhung ciing
c6 chi phi/rui ro (gian doan san xuat, dam phan kéo dai).

Bai tap luyén tap

Case study. A trade union representing 500 factory workers demands a 9% pay rise, citing
rising inflation; management initially offers only 3%. Explain one reason management might
ultimately agree to a rise closer to the union’s demand, and one reason it might instead risk
industrial action by holding firm at 3%.
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Loi giai chi tiét

Reason to move closer to 9%: avoiding a strike protects the firm from potentially far larger
losses (lost production, missed customer deadlines, reputational damage) than the extra cost
of a higher pay settlement, and helps maintain good long-term employee relations and motiva-
tion. Reason to hold firm at 3%: if the firm's costs are already under severe pressure (e.g. from
high raw material costs or intense price competition), a 9% rise across 500 workers may be
genuinely unaffordable without unsustainable price rises or job cuts elsewhere, and manage-
ment may judge that the union is unlikely to actually follow through with a costly, prolonged
strike.

Bai tap luyén tap

The process by which a trade union negotiates pay and conditions with an employer on behalf
of its members, rather than each employee negotiating individually, is known as:

(A) Delayering (C) Labour turnover
(B) Collective bargaining (D) Appraisal

Lai giai chi tiét

Union negotiation with the employer on behalf of the collective workforce is collective bar-
gaining. (B).

2.14 On-the-job vs. off-the-job training: a cost comparison

On-the-job training takes place at the workplace itself, typically under the guidance of an ex-
perienced colleague (e.g. shadowing, mentoring) while the trainee continues to contribute to
production. Advantages: relatively low direct cost; trainees remain productive (partially) dur-
ing training; content is directly relevant to the specific job.

Off-the-job training takes place away from the immediate workplace (e.g. a college course,
an external training provider, a residential course). Advantages: exposure to broader, more
transferable skills and expert instruction not available in-house; a change of environment can
boost motivation. Drawbacks: higher direct cost (course fees, travel), and the trainee is en-
tirely unproductive at work (and may need cover) during the training period.

Comparing the total cost of two training methods

A firm is deciding how to train 10 new machine operators. On-the-job option: an experienced
operator mentors trainees for 2 weeks, during which trainees still produce at 50% of normal
output (so the firm loses half of 10 workers’ output for 2 weeks — a lost-output cost estimated
at $6,000) plus no additional course fees. Off-the-job option: sending the same 10 trainees to
an external 1-week technical course costs $500 per person in course fees (10 x 500 = $5,000)
plus a lost-output cost while they are absent, estimated at $9,000 (since trainees produce
nothing at all while off-site), for a total of 5,000 + 9,000 = $14,000. Comparison: the on-the-
job option costs only $6,000 versus $14,000 for the off-the-job option in this case — but the
off-the-job course may deliver more comprehensive, expert-led training on the specific new
machinery, which could reduce costly errors and accidents later, an important consideration
alongside the higher immediate financial cost.
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GIAI THICH TIENG VIET

Pao tao tai cho (on-the-job training): chi phi thap hon, hoc vién van déng gép mot phan san
lwgng trong khi hoc. Dao tao ngoai noi lam viéc (off-the-job training): chi phi cao hon (hoc
phi, mat toan bd san lugng trong thoi gian dao tao) nhung thudng mang lai ky nang chuyén
sau, chuyén giao duoc tir chuyén gia bén ngoai. Quyét dinh chon phuong phap nao can can
nh3c ca chi phi truc tiép 1an chat lugng/dé sau cda ky nang thu duoc.

Bai tap luyén tap

Case study. A firm trains 8 new staff. On-the-job training costs an estimated $4,000 in lost
output over 1 week. Off-the-job training costs $300 per person in course fees plus $7,000 in
total lost output. Calculate the total cost of each option and identify the cheaper one.

Loi giai chi tiét
On-the-job total cost = $4,000. Off-the-job total cost = (8 x 300) + 7,000 = 2,400 + 7,000 =
$9,400. The on-the-job option is cheaper ($4,000 versus $9,400).
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Marketing

Muc tiéu Unit: Nghién ctru thi trudng (so cap/thir cap, dinh tinh/dinh lwong, phuong phap 1ay mau);
phan khuc thij trudng va thj trwdng muc tiéu; marketing mix 4Ps (san pham, gia, phan phéi, xtc tién) va
chu ky s6ng san pham; chién lvoc marketing (marketing ngach va marketing dai tra); marketing quéc té.

3.1 The role and purpose of marketing

Marketing is the management function that identifies, anticipates and satisfies customer require-
ments profitably. Rather than simply "selling” whatever a business happens to produce, effective
marketing starts with understanding what customers actually want, and then designs the product,
price, distribution and promotion around that need. Marketing objectives typically include increasing
sales revenue, growing market share, building brand loyalty, and successfully launching new prod-
ucts.

Market share — a firm’s sales as a percentage of total sales in that market:

Firm’s sales

Total market sales x 100

Market share =

A rising market share suggests a firm is growing faster than its overall market (winning cus-
tomers from rivals); a falling market share can occur even while a firm’s own sales are rising, if
the whole market is growing even faster.

Market share calculation

Total annual sales in a national snack-food market are $5,000,000. A firm’s own sales are
$750,000.

750,000 "
5,000,000

If the firm’s sales rise to $900,000 the following year while the total market grows to
$7,500,000, its new market share is 900,000/7,500,000 x 100 = 12% — a fall in market share

despite a rise in the firm’s own sales, because competitors captured an even larger share of the
market’s growth.

Market share = 100 = 15%.

- GIAI THICH TIENG VIET
Marketing |3 chirc nang quan ly nham xac dinh, du doan va dap (rng nhu cau khach hang mét
cach c6 loi nhuan — thay vi chi "ban” bat clr thir gi doanh nghiép san xuat ra. Thi phan (market
share) = doanh s& ctia doanh nghiép / téng doanh s6 thi trudng x 100. Thi phan cé thé GIAM
ngay ca khi doanh s& cia doanh nghiép TANG, néu toan b thi truong ting truang nhanh hon.
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3.2 Market research

Market research reduces the risk of business decisions by identifying customer needs and prefer-
ences, testing new product ideas before launch, forecasting demand, and monitoring competitors’
activity.

Primary (field) research — gathering original, first-hand data specifically for the firm’s own pur-
poses: questionnaires/surveys, face-to-face or telephone interviews, focus groups, and direct
observation of customer behaviour. Advantages: highly relevant, up to date, and can be tai-
lored to answer a firm’s exact question. Disadvantages: time-consuming and often expensive
to design and carry out, and results may be biased by a small or unrepresentative sample.
Secondary (desk) research — using data that already exists, collected for another purpose:
government statistics, published market reports, trade publications, competitors’ own web-
sites/annual reports, and general internet sources. Advantages: cheap and quick to access.
Disadvantages: may be out of date, may not be specific enough to the firm's particular prod-
uct or market, and is available to competitors too (no competitive advantage from having it).

Qualitative research explores opinions, attitudes and motivations in depth (e.g. focus groups, in-
depth interviews) — rich, detailed insight but from a small sample, harder to generalise and to analyse
statistically. Quantitative research produces numerical data that can be statistically analysed (e.g.
guestionnaires with tick-box answers) — easier to summarise objectively and can use a large sample,
but gives less insight into why customers feel a certain way.

Sampling methods

Random sampling — every member of the target population has an equal chance of being se-
lected (e.g. names drawn at random from a customer database). Free from selection bias, but
by chance may still under-represent some groups.

Quota sampling — the researcher sets fixed numbers (quotas) to be interviewed from each
demographic group (e.g. 50 men and 50 women aged 18-30), then selects any convenient
respondents until each quota is filled. Ensures a set structure matching the target market, but
is not truly random and relies on interviewer judgement in who is approached.

Stratified sampling — the population is divided into sub-groups (strata) by a relevant charac-
teristic (e.g. age band), and a sample is drawn from each stratum in proportion to its share of the
whole population, using random selection within each stratum. Combines representativeness
with genuine randomness, but requires good prior data on the structure of the population.

- GIAI THICH TIENG VIET
Nghién clru so cap (primary): dir liéu do chinh doanh nghiép thu thap lan dau (khao sat, phong
van, nhém tap trung — focus group) — sat thuc té nhung tén kém, mat thoi gian. Nghién ciru
thir cap (secondary): dit liéu cé sin (théng ké chinh phu, bdo cdo nganh) — ré, nhanh nhung cé
thé khoéng sat nhu cau cu thé hodc da 16i thoi. Dinh tinh (qualitative): kham pha thai dé/cam
nhan (mau nho, khé phan tich théng ké). Pinh lwong (quantitative): dir liéu s6, dé phan tich
théng ké (mau 16n). Phuong phap 18y mau: ngau nhién (random) — ai ciing cé co hoi dugc
chon nhu nhau; theo han ngach (quota) — chon du s6 lwgng c6 dinh tir méi nhém; phan tang
(stratified) — chia dan s thanh cac nhom réi 1dy mau ngau nhién theo ding ty 1é cia méi nhém.

Choosing an appropriate sampling method

A cosmetics firm wants its national survey sample to reflect the country’s actual age structure:
20% aged 18-25,45% aged 26-45, 35% aged 46+. If it surveys 400 people in total, a stratified
sample would select 0.20 x 400 = 80 respondents aged 18-25, 0.45 x 400 = 180 aged 26-45,
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and 0.35 x 400 = 140 aged 46+, with individuals chosen randomly within each age band —
ensuring the sample structure mirrors the population while still avoiding selection bias within
each group.

(1) L6i thuwong gap: Do not confuse quota sampling with stratified sampling: both divide the
population into groups with target numbers, but stratified sampling additionally requires ran-
dom selection within each group, whereas quota sampling allows the researcher/interviewer
to pick any convenient respondent until the quota is filled (introducing more potential for in-
terviewer bias).

3.2.1 Digital marketing

The rise of the internet and social media has added a distinct set of promotional and research tools
to the traditional marketing toolkit.

Search engine marketing — paying to appear prominently in search engine results for relevant
keywords, reaching customers at the exact moment they are actively searching for a related
product.

Social media marketing — building a brand presence and engaging directly with customers on
social platforms; can be highly cost-effective and allows two-way interaction (comments, re-
views) that traditional advertising cannot.

Influencer marketing — paying individuals with a large, engaged online following to promote a
product to their audience, borrowing the influencer’s credibility/trust with their followers.
Viral marketing — content designed to be shared rapidly and widely by users themselves, gen-
erating exposure far beyond the firm’s own direct advertising spend, though success cannot
be guaranteed or fully controlled by the firm.

Digital marketing tools can be far more precisely targeted (by demographic, location, browsing
behaviour) than traditional mass media, and results (click-through rates, conversion rates, engage-
ment) can be measured in real time — allowing a firm to adjust a campaign quickly if it is under-
performing, unlike a print or television advert that, once bought, cannot easily be changed mid-
campaign.

. GIAI THICH TIENG VIET

Marketing ky thuat sd: quang cdo trén cong cu tim ki€ém, mang xa hoi, ngudi anh hudng
(influencer), va marketing lan truyén (viral). Uu diém |&n nhat so v&i quang cdo truyén théng:
c6 thé nham muc tiéu chinh xac hon va do ludng két qua theo thoi gian thuc, cho phép diéu
chinh chién dich nhanh chéng néu hiéu qua chua tét.

3.3 Market segmentation and targeting

Market segmentation is the process of dividing a broad market into smaller groups (segments) of
customers who share similar characteristics and needs, so a business can design and target its mar-
keting mix precisely at each segment.

Common bases for segmentation: demographic (age, gender, income, family size), geographic
(region, urban/rural, climate), psychographic/lifestyle (values, interests, social class, personal-
ity), and behavioural (usage rate, brand loyalty, occasion of purchase).

Benefits of segmentation include: the ability to design a marketing mix that precisely matches
each segment’s needs; the potential to charge a premium price to segments willing to pay more; a
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competitive advantage over rivals using a "one size fits all” approach; and the ability to identify and
enter new, currently under-served segments.

GIAI THICH TIENG VIET

ufgh:?\n khuc thi trwong (segmentation) chia thi trudng I&n thanh cac nhom khach hang nhé hon
c6 dac diém/nhu ciu tuong déng, dé doanh nghiép thiét ké marketing mix pht hgp cho tirng
nhom. Cac tiéu chi phan khic phé bién: nhan khau hoc (tuéi, gidi tinh, thu nhap), dia ly (ving
mién), tam ly/16i séng (gia tri s6ng, tang I&p xa hoéi) va hanh vi (mirc d6 sir dung, long trung
thanh vé&i thuong hiéu).

(1) L6i thuong gip: Market segmentation (dividing customers into groups by shared charac-
teristics) is not the same as product differentiation (making one’s own product stand out from
competitors’, e.g. through a unique feature or branding) — a very common exam confusion. A
firm can differentiate its product within a single market segment.

3.3.1 Analysing market research data
Raw market research data is often summarised numerically before being used for decisions.

Interpreting a simple survey result

A questionnaire of 400 randomly-selected customers asks whether they would buy a proposed
new flavour of yoghurt. 260 say yes, 90 say no, and 50 are undecided.

. 260
% in favour = 200 x 100 = 65%.

A firm might set a threshold (e.g. "launch only if over 60% respond positively”) before com-
mitting to a costly product launch; here the 65% result clears that threshold, though the firm
should also consider the size and representativeness of the 400-person sample before making
a final decision.

- GIAI THICH TIENG VIET
D{r liéu khao sat thé thudng duoc tom tat bang phan trdm trudce khi dung dé ra quyét dinh.
Vi du: néu 65% nguoi dugc hdi ting hd san pham mai va ngudng dat ra 1a 60%, doanh nghiép
c6 thé quyét dinh ra mat san phdm — nhuwng van can xem xét quy mé va tinh dai dién ctia mau
khao sat.

3.4 The marketing mix: Product

Product is the good or service itself, which must meet customer needs through its features, quality,
design, reliability and branding. A strong product typically has a unique selling point (USP) — a
distinctive feature or benefit that competitors do not offer, giving customers a clear reason to choose
it over rivals.

Branding gives a product a distinctive identity (hame, logo, packaging, values/personality) that
differentiates it from competitors, builds customer recognition and trust, allows premium pric-
ing, and encourages repeat purchase and loyalty. Strong brands can survive product recalls or
bad publicity far better than unbranded/generic products, because customers have accumu-
lated trust in the brand as a whole, not just in one item.

Every product passes through a product life cycle (PLC): sales typically follow the pattern below.
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Sales revenue
A

> Time
Introduction Growth Maturity Saturation Decline
The product life cycle: sales rise through introduction and growth, peak around maturity/saturation, then fall in decline.
Firms use extension strategies to prolong maturity and delay decline.

Introduction — product just launched; sales are low and rising slowly, promotion spending is
high (building awareness), and the firm often makes a loss.

Growth — sales rise rapidly as awareness spreads; competitors begin entering the market; the
firm reinvests profit into extra capacity and wider distribution.

Maturity — sales growth slows and peaks; the market is now crowded with competitors; the
firm focuses on defending market share (branding, loyalty schemes).

Saturation — most potential customers already own/have tried the product; sales plateau or
grow only very slowly.

Decline — sales fall steadily as the product becomes outdated or is replaced by newer alterna-
tives; the firm may withdraw the product or run it down at minimal cost.

Extension strategies (used to prolong maturity/delay decline): new packaging or variants, en-
tering new markets/regions, price changes (discounts or repositioning), and fresh advertis-
ing/promotion campaigns.

Cash flow and profit across the PLC

A toy manufacturer launches a new board game. During introduction, revenue is low
($10,000/month) but marketing spend is high ($15,000/month), giving a monthly loss of
$5,000 — typical of this stage, financed from the firm's other, more established products
or from external finance. By growth, revenue reaches $60,000/month against costs of
$35,000/month (a $25,000 monthly profit) as word-of-mouth and repeat purchase build mo-
mentum without needing proportionally higher marketing spend. This illustrates why firms
often accept short-term losses on new-product launches in anticipation of much larger profits
during growth and maturity.

GIAI THICH TIENG VIET
M&i san pham déu trai qua chu ky séng (product life cycle): gigi thiéu (doanh sé thap, chi phi
quang cao cao, thudng 16) — tang trudng (doanh sé ting nhanh, déi tha bat dau xuat hién)
— trwdng thanh (doanh sé dat dinh, canh tranh gay gat) — bao hoa (doanh sé di ngang) —
suy thoai (doanh s6 gidm dan). Doanh nghiép dung chién lwgc kéo dai (extension strategies)
nhu d6i bao bi, mé rong thi trudng mdai, thay déi gid, lam méi quang cao dé kéo dai giai doan
truéng thanh.
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3.4.1 Branding strategies and USP in depth

Manufacturer/family branding — a single brand name is used across an entire range of prod-
ucts (e.g. one confectionery company branding all its products under one family name), building
broad brand recognition but risking that a scandal affecting one product can damage the rep-
utation of the whole range.

Individual branding — each product/product line has its own distinct brand identity, even from
the same parent company, isolating any single product’s reputation problems from the rest of
the portfolio, though at higher total marketing cost (each brand must be built up separately).
Own-label (private label) branding — a retailer sells products manufactured by a third party
under the retailer’s own brand name (e.g. a supermarket’s own-brand cereal), typically priced
below famous manufacturer brands while still building loyalty to the retailer itself.

GIAI THICH TIENG VIET
Thuong hiéu gia dinh (family branding): dung mét tén thuong hiéu cho toan bé dong san pham
— dé nhan dién nhung rui ro lan truyén néu mét san pham gip su c6. Thuong hiéu riéng lé
(individual branding): méi san pham cé thuong hiéu riéng — c6 1ap rui ro nhung tén kém hon.
Nhan hang riéng (own-label): nha ban lé ban san pham do bén thd ba san xuat dudi thuong
hiéu riéng ctia minh, thudng gia thap hon thuong hiéu néi tiéng.

3.5 The marketing mix: Price

Cost-plus pricing — add a fixed profit margin (mark-up) on top of the unit cost. Simple and
guarantees a margin on every unit sold, but ignores what competitors charge and what cus-
tomers are actually willing to pay.

Penetration pricing — set a deliberately low initial price to gain market share quickly when
entering a competitive market, then raise the price gradually once a loyal customer base is es-
tablished.

Price skimming — set a deliberately high initial price for a genuinely new/innovative product
with little direct competition, to maximise revenue from early adopters before the price is low-
ered as competitors enter.

Competitive pricing — set a price closely in line with rivals’ prices, common in mature markets
with many similar competing products.

Psychological pricing — set a price just below a round number (e.g. $9.99 rather than $10.00)
because customers tend to perceive it as meaningfully cheaper.

Cost-plus pricing calculation

A unit costs $18 to produce (materials, labour and an allocated share of overheads). The firm
wants a 40% mark-up on cost.

Selling price = 18 x (1 4 0.40) = 18 x 1.40 = $25.20.

If competitors are selling an equivalent product for $22, the firm’s cost-plus price of $25.20
may be uncompetitive — illustrating why cost-plus pricing should be checked against the mar-
ket, not used in isolation.

GIAI THICH TIENG VIET
mBinh gia chi phi céng lgi nhuan (cost-plus): cong thém mot ty |é loi nhudn cé dinh vao chi phi
don vi. Dinh gia thAm nhap (penetration): gia thap ban dau dé nhanh chéng chiém thi phan.
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Dinh gia hét vang (skimming): gia cao ban dau cho san pham méi/doc dao, sau do giam dan.
Dinh gia canh tranh: theo sat gia doi thu. Dinh gia tam ly: dat gia thap hon mét s6 tron (vi du
$9.99) dé€ khach hang cam thay ré hon.

3.6 The marketing mix: Place

Place refers to the distribution channel(s) used to get a product from the producer to the final cus-
tomer.

Direct distribution — selling straight from producer to customer (e.g. a firm’'s own website, a
factory outlet), with no intermediaries: the firm keeps the full margin and full control over the
customer relationship, but must handle all logistics, payment and customer service itself.
Indirect distribution — selling through one or more intermediaries: a wholesaler buys in bulk
from the producer and breaks it down into smaller quantities for retailers, who then sell to the
final consumer. This reaches many more customers with far less logistics effort for the pro-
ducer, but each intermediary takes a margin, raising the final price and reducing the producer’s
control over how the product is presented/sold.

The growth of e-commerce has made direct online distribution dramatically more accessible even
for small firms, cutting out traditional wholesale/retail intermediaries (disintermediation), lowering
costs, widening potential customer reach (including internationally), and providing rich data on cus-
tomer behaviour — though it also removes the ability for customers to physically inspect goods
before buying, and requires investment in a reliable website, secure payment systems and a deliv-
ery/logistics network.

- GIAI THICH TIENG VIET
Phan phéi truc tiép: ban thang tir nha san xuat dén khach hang (website riéng) — gilr toan bd
bién lgi nhuan nhung phai tu lo hau can. Phan phdi gian tiép: qua trung gian — nha ban buén
(wholesaler) mua s6 lwgng 1&n réi ban lai cho nha ban lé (retailer), ti€p can dugc nhiéu khach
hang hon nhung méi trung gian I1ay mot phan Igi nhuan, day gia cudi cing Ién cao hon. Thuong
mai dién tr (e-commerce) gitip phan phéi truc ti€p dé dang hon nhiéu, ké ca véi doanh nghiép
nho.

3.7 The marketing mix: Promotion

Above-the-line promotion — paid-for advertising placed in independent media that the firm
does not control (television, radio, print, online display/search advertising). Reaches a mass
audience but is expensive and cannot be closely targeted at individuals.

Below-the-line promotion — promotional activity controlled directly by the business itself:
sales promotions (discounts, "buy-one-get-one-free”, loyalty cards, competitions), sponsorship,
direct mail/email marketing, personal selling, public relations (PR), and social media/influencer
marketing. Often cheaper and more targeted/measurable than above-the-line advertising, es-
pecially through digital and social channels.

GIAI THICH TIENG VIET

Uc tién trén dudng (above-the-line): quang céo tra phi trén cic kénh truyén théng doc lap
(TV, bao, quang cao tim kiém truc tuyén) — tiép can sé déng nhung dat va khd nham muc tiéu
cu thé. Xic tién dudi dudng (below-the-line): hoat déng do chinh doanh nghiép ki€ém soat
truc ti€p (khuyén mai, thé thanh vién, ban hang ca nhan, PR, mang xa h6i/nguoi anh hudng)
— thudng ré hon va c6 thé do ludng/nham muc tiéu chinh xac hon.
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(1) L6i thuwong gip: "Above the line” and "below the line” promotion are frequently swapped
by mistake in exams. Remember: above the line = paid space in independent media the firm
does not itself control (TV, newspapers); below the line = promotional tools the firm directly
manages and controls itself (its own social media page, its own loyalty scheme, its own sales
staff).

3.7.1 Coordinating the marketing mix

The 4Ps must fit together

The four elements of the marketing mix — Product, Price, Place, Promotion — must be con-
sistent with one another and with the firm’s chosen market segment/positioning. A pre-
mium (skimmed) price only makes commercial sense alongside a genuinely high-quality, well-
designed product, an exclusive/selective place of distribution (premium retailers, not discount
stores), and prestige-style promotion (aspirational advertising, celebrity endorsement) — mis-
matching any one element undermines the whole strategy.

A coordinated marketing mix

A luxury watch brand: Product — hand-finished mechanical movement, premium materi-
als, limited editions. Price — price skimming, positioned deliberately far above mass-market
watches. Place — sold only through select authorised boutiques and the brand’s own flag-
ship stores (not supermarkets or discount websites). Promotion — above-the-line adverts in
high-end lifestyle magazines and below-the-line sponsorship of prestigious sporting/cultural
events, reinforcing an exclusive brand image. Each element reinforces the others; selling the
same watch through a discount website at a marked-down price would immediately undermine
the premium positioning built by the other three Ps.

GIAI THICH TIENG VIET
Marketing mix "4Ps”: Product (san pham), Price (gia), Place (phan phéi), Promotion (xtc ti€n).
Bon yéu té nay phai dong bd (coordinated) vai nhau va pht hop vai phan khc thi tredng muc
tiéu — vi du mot san pham dinh gia cao cap (skimming) chi hop ly khi di kém chat lwong cao,
kénh phan phai chon loc va hinh anh quang cdo sang trong.

3.8 Competitor analysis and the product portfolio

Before finalising a marketing strategy, firms typically analyse their competitive position and the bal-
ance of products in their overall range.

Analysing competitors

Firms monitor competitors’ pricing, product features, promotional activity and market share
to identify their own competitive advantages and vulnerabilities. A firm with a genuine com-
petitive advantage (e.g. a lower cost base, a stronger brand, patented technology) can sustain
higher profit margins or a larger market share than rivals over time; without one, a firm risks
being undercut on price or outperformed on quality/features by competitors.

Many businesses sell more than one product, forming a product portfolio. Products at different
stages of the product life cycle play different roles: newly-launched products may require heavy
investment and generate little profit yet, while mature, high-market-share products generate strong,
reliable cash flow that can be used to fund the next generation of new products. A balanced portfolio
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— some established, profitable products alongside some newer, higher-growth-potential products —
reduces a firm's overall reliance on any single product succeeding, spreading risk in a similar way to
how a conglomerate spreads risk across unrelated industries (Unit 1).

Balancing a product portfolio

A drinks company earns most of its current profit from its long-established, market-leading
cola brand (mature stage, high market share, strong steady cash flow), while investing a portion
of that cash flow into developing and marketing a newly-launched flavoured sparkling water
range (introduction/growth stage, currently loss-making but with strong growth potential). If
the cola brand eventually enters decline, the firm is not left without an alternative source of

future revenue, because the new range should by then be reaching its own growth/maturity
stage.

GIAI THICH TIENG VIET
Danh muc san pham (product portfolio): nhiéu doanh nghiép cé nhiéu san phdm & cac giai
doan khac nhau cta chu ky séng. S&n pham md&i ra mat can dau tu nhiéu va ¢ thé chua ¢
13i; sdn pham truwdng thanh, thi phan 16n tao ra dong tién 8n dinh dé tai trg cho san pham mai.
M6t danh muc can bang gitip doanh nghiép gidm phu thudc vao su thanh céng ctia mét san
pham duy nhat.

3.9 Marketing budgets and measuring effectiveness
A marketing budget sets planned spending on market research, advertising and promotion over a
period. Firms increasingly measure the return on marketing investment (ROI) of specific campaigns.

Marketing ROl Additional profit generated by the campaign « 100

Cost of the campaign

A positive, high marketing ROl justifies continuing or expanding a campaign; a low or negative
ROI suggests the marketing spend is not being converted into sufficient additional profit, and
the budget may be better redirected elsewhere.

Calculating marketing ROI

A firm spends $20,000 on a social media advertising campaign. As a direct result, it estimates
additional sales generating $35,000 of additional gross profit (after deducting the extra cost
of sales, but before deducting the campaign cost itself).

35,000 — 20,000
20,000

Marketing ROl = x 100 = 75%.

A 75% return means the campaign generated $0.75 of additional net profit for every $1 spent
— a strong result that would typically justify continuing or scaling up the campaign, subject to
the firm confirming the sales increase can genuinely be attributed to the campaign itself (rather
than other factors, such as seasonal demand).

- GIAI THICH TIENG VIET
ROI marketing (ty suat sinh &7 tir marketing) = (Igi nhudn tang thém nho chién dich — chi phi
chién dich) / chi phi chién dich x 100. ROl duong va cao chirng minh chién dich marketing
hiéu qua va nén tiép tuc/ma réng; ROI thap hodc am cho thay ngan sach marketing nén duoc
phan bo lai.
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3.10 Marketing strategy

Niche marketing — targeting a small, specific, clearly-defined segment of the total market with
a tailored marketing mix. Advantages: less direct competition (large firms often ignore small
niches as not worth their scale), can charge higher prices/margins, and builds a loyal, specialist
customer base. Disadvantages: limited overall growth potential (the segment itself is small),
and vulnerability if the niche shrinks, changes taste, or is suddenly targeted by a large com-
petitor.

Mass marketing — targeting the whole market with an undifferentiated (or broadly similar)
marketing mix. Advantages: benefits from economies of scale in production and marketing,
and can achieve very large sales volumes. Disadvantages: faces intense competition, typi-
cally lower profit margin per unit, and a "one size fits all” approach may fail to satisfy any one
segment as precisely as a specialist competitor.

. GIAI THICH TIENG VIET

Marketing ngach (niche marketing): nham vao mét phan khic nho, cu thé — it canh tranh,
gia/bién lgi nhuan cao hon nhung tiém nang tang trudng han ché. Marketing dai tra (mass
marketing): nham vao toan bo thi truding — hudng loi tir kinh té theo quy mé, san luvong I6n
nhung canh tranh gay gat hon, bién lgi nhuan méi don vi thap hon.

3.11 International marketing

As firms expand into overseas markets, they must decide how far to adapt their marketing mix to
local tastes, languages, currencies, cultural norms and legal requirements, versus keeping a single
standardised (global) marketing mix everywhere to maximise economies of scale in production and
advertising. In practice most international firms use elements of both: a broadly consistent global
brand identity, adapted where necessary (e.g. translated packaging, locally-relevant flavours, prices
adjusted for local income levels and exchange rates).

. GIAI THICH TIENG VIET

Khi mé& réng ra thi trudng quéc té, doanh nghiép phai can nhac gilra viéc thich nghi (adapt)
marketing mix theo van hoa/ngdn ngilr/phap luat dia phuong va viéc gilr mét chién luwgc tiéu
chuan hoa (standardised) toan cau dé tiét kiém chi phi. Da s6 doanh nghiép quéc té két hop
ca hai: gilr ban sac thuong hiéu nhat quan nhung diéu chinh mét sé yéu té cho phu hop véi
tirng thi truong.

3.12 Practice and consolidation

Bai tap luyén tap

A market research team conducts in-depth focus group discussions to explore how customers
feel about a new perfume’s scent. This is an example of:

(A) Quantitative secondary research (C) Quantitative primary research

(B) Qualitative primary research (D) Qualitative secondary research

Loi giai chi tiét

Focus groups gather original opinions/attitudes (not numbers) — qualitative, and the data is
collected first-hand by the firm — primary. (B).

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 91



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

Bai tap luyén tap

Case study. Total industry sales of sports drinks are $12,000,000 per year. Brand Zolt sells
$1,800,000 of product. Calculate Zolt's market share.

Loi giai chi tiét

1,800,000

Market share =

Bai tap luyén tap

A product’s sales are rising rapidly, several new competitors are entering the market, and the
firm is reinvesting profit into extra production capacity. Which stage of the product life cycle

is this?
(A) Introduction (C) Maturity
(B) Growth (D) Decline

Loi giai chi tiét
Rapidly rising sales with new competitors entering is the classic description of the growth
stage. (B).

Bai tap luyén tap

Case study. Recommend a pricing strategy for (a) a completely new, patent-protected smart-
watch with no direct competitors, and (b) a new low-cost breakfast cereal entering a crowded,
competitive market. Justify each.

Loi giai chi tiet

(a) Price skimming — with no direct competitors and patent protection, the firm can charge
a high initial price to early adopters/innovators to maximise revenue before competitors can
copy the product; price can be lowered later. (b) Penetration pricing — with many existing
competitors, a low introductory price is needed to attract customers away from established
brands and build market share quickly; price may be raised once a loyal customer base is es-
tablished.

Bai tap luyén tap

A car manufacturer markets a small city car mainly to young, urban, budget-conscious first-
time drivers. This is primarily segmenting the market by:

(A) Geography only (C) Product life cycle stage
(B) Age and income (D) Distribution channel

Lai giai chi tiét

"Young” = age, "budget-conscious” = income; "urban” adds a geographic element but the dom-
inant bases described are age and income. (B).
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Bai tap luyén tap

Case study. A cinema chain wants a sample of 500 customers to reflect the age structure of
its actual customer base: 30% under 18, 50% aged 18-40, 20% over 40. Explain how the
cinema would construct a stratified sample of exactly 500 customers, stating the number to
be surveyed from each age group.

Loi giai chi tiét

Under 18: 0.30 x 500 = 150. Aged 18-40: 0.50 x 500 = 250. Over 40: 0.20 x 500 = 100
(total 150 + 250 + 100 = 500, matching the target sample size and the actual proportions of
the customer base). Within each age group, individuals would then be selected randomly, so

that the sample is both representative of the population’s structure and free of interviewer
selection bias.

Bai tap luyén tap

A firm sells a specialist, high-margin range of left-handed musical instruments, accepting that
total sales volume will always be small. This is an example of:

(A) Mass marketing (C) Penetration pricing
(B) Niche marketing (D) Below-the-line promotion

Loi giai chi tiét

Deliberately targeting a small, specific segment with a tailored product is niche marketing. (B).

Bai tap luyén tap

Case study. A unit costs $32 to produce. The firm applies a 25% cost-plus mark-up. Calculate
the selling price, and state one weakness of using cost-plus pricing in this case if the firm's
closest competitor sells an equivalent product for $36.

Lai giai chi tiét

-

Selling price = 32 x 1.25 = $40. Weakness: cost-plus pricing here produces a price ($40)
noticeably above the closest competitor’s price ($36), which may make the product uncom-
petitive — cost-plus pricing considers only the firm's own costs and ignores what competitors
charge or what customers are willing to pay.

Bai tap luyén tap

Which of the following is an example of below-the-line promotion?
(A) A television advertisement broadcastna- (C) A "buy-one-get-one-free” in-store pro-
tionally motion run by the retailer itself

(D) A billboard advertisement on a public
(B) A newspaper advertisement highway
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Loi giai chi tiét

A sales promotion controlled directly by the business (not placed in independent media) is
below-the-line. (C). (The other three are all paid placements in independent media — above-
the-line.)

Bai tap luyén tap

Case study. A small artisan cheese producer sells directly to consumers through its own farm
shop and website, avoiding wholesalers and supermarkets entirely. Explain one advantage and
one disadvantage of this direct distribution strategy.

Lai giai chi tiét

Advantage: the producer keeps the full retail margin (no wholesaler/retailer taking a cut) and
retains complete control over how the product is presented and the customer relationship
(e.g. gathering direct customer feedback and data). Disadvantage: the producer reaches a
far smaller number of potential customers than it would through wholesale/supermarket dis-
tribution, and must handle all its own logistics, payment processing, and customer service —
resource-intensive for a small firm.

Bai tap luyén tap

A toothpaste brand that has been on the market for over a decade launches a new flavour vari-
ant and refreshes its television advertising campaign, even though sales had begun to plateau.
This is an example of:

(A) Price skimming (C) Market segmentation

(B) An extension strategy (D) Vertical integration

Lai giai chi tiét

Introducing a new variant and refreshed promotion to boost a maturing/plateauing product’s
sales is a classic extension strategy. (B).

Bai tap luyén tap

Case study. An online furniture retailer notices that 60% of visitors abandon their shopping
cart before completing a purchase. It wants to understand why, in the customers’ own words.
Recommend an appropriate research method, and justify your choice over at least one alter-
native.

Lo gidi chi tiét

Recommendation: qualitative primary research, e.g. in-depth follow-up interviews or an
open-ended online survey/focus group with customers who abandoned their cart. Justifi-
cation: because the firm needs to understand customers’ reasons and feelings (why they hes-
itated — price, delivery cost, trust, checkout complexity), qualitative methods generate rich,
explanatory detail that a purely quantitative multiple-choice survey (which would only tell the
firm how many did what, not why) or secondary desk research (which would not be specific to
this firm’s own website/customers) could not provide.
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Bai tap luyén tap

Which pricing strategy is a supermarket most likely using when it prices a common grocery
item at $4.99 rather than $5.00?

(A) Price skimming (C) Penetration pricing
(B) Psychological pricing (D) Cost-plus pricing

Loi giai chi tiét

Pricing just below a round number to make the price feel meaningfully lower is psychological
pricing. (B).

Bai tap luyén tap

Case study. A beverage company is deciding between using identical global advertising for its
energy drink in every country, or creating adapted adverts (different languages, local celebri-
ties, culturally relevant imagery) for each major market. Discuss one advantage of each ap-
proach.

Loi giai chi tiét

Standardised (global) advertising: achieves significant economies of scale — one advert can
be produced once (at high quality) and reused across all markets, dramatically lowering the
total cost per country reached, and builds a single, consistent global brand image. Adapted
(localised) advertising: is far more likely to resonate culturally with each specific market (rele-
vant language, local celebrities/imagery, and sensitivity to local customs), which can improve
how persuasive and relatable the advertising feels to that market’s customers, even though it
raises total production costs.

Bai tap luyén tap

A firm’s sales of a once-popular product have fallen for three consecutive years as customers
switch to newer alternatives, and the firm has stopped spending on advertising it. Which stage
of the product life cycle best fits this description?

(A) Introduction (C) Saturation

(B) Growth (D) Decline

Lai giai chi tiét

Consistently falling sales as the product is replaced by newer alternatives, with reduced mar-
keting spend, describes the decline stage. (D).

Bai tap luyén tap

Case study. A firm’s total market share fell from 18% to 15% last year, even though its own
sales revenue rose from $3.6 million to $4.2 million. (a) Calculate the total market size in each
year. (b) Explain how the firm’s market share could fall despite rising sales.
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(a) Total market size = firm’s sales +— market share. Year 1: 3,600,000/0.18 = $20,000,000. Year
2: 4,200,000/0.15 = $28,000,000.

(b) The total market grew from $20 million to $28 million (a 40% increase), while the firm’s
own sales grew from $3.6 million to $4.2 million (only a 16.7% increase) — the firm's sales
grew more slowly than the market as a whole, so despite growing in absolute terms, its market
share fell as competitors captured a larger portion of the market’s overall growth.

Bai tap luyén tap

Which statement about niche marketing is correct?

(A) It always generates higher total sales rev- but has limited overall growth potential

enue than mass marketin . . .
g (C) It relies entirely on economies of scale

(B) It typically faces less direct competition (D) It is only possible for public limited com-
and can support higher profit margins, panies

Lai giai chi tiét

Niche marketing targets a small segment, usually facing less competition and supporting pre-
mium prices/margins, but with inherently limited total growth potential (the segment itself is
small). (B).

Bai tap luyén tap

Case study. A clothing retailer currently sells only through third-party department stores
(wholesale/indirect distribution) but is considering launching its own direct-to-consumer web-
site. Evaluate whether this change is likely to be beneficial, considering both distribution and
pricing implications.

Lai giai chi tiét

Potential benefits: selling direct removes the department stores’ margin, allowing the retailer
either to earn more profit per unit at the same retail price, or to lower its price to customers
while keeping the same margin per unit; it also gives the retailer full control of branding, cus-
tomer data and the ability to react quickly to trends without negotiating with department-
store buyers. Potential drawbacks: the retailer loses the department stores’ existing footfall
and established customer trust/reach, and must now invest in and manage its own website,
payment systems, delivery logistics and customer service — significant new costs and opera-
tional risk, especially if the retailer lacks prior e-commerce experience. Evaluation: the change
is likely most beneficial as an addition to existing wholesale distribution (selling through both
channels) rather than a full replacement, allowing the retailer to capture the higher margin and
customer-data benefits of direct sales while retaining the reach of its established department-
store presence.

Bai tap luyén tap

A firm designs a completely different marketing mix (product features, price, distribution chan-
nel and advertising style) for each of three separate customer segments it has identified. This
approach is known as:
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(A) Undifferentiated (mass) marketing (C) Price skimming
(B) Segmented (differentiated) marketing (D) Vertical integration

Loi giai chi tiét

Designing a distinct marketing mix for each identified segment is segmented (differentiated)
marketing. (B).

Bai tap luyén tap

Case study. A confectionery brand’s market research shows 70% of its sales come from
customers aged 8-16, but its current television advertising airs mainly during programmes
watched by adults aged 35+. Using the concept of market segmentation, explain one recom-
mendation you would make to the company.

Loi giai chi tiet

Recommendation: redirect advertising spend toward media channels and time slots that reach
the 8-16 age segment directly (e.g. children’s television programming, age-appropriate social
media/gaming platforms), rather than adult-oriented programming. Because market research
shows this age group already generates 70% of sales, targeting promotion precisely at this
demographic segment is likely to be a far more cost-effective use of the marketing budget
than continuing to advertise mainly to adults who are not the primary purchasers/consumers
of the product — this aligns promotion (one of the 4Ps) directly with the firm’s identified target
segment.

Bai tap luyén tap

Case study. A firm surveys 500 randomly-selected customers about a proposed new product
feature: 315 respond positively, 120 negatively, and the rest are undecided. The firm's pol-
icy is to proceed with development only if at least 60% respond positively. (a) Calculate the
percentage in favour. (b) State whether the firm should proceed, according to its own policy.

Loi giai chi tiét

—_
ot

3
(a) =00 x 100 = 63%.

(b) Since 63% > 60%, the firm’'s own threshold is met, so according to its stated policy it should
proceed with development (though it may also wish to consider the size and representative-
ness of the 500-person sample before committing fully).

Bai tap luyén tap

A confectionery company sells chocolate bars under three completely different,
independently-branded names, none of which reveal that they are made by the same
parent company. This strategy is known as:

(A) Family branding (C) Own-label branding
(B) Individual branding (D) Penetration pricing

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 97



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

Loi giai chi tiét

Giving each product its own distinct, separate brand identity (rather than one shared family
name) is individual branding. (B).

Bai tap luyén tap

Case study. A small skincare start-up has almost no advertising budget but pays several well-
followed social media personalities to feature its products in their posts, and its products
briefly gain widespread attention after several posts are shared thousands of times without the
firm paying for further promotion. Identify the two promotional techniques described here.

Loi giai chi tiet

(1) Influencer marketing — paying individuals with a large online following to promote the
product, borrowing their credibility with their audience. (2) Viral marketing — content being
shared widely by users themselves at no further direct cost to the firm, generating exposure
far beyond what its advertising budget alone could achieve.

Bai tap luyén tap

Which of the following is a key advantage of digital/social media marketing compared with
traditional television advertising?

(A) It can never be measured or tracked (C) It always costs more than television ad-

(B) It allows precise targeting and real-time YENELL

measurement of results, so campaigns (D) It is a form of primary market research
can be adjusted quickly only

Lai giai chi tiét

Digital marketing allows precise audience targeting and real-time performance tracking, letting
a firm adjust an underperforming campaign quickly — something a already-purchased televi-
sion advert cannot easily do. (B).

Bai tap luyén tap

Case study. A supermarket sells its own-brand baked beans, manufactured under contract by
a third-party food producer, at a lower price than the leading manufacturer brand. Explain one
benefit to the supermarket of selling this own-label product.

Loi giai chi tiét

Benefit: the supermarket can typically earn a higher profit margin on its own-label product
(since it avoids paying for the manufacturer's own brand-building/advertising costs, which are
built into the price of a leading branded product) while still offering customers a lower shelf
price than the leading brand — this can build customer loyalty specifically to the supermarket

itself (since the product is only available there), rather than to a manufacturer brand available
at any competing retailer.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 98



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

Bai tap luyén tap

Case study. A firm spends $15,000 on an email marketing campaign, generating an estimated
$27,000 of additional gross profit directly attributable to the campaign. (a) Calculate the mar-
keting ROI. (b) Advise the firm whether the campaign was worthwhile.

L giai chi tiét
27,000 — 15,000

(a) Marketing ROI = 15.000 x 100 = 80%.

(b) An 80% ROI means the campaign generated $0.80 of additional net profit for every $1 spent
— a strong positive return, suggesting the campaign was worthwhile and could reasonably
be continued or scaled up, provided the firm is confident the additional profit is genuinely
attributable to the campaign itself.

Bai tap luyén tap

A drinks company earns most of its current profit from a long-established, high-market-share
cola brand, while reinvesting some of that profit into developing a newly-launched, currently
loss-making flavoured water range. This approach to managing a product portfolio is primarily
intended to:

(A) Maximise short-term cash flow only from ucts

the new product (C) Eliminate the need for any further market

(B) Spread risk and secure future revenue by research

balancing mature, cash-generating prod- (D) Guarantee the new product will never en-
ucts with newer, growth-potential prod- ter a decline stage

Loi giai chi tiét

Balancing mature, reliable cash-generating products with newer growth products spreads risk
and secures a future revenue source once the mature product eventually declines. (B).

Bai tap luyén tap

Case study. Two rival smartphone manufacturers sell similar products at similar prices, but
Firm X holds several patents on a unique battery technology that lasts twice as long as any
competitor’s. Explain how this gives Firm X a sustainable competitive advantage, and predict
one likely long-run effect on its market share.

Loi giai chi tiét

The patented battery technology is a genuine, legally-protected unique selling point (USP)
that competitors cannot simply copy (unlike, say, a temporary price discount), giving Firm X a
sustainable competitive advantage — customers who value battery life have a concrete reason
to choose Firm X over otherwise-similar rivals. Likely long-run effect: Firm X is likely to see
a rising market share (and/or the ability to charge a modest price premium) as long as the
patent protection lasts and battery life remains a valued feature to consumers, since rivals
cannot legally replicate the exact technology to compete on equal terms.
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3.12.1 Extended case study: Northwind Sportswear

Bai tap luyén tap

Extended case study. Northwind Sportswear has, for 15 years, sold mid-priced running shoes
through a network of independent sports retailers (indirect distribution), using competitive
pricing and mass-market television advertising. Total annual sales in the national running-shoe
market are $80,000,000; Northwind’s own sales are $9,600,000. Market research (a survey of
600 randomly-selected runners) shows 68% of respondents say they would pay a premium for
a shoe made from recycled ocean plastic with a distinctive design, but only if it were available
to buy online with next-day delivery. The marketing director proposes launching "Northwind
ReGen": a premium-priced, recycled-material shoe range sold only through Northwind’s own
new website, supported by a $150,000 social media and influencer marketing campaign.

(a) Calculate Northwind’s current market share.

(b) Calculate the percentage of survey respondents in favour, and comment on whether this
justifies proceeding with the ReGen launch.

(c) Identify the pricing strategy most appropriate for the ReGen range, and justify your choice.
(d) Evaluate whether Northwind’s proposed marketing mix for ReGen (premium price, direct-
only online distribution, social/influencer promotion) is well coordinated.

(e) If the $150,000 campaign generates $225,000 of additional gross profit directly attributable
to it, calculate the marketing ROl and advise whether the campaign was worthwhile.

Loi giai chi tiét
9,600,000
Market share = —————
(a) Market share 20,000,000 X
(b) 68% of the 600 respondents are in favour. This is a strong majority and suggests gen-
uine demand, supporting the case to proceed — though Northwind should confirm the sample
of "runners” surveyed is reasonably representative of its actual broader target market before

committing fully to the investment.

100 = 12%.

(c) Price skimming is most appropriate: ReGen is a genuinely differentiated new product (re-
cycled material, distinctive design) with limited direct competition matching this exact combi-
nation of features, so Northwind can charge a high initial price to capture strong revenue from
early-adopter customers (the 68% willing to pay a premium) before potentially lowering the
price later if competitors enter this niche.

(d) The proposed mix is well coordinated: a premium (skimmed) price is consistent with selling
through an exclusive, direct-only online channel (rather than through mass-market retailers,
which would undercut the premium positioning) and with promotion via social/influencer mar-
keting (which tends to build a distinctive, aspirational brand image well suited to a premium
eco-conscious product) rather than the same mass-market TV advertising used for North-
wind'’s core mid-priced range. Direct online distribution also matches the survey finding that
customers specifically want online purchase with next-day delivery.

(e) Marketing ROl = 225’0(1)20_0(1]20’000 x 100 = 50%. A 50% ROI ($0.50 of additional profit for

every $1 spent) is a solidly positive return, suggesting the campaign was worthwhile and could
reasonably be continued, provided Northwind is confident the additional profit is genuinely
attributable to the campaign rather than other factors.
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Bai tap luyén tap

A firm researching customer opinions selects exactly 40 teenagers, 40 adults aged 25-50, and
40 adults aged 50+ from its customer database for a survey, deliberately picking convenient
respondents from each age group until each quota of 40 is filled. This sampling method is:

(A) Random sampling (C) Stratified sampling
(B) Quota sampling (D) Qualitative sampling

Loi giai chi tiét

Setting fixed target numbers for each group and filling them with any convenient respondents
(rather than randomly) is quota sampling. (B).

Bai tap luyén tap

Case study. A company’s total marketing budget for the year is $500,000. It allocates
$320,000 to television advertising (above-the-line) and the remaining amount to a mix of
loyalty-card discounts and direct email marketing (below-the-line). (a) Calculate the amount
allocated to below-the-line promotion. (b) Calculate what percentage of the total budget this
represents.

Loi giai chi tiét
(a) Below-the-line allocation = 500,000 — 320,000 = $180,000.

180,000
’ 100 = 36%.
ke 00 = 36%

Bai tap luyén tap

A soft-drinks company sells an identical product worldwide but slightly adjusts the sweetness
level and packaging text/language for each region, while keeping its core brand logo and po-
sitioning unchanged everywhere. This best illustrates:

(b) Percentage =

L

(A) Pure standardisation with no adaptation (C) A blend of global standardisation
at all (brand/positioning) with some local

(B) Pure adaptation with no standardisation adaptation (taste, language)

at all (D) Price skimming

Lai giai chi tiét

Keeping the core brand consistent globally while adapting specific elements (taste, language)
to local markets is a blend of standardisation and adaptation, the approach most international
firms actually use. (C).

Bai tap luyén tap

Case study. A firm’'s product portfolio contains one product in the decline stage generat-
ing minimal profit, one in the maturity stage generating strong, stable profit, and one newly-
launched product in the introduction stage that is currently loss-making. Explain how the firm
can use the profit from the maturity-stage product to support the introduction-stage product,
and why this portfolio approach reduces overall business risk.
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Loi giai chi tiét

The mature product’s strong, reliable cash flow can be reinvested to fund the marketing, pro-
duction set-up, and initial losses of the newly-launched introduction-stage product, without
the firm needing to rely entirely on external finance (e.g. a loan) for the new launch. This
portfolio approach reduces overall risk because the firm is not solely dependent on any single
product’s success: if the new product’s launch struggles, the firm still has reliable income from
its mature product; and once the mature product eventually enters decline, the (by-then more
established) newer product should be reaching its own growth/maturity stage, providing a re-
placement source of profit — smoothing the firm’s overall revenue and profit over time rather
than experiencing a sudden gap when any one product’s life cycle ends.

Bai tap luyén tap

Case study. A furniture retailer's market research shows that among its 800 survey respon-
dents, 520 say price is their top priority when choosing furniture, while 280 say design/style
is their top priority. The retailer currently sells only a single mid-range product line at one
standard price point. Using the concept of market segmentation, suggest one way the retailer
could restructure its product range to better serve both groups identified in the research.

Lai giai chi tiét

The retailer could introduce two distinct segments/product lines: a lower-priced, value-
focused range specifically targeting the 520 respondents (65% of the sample) who prioritise
price, using cost-plus or competitive pricing and simpler materials/designs to keep costs down;
and a higher-priced, design-led premium range targeting the 280 respondents (35%) who pri-
oritise style, using more distinctive designs, premium materials, and potentially price-skimming
or prestige positioning. This directly matches the marketing mix to each segment’s specific
priority, rather than trying to serve both groups equally well with a single "one size fits all”
mid-range product, which may currently be satisfying neither group as precisely as it could.

Bai tap luyén tap

A firm launches a new energy drink with an aggressive below-the-line sampling campaign (free
samples at gyms and sports events) rather than paid television advertising. Which of the fol-
lowing is the most likely reason for choosing this promotional approach for a brand-new prod-
uct?

(A) Below-the-line sampling is always more mass-market television advertising

expensive than television advertising (C) Television advertising is illegal for energy

(B) It allows precise targeting of the drinks in most countries

product’s core target segment (gym- (D) Below-the-line promotion cannot be
goers/sports fans) at a lower cost than measured

Loi giai chi tiét

Below-the-line sampling at gyms/sports events directly reaches the product’s likely core target
segment, and is typically far cheaper than a national television campaign — an efficient way to
build initial trial and awareness among the most relevant potential customers. (B).
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Bai tap luyén tap

Case study. A cosmetics firm’s own online survey shows 72% of 250 respondents would be
willing to pay a premium for cruelty-free certification, but the firm’s current secondary research
(an industry report from three years ago) suggested this figure was closer to 40%. Explain one
reason for this discrepancy and one implication for how the firm should proceed.

Loi giai chi tiet

Reason for the discrepancy: the industry report is three-year-old secondary data, which may
simply be out of date — consumer attitudes toward ethical/cruelty-free products can shift
substantially over just a few years, meaning the older figure may no longer reflect current
attitudes, whereas the firm's own recent primary survey directly captures up-to-date opinion
(though from a smaller, firm-specific sample of 250). Implication: the firm should place more
weight on its own recent primary research when making pricing/positioning decisions today,
while recognising the smaller sample size (250, versus a larger industry-wide report) means
it may still be prudent to gather further confirming data (e.g. a larger-scale survey) before
committing to a major strategic shift, such as reformulating its entire range to cruelty-free
certification.

Bai tap luyén tap

A furniture brand’s advertising slogan and logo remain exactly the same in every country it
sells in, but the specific language, model sizes, and local celebrity endorsements used in each
advert differ by country. Which term best describes this overall marketing approach?

(A) Pure global standardisation with zero lo- local adaptation of specific execution de-
cal adaptation tails

(B) A blended approach: global standardisa- (C) Niche marketing only

tion of core brand identity combined with (D) Price skimming

Lai giai chi tiét

Keeping the core brand identity (slogan, logo) consistent globally while adapting specific exe-
cution details (language, sizes, endorsements) locally is a blended standardisation/adaptation
approach, the most common real-world international marketing strategy. (B).

Bai tap luyén tap

Case study. A firm's flagship product has been in the maturity/saturation stage for several
years, with sales roughly flat. The marketing team proposes three possible extension strate-
gies: (i) a limited-edition new flavour, (ii) entering a new overseas market where the product
has never been sold, (iii) a temporary price discount alongside refreshed advertising. Explain
one advantage and one disadvantage of option (ii) specifically, compared with options (i) and

(iii).

Lai giai chi tiét

Advantage of option (ii), entering a new overseas market: unlike options (i) and (iii), which
only refresh interest within the existing, already-saturated market, entering a genuinely new
overseas market taps into an entirely fresh pool of potential customers who have never en-
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countered the product before — offering potentially much larger, longer-lasting sales growth
than a temporary flavour variant or discount. Disadvantage: entering a new overseas market
is likely to be far more costly and complex than options (i) or (iii) — requiring new market re-
search, potential adaptation of the product/marketing mix to local tastes and regulations, new
distribution relationships, and a longer time period before the investment pays off, compared
with the relatively quick and low-cost nature of a new flavour variant or a short-term discount
campaign.

3.13 Distribution channel economics

Choosing a distribution channel is also a financial decision, since each intermediary in the chain
typically adds its own mark-up before the product reaches the final customer.

Mark-ups through a distribution chain

A manufacturer produces a garden tool at a cost of $8 and sells it to a wholesaler for $12 (a
$4, or 50%, mark-up on cost). The wholesaler sells it on to a retailer for $16 (a $4, or 33.3%,
mark-up on its own $12 cost). The retailer then sells it to the final customer for $24 (a $8, or
50%, mark-up on its own $16 cost). The final customer pays $24 for an item that cost only $8
to manufacture — a total mark-up of 24 — 8 = $16 (200% of manufacturing cost) accumulated
across the three stages of indirect distribution. If the manufacturer instead sold directly to
customers online at, say, $18, it would earn far more per unit ($10 profit margin over its $8
cost, rather than only $4 from the wholesaler) while the customer would also pay less than
the $24 retail price — illustrating the potential financial appeal of direct distribution, provided
the manufacturer can independently reach enough customers without the wholesaler/retailer
network.

. GIAI THICH TIENG VIET

M@i trung gian trong chudi phan phéi (nha ban budn, nha ban &) thudng cong thém mot khoan
lgi nhuan (mark-up) trwde khi sdn pham dén tay khach hang cudi. Phan phéi gian tiép qua nhiéu
trung gian lam gia cudi cing cao han nhiéu so véi chi phi san xuat ban dau; phan phai truc tiép
(vi du ban qua website riéng) c6 thé gitip nha san xuat gitr lai nhiéu loi nhuan hon va déng thoi
gidm gia cho khach hang, néu nha san xuat c6 kha nang tu ti€p can da khach hang.

Bai tap luyén tap

Case study. A toy manufacturer’s production cost per unit is $5. It sells to a wholesaler for
$8, who then sells to a retailer for $11, who finally sells to customers for $17. (a) Calculate
the mark-up (in dollars) added at each of the three stages. (b) Calculate the total mark-up, in
dollars and as a percentage of the original manufacturing cost.

Loi gidi chi tiét
(a) Manufacturer to wholesaler: 8 — 5 = $3. Wholesaler to retailer: 11 — 8 = $3. Retailer to

customer: 17 — 11 = $6.
(b) Total mark-up = 17 — 5 = $12; as a percentage of manufacturing cost, 12/5 x 100 = 240%.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 104



8020 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

ENGLISH

Bai tap luyén tap

A manufacturer selling only through wholesalers and retailers decides to also launch a direct-
to-consumer website, selling the same product at a price between its wholesale price and the
final retail price. Which of the following is the most likely direct benefit to the manufacturer
of this dual-channel strategy?

(A) It guarantees the wholesaler and retailer ners

will immediately stop selling the product o
(C) It eliminates the need for any market re-

(B) It allows the manufacturer to earn a ek
higher margin per unit on website sales
while still reaching a wider customerbase (D) It automatically qualifies the manufac-
through existing wholesale/retail part- turer for government subsidies

Loi giai chi tiét
Selling directly at a price between wholesale and retail lets the manufacturer capture extra

margin on those units, while its existing wholesale/retail relationships continue to reach cus-
tomers who prefer to shop through those channels — a genuine dual-channel benefit. (B).

3.14 Product and brand positioning

Positioning refers to how a product is perceived by customers relative to competitors, typically
along dimensions such as price and quality/features. A perceptual (positioning) map plots competing
products/brands on two such dimensions, helping a firm identify both direct rivals and potential
market gaps.

Higher perceived quality
A

e Brand B (luxury, high price)
e Brand A (premium, moderate price)

Potential
gap

e Brand D (overpriced, weak quality)
e Brand C (budget, low quality)

» Higher price

A perceptual (positioning) map: firms use maps like this to see how their brand compares with rivals on price and quality,
and to identify possible “gaps” in the market not currently well served by any competitor.

Using a positioning map to find a market gap

A positioning map of the four brands above reveals that no existing brand occupies the mid-
price, high-quality "gap” in the centre of the map — Brand A is premium but only moderately
priced, Brand B is both high-quality and very expensive, while Brands C and D occupy the
lower-quality space. A new entrant identifying this gap could design a product specifically
targeting mid-price, high-perceived-quality positioning, potentially capturing customers who
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feel underserved by the existing four brands (those wanting quality without paying Brand B’s
premium, but unwilling to accept Brand C or D’s lower quality).

. GIAI THICH TIENG VIET

Dinh vi (positioning) |a cach khach hang nhan thirc vé mot san pham so véi doi tha canh tranh,
thudng theo hai truc: gid ca va chat lugng/tinh nang. Ban d6 dinh vi (perceptual map) gitip
doanh nghiép thay rd vi tri thuwong hiéu ctia minh so véi d6i tha, va phat hién nhirng "khoang
tréng thi truvong” chua duoc phuc vu tét.

Bai tap luyén tap

A firm plots its own product and three rivals’ products on a perceptual map with axes of price
and perceived quality, and identifies an unoccupied space representing high quality at a low
price. Which of the following best explains why this specific "gap” may in fact be difficult to
profitably fill?

(A) No customers ever want high quality at a ten difficult to sustain profitably, since
low price high quality typically requires higher pro-

) duction costs
(B) Perceptual maps are always inaccurate
(D) This gap can only be filled by a public lim-

(C) Offering high quality at a low price is of- ited company

Lai giai chi tiét

While a "high quality, low price” gap may look attractive on a map, in practice higher quality
(better materials, more skilled labour, tighter quality control) usually raises production costs,
making it genuinely difficult to sustain very high quality at a very low price while still earning
an adequate profit margin — many apparent market "gaps” exist precisely because they are
hard to fill profitably, not because no one has thought of them. (C).

Bai tap luyén tap

Case study. A budget airline currently positions itself as low-price/no-frills. Market research
reveals a growing segment of price-sensitive customers who would nonetheless pay a mod-
est premium for slightly more legroom and a guaranteed carry-on bag allowance. Using the
concept of positioning, suggest how the airline could respond without abandoning its core
low-cost identity.

Lai giai chi tiét

The airline could introduce a clearly labelled intermediate tier (e.g. a modestly-priced "Plus”
fare) offering slightly more legroom and a guaranteed carry-on allowance, positioned just
above its existing basic no-frills fare but still well below full-service competitors — allowing it to
capture this specific segment’s willingness to pay a modest premium, without repositioning its
entire core brand away from its established low-cost identity. This uses market segmentation
and a small addition to its product/price mix to fill a specific gap identified by research, while
keeping its main low-price, no-frills positioning intact for its core budget-focused customer
base.
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3.15 The Boston Matrix: a simple product portfolio tool

Building on the earlier discussion of product portfolios, one well-known analytical tool classifies
products according to their market growth rate and relative market share.

Stars — high market share in a high-growth market: promising but often require heavy invest-
ment to maintain their position against competitors entering the growing market. Cash cows
— high market share in a low-growth (mature) market: generate strong, reliable profit with rel-
atively little further investment needed, often used to fund other products. Question marks
(problem children) — low market share in a high-growth market: uncertain future, requiring a
decision on whether to invest heavily to try to grow market share, or withdraw. Dogs — low
market share in a low-growth market: typically generate little profit and may be considered for
withdrawal from the portfolio.

Applying the Boston Matrix

A consumer electronics firm classifies its four main product lines: its market-leading television
range (high share, mature/low-growth market) is a cash cow, generating reliable profit rein-
vested elsewhere; its dominant new smart-speaker range (high share, fast-growing market) is
a star, requiring continued investment to defend its lead as competitors enter; its recently-
launched fitness tracker (low share, fast-growing market) is a question mark, and management
must decide whether to invest heavily to grow its share or exit; and its declining basic calcula-
tor range (low share, shrinking/mature market) is a dog, likely a candidate for discontinuation.
The cash generated by the television "cash cow” is being used to fund the additional marketing
investment the smart-speaker "star” needs.

. GIAI THICH TIENG VIET

Ma tran Boston (Boston Matrix) phan loai sdn pham theo tdc dé ting truéng thi trudng va
thi phan twong doi: Ngoi sao (star) — thi phan cao, thi truong ting trudng nhanh (can dau tuw
nhiéu); Bo sira (cash cow) — thi phan cao, thi truéng bao hoa (tao loi nhuan 8n dinh); Dau héi
(question mark) — thi phan thap, thi truong tang trudng nhanh (can quyét dinh dau tu hay rat
lui); Ché (dog) — thi phan thap, thi trudng bdo hoa/suy giam (thuong bi loai bo khoi danh muc).

Bai tap luyén tap

A firm’s product has a high market share but operates in a mature market with very little further
growth expected. Using the Boston Matrix, this product is best classified as a:

(A) Star (C) Question mark
(B) Cash cow (D) Dog

Loi giai chi tiet

High market share combined with a low-growth (mature) market is the definition of a cash cow
in the Boston Matrix. (B).

Bai tap luyén tap

Case study. A sportswear company classifies its running-shoe range as a "dog” (low mar-
ket share, low-growth/declining market) and its new smart-fitness-watch range as a "question
mark” (low market share, fast-growing market). The finance director proposes withdrawing
the running-shoe range entirely and reinvesting the freed-up resources into the smart-watch
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range. Evaluate this proposal.

Loi giai chi tiét

Arguments for the proposal: the running-shoe "dog” is unlikely to generate significant fu-
ture profit or growth given its low market share in an already low-growth/declining market, so
continuing to commit resources to it (marketing, production capacity, management attention)
may be an inefficient use of the firm’s limited resources; withdrawing it frees these resources
for the smart-watch "question mark”, which — unlike the dog — operates in a genuinely fast-
growing market where increased investment could plausibly convert it into a future "star” if
market share can be grown. Arguments against/risks: the running-shoe range may still gener-
ate some positive contribution/cash flow even at low market share, and withdrawing it entirely
removes that income immediately; meanwhile, the smart-watch "question mark” is inherently
uncertain — extra investment does not guarantee it successfully becomes a star, and if it fails
to gain share, the firm will have both withdrawn a (modestly) cash-generating product and
invested further resources in an unsuccessful one. Judgement: the proposal has a sound un-
derlying logic (reallocating resources from a weak, low-potential product to a higher-potential
one), but the firm should first conduct further market research on the smart-watch range’s
realistic growth prospects before committing fully, rather than assuming investment alone
guarantees success.

3.16 Advertising regulation and truthful promotion

Governments and independent bodies typically regulate advertising to protect consumers from mis-
leading claims, directly affecting how firms can use promotion (one of the 4Ps).

Common advertising regulations prohibit: false or unsubstantiated claims about a product’s
performance or benefits, misleading pricing (e.g. fake "was/now” discount claims where the
"was” price was never genuinely charged), and advertising that is deliberately confusing or
targets vulnerable groups (e.g. children) unfairly. Breaching advertising standards can lead to
the advert being banned, fines, and — perhaps most damagingly — reputational harm once the
breach is publicised, which can undermine consumer trust far beyond the specific advert in
question.

The cost of misleading advertising

A skincare brand claims its cream "clinically proven to reduce wrinkles by 50% in one week”
without genuine supporting evidence. After a regulator investigates and upholds a complaint,
the advert is banned, the firm is fined $60,000, and — following media coverage of the ruling —
the brand’s sales fall by an estimated 22% over the following quarter as customer trust is dam-
aged. This illustrates why the reputational cost of a misleading advertising claim, once publicly
exposed, is often far larger than any short-term sales boost the claim may have generated.

. GIAI THICH TIENG VIET

Quang céo bi quan ly chit ché dé bao vé ngudi tiéu dung khoi cac tuyén bé sai su that hodc
gay hiéu [am (vi du: gidm gia gia, tuyén bé hiéu qua san pham khéng c6 bang ching). Vi pham
quy dinh quang cao cé thé dan dén viéc quang cao bi cam, bi phat tién, va — thudng gay thiét
hai I&n nhat — mat uy tin thuong hiéu mét khi vi pham duoc céng khai, c6 thé 1am giam doanh
s6 nghiém trong hon nhiéu so va&i khoan phat truc tiép.
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Bai tap luyén tap

A retailer advertises a "50% off, was $100, now $50” sale on a product that, in reality, was
never actually sold at $100 before the sale began. This practice is best described as:
(A) Legitimate psychological pricing (C) Price skimming

(B) Misleading/false discount advertising, (D) An acceptable below-the-line promotion
likely to breach advertising regulation technique

Loi giai chi tiét

Advertising a fake "was” price that was never genuinely charged is a classic example of mislead-
ing discount advertising, likely to breach consumer/advertising protection regulations. (B).

3.17 Extended case study: Marlow Outdoor Gear

Bai tap luyén tap

Extended case study. Marlow Outdoor Gear sells hiking equipment through independent out-
door retailers nationwide (indirect distribution) at competitive prices. Total annual sales in the
national hiking-equipment market are $60,000,000; Marlow’s own sales are $7,200,000. Mar-
ket research (a stratified sample of 900 customers, matching the age structure of Marlow’s
customer base: 25% under 30, 45% aged 30-50, 30% over 50) finds that 70% of respon-
dents under 30 would pay a premium for a lightweight, recycled-material tent range, compared
with only 30% of respondents over 50. Marlow is considering launching "Marlow Featherlite”:
a premium-priced, sustainable tent range, sold exclusively through its own website with a
$90,000 social-media-led marketing campaign targeting under-30 outdoor enthusiasts.

(a) Calculate Marlow’s current market share.

(b) Calculate how many of the 900 survey respondents fall into the under-30 age group, based
on the stated stratified sample proportions.

(c) Identify an appropriate pricing strategy for Featherlite, with justification.

(d) Evaluate whether Marlow’s proposed marketing mix for Featherlite (premium price, direct-
only online distribution, social-media promotion targeted at under-30s) is well coordinated
with the market research findings.

(e) If the $90,000 campaign generates $126,000 of additional gross profit directly attributable
to it, calculate the marketing ROI.

Loi gidi chi tiét

7,200,000
(a) Market share = ——————
60,000,000
(b) Under-30 respondents = 0.25 x 900 = 225.

(c) Price skimming is appropriate: Featherlite is a genuinely differentiated new product
(lightweight, sustainable materials) with research showing strong willingness-to-pay a pre-
mium specifically among under-30s (70%), so Marlow can charge a high initial price to this
segment before potentially adjusting later as competitors respond.

x 100 = 12%.

(d) The mix is well coordinated: research shows the strongest willingness to pay a premium
is concentrated among under-30 customers (70%, versus only 30% of over-50s) — exactly
the segment targeted by the social-media-led campaign, and social media is a channel that
reaches younger customers far more effectively than traditional channels reaching older de-
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mographics. The premium price is consistent with the differentiated, sustainable position-
ing, and direct-only online distribution avoids diluting this premium positioning through mass-
market retail discounting, while also matching how a younger, digitally-engaged target seg-
ment is likely to prefer to shop.

126,000 — 90,000
Marketing ROl = . .
(e) Marketing RO 90,000

campaign was a worthwhile use of marketing budget.

x 100 = 40% — a solidly positive return, suggesting the

3.18 E-commerce and digital marketing channels

Digital technology has transformed how many businesses reach and sell to customers, alongside —
and sometimes instead of — traditional physical channels.

E-commerce (selling via a website or app) offers a business: a potentially global customer reach
without the cost of physical stores in every location; lower overhead costs (no rent/staff for
multiple physical branches); and the ability to trade 24 hours a day. It also brings risks: intense
price transparency and competition (customers can compare prices instantly across many sell-
ers), dependence on reliable delivery/logistics networks, cybersecurity and payment-fraud risk,
and the loss of the face-to-face experience that some customers value (e.g. trying on clothing,
receiving personalised advice).

Digital marketing channels include: search engine advertising (paying to appear at the top
of search results for relevant keywords); social media marketing (organic posts and paid ads
targeted by age, interest and location); email marketing (low-cost, direct communication with
existing customers); and influencer marketing (paying individuals with a large, engaged online
following to promote a product to their audience).

Comparing digital and traditional advertising cost-effectiveness

A firm compares two campaigns: a traditional local newspaper advert costing $4,000, reach-
ing an estimated 60,000 readers (many outside the target customer profile), versus a targeted
social media campaign costing $1,200, reaching a more precisely targeted 25,000 users who
match the firm’s ideal customer profile. Cost per thousand reached (newspaper) = 4,000/60 =
$66.67 per thousand. Cost per thousand reached (social media) = 1,200/25 = $48 per thou-
sand. The social media campaign is not only cheaper per thousand reached, but — because it
is precisely targeted at the firm’s actual customer profile — is also likely to generate a higher
proportion of actual sales per person reached, making it doubly more cost-effective in practice
than the raw cost-per-thousand figure alone suggests.

GIAI THICH TIENG VIET

huong mai dién tir (e-commerce): ban hang qua website/(rng dung, gitp ti€p can khach hang
toan cau vai chi phi van hanh thap hon clra hang vat ly, nhung canh tranh vé gia gay gat hon
va phu thuéc vao hé théng giao hang/an ninh mang. Kénh marketing ky thuat s6: quang cao
cong cu tim ki€m, mang xa hoi, email marketing, va ti€p thi qua ngudi c6 anh hudng (influencer
marketing) — thudng cé chi phi trén méi nghin ngudi ti€p can thap hon va dé chinh xac nham
muc tiéu cao hon quang cdo truyén thong.

Bai tap luyén tap

A firm spends $2,400 on a digital advertising campaign reaching a precisely targeted 40,000
potential customers. Calculate the cost per thousand people reached.
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Loi giai chi tiét

Cost per thousand = 2,400/40 = $60 per thousand reached.

Bai tap luyén tap

Which of the following is most likely to be a genuine risk of relying heavily on e-commerce
(online selling) rather than physical stores?

(A) E-commerce always guarantees higher competition

sales than physical stores (C) E-commerce eliminates all delivery and

(B) Intense price transparency lets cus- logistics costs

tomers instantly compare prices across (D) E-commerce removes all cybersecurity
many competing sellers, increasing price risk

Loi giai chi tiét

Online customers can very easily compare prices across many sellers at once, intensifying price
competition for e-commerce businesses. (B).

3.19 Extension strategies and managing the product life cycle

As explored earlier, most products eventually enter decline unless a business intervenes. Extension
strategies are deliberate actions taken to prolong a product’s maturity stage and delay or reverse
decline, avoiding the cost of developing an entirely new product from scratch.

Common extension strategies include: finding new markets (e.g. exporting a mature domestic
product to a new country where it is still novel); new packaging or product variants (e.g. a
new flavour, size, or seasonal edition); price adjustments (temporary promotions or discounts
to re-stimulate demand); new uses for the product (repositioning it for a different purpose
or occasion); and increased/refreshed promotion (a new advertising campaign to re-engage
lapsed customers or attract a new demographic).

Extension strategy — reviving declining sales

A breakfast cereal brand’s annual sales have fallen from $8,000,000 to $5,600,000 over three
years as the market matures and younger consumers switch to other breakfast options. The
firm launches a extension strategy combining (i) a new "on-the-go” resealable pouch format
targeted at commuters, and (ii) a social-media campaign repositioning the cereal as a snack
food eaten at any time of day, not just breakfast. Within a year, sales recover to $6,800,000.
Sales recovered = 6,800,000 — 5,600,000 = $1,200,000 — a clear success, though sales remain
$1,200,000 below the original peak, illustrating that a well-designed extension strategy can
meaningfully slow or partially reverse decline, but does not always fully restore a product to
its earlier peak popularity.

- GIAI THICH TIENG VIET
Chién luvoc kéo dai vong doi san pham (extension strategy): hanh dong chi dong nham kéo
dai giai doan trudng thanh va tri hoan/dao nguoc giai doan suy thodi — vi du: tim thj trudng
mdi, thay déi bao bi/bién thé san pham, diéu chinh gia, tim cdng dung mdi, ho3c 1am mai hoat
déng quang ba. Vi du trén cho thay chién luvgc kéo dai vong dai cé thé phuc hdi mét phan
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doanh s6 da mat, nhung khong phai lic nao cling dua doanh s6 trd lai dinh cao ban dau.

Bai tap luyén tap

Case study. A soft-drink brand’s sales have fallen from $12,000,000 to $9,000,000 as the mar-
ket matures. The firm launches a new "zero-sugar” variant alongside a refreshed advertising
campaign targeting health-conscious young adults. Sales recover to $10,500,000 the follow-
ing year. Calculate the amount of sales recovered, and comment on whether the extension
strategy has fully restored the brand to its original sales level.

Loi giai chi tiét

Sales recovered = 10,500,000 — 9,000,000 = $1,500,000. This is a genuine partial recovery, but
sales remain 12,000,000 — 10,500,000 = $1,500,000 below the original peak — the extension
strategy has therefore slowed/partially reversed the decline but has not fully restored the
brand to its original sales level.

Bai tap luyén tap

Which of the following is the best example of a product life cycle extension strategy?

(A) Discontinuing the product entirely with (C) Raising the price sharply with no other
no replacement changes

(B) Launching a new flavour variant and a
refreshed advertising campaign to re- (D) Removing the product from all distribu-
engage lapsed customers tion channels

Lai giai chi tiét

A new variant combined with refreshed promotion, aimed at reviving demand, is a classic ex-
tension strategy. (B).

3.20 Above-the-line vs. below-the-line promotion

Above-the-line promotion refers to paid advertising through independent media (television,
newspapers, search engines, social media ads) where the business pays a third-party media
owner to display its message. Below-the-line promotion refers to methods the business con-
trols directly, without paying an independent media owner — sales promotions (discounts, buy-
one-get-one-free), direct mail, in-store displays, loyalty schemes, and sponsorship. Above-the-
line advertising is generally better for building broad brand awareness across a large audience;
below-the-line techniques are generally better for driving an immediate, measurable short-
term increase in sales.

Choosing between above- and below-the-line promotion

A supermarket wants to (a) build long-term awareness of a new store-brand range, and (b) clear
surplus seasonal stock quickly before it becomes obsolete. For (a), a television advertising
campaign (above-the-line) reaching a broad audience over several months is well suited to
gradually building brand recognition and trust. For (b), an in-store "50% off, this week only”
promotion (below-the-line) directly and immediately incentivises existing shoppers to buy the
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surplus stock before its relevance/shelf-life expires — a television campaign would be far too
slow and untargeted to solve this immediate, short-term stock problem.

GIAI THICH TIENG VIET

bove-the-line: quang céo tra phi qua bén thir ba (truyén hinh, bao, quang cao tim ki€ém/mang
xa hoi) — phu hop xay dung nhan dién thuong hiéu dai han. Below-the-line: cac hinh thic
doanh nghiép tu kiém soat truc tiép (khuy&n mai gidam gia, trung bay tai ctra hang, chuong
trinh khach hang than thiét) — phu hop thic ddy doanh s6 ngan han, tirc thoi.

Bai tap luyén tap

A retailer runs an in-store "buy one, get one free” promotion for one week to clear excess
seasonal stock. This is best classified as:

(A) Above-the-line promotion (C) Market segmentation

(B) Below-the-line promotion (D) Product positioning

Loi gidi chi tiét
A directly-controlled, short-term sales promotion (not paid media advertising through a third
party) is below-the-line promotion. (B).

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 113



CAMBRIDGE IGCSE « Unit 4

Operations Management

Muc tiéu Unit: Phuong phap san xuat (don chiéc, theo 16, diy chuyén) va vai tro ctia cong nghé; chi phi
san xuat va méi lién hé véi quy mé; phan tich diém hoa vén (break-even analysis) bang biéu dé va céng
thirc; quan ly chat luong (kiém soat, dam bao, TQM); quan ly hang tén kho; quyét dinh dia diém kinh
doanh trong nudc va quac té.

4.1 Production methods

Operations management is the function responsible for managing the process of turning inputs
(materials, labour, capital) into outputs (goods and services) as efficiently as possible.

Job production — a single, unique item made to a customer’s exact specification (e.g. a wed-
ding cake, a bespoke ship, a custom-built house). Highly flexible and personalised, commands
a premium price, but is slow, labour-intensive, requires highly skilled workers, and has a high
cost per unit.

Batch production — a group (batch) of identical items is made together, and then the produc-
tion process is changed over to make a different batch (e.g. a bakery making 200 loaves of
one bread type, then switching the ovens/moulds to make a batch of a different type). More
flexible than flow production and allows some economies of scale within a batch, but requires
changeover time between batches (machinery must be reset/cleaned), during which no output
is produced.

Flow (mass) production — a continuous, highly standardised, usually automated production
line making identical units non-stop (e.g. a car assembly line, a bottling plant). Achieves a very
low unit cost at high volume through economies of scale and specialisation, but requires enor-
mous upfront investment in specialised machinery, is very inflexible (expensive/slow to change
the product design), and a single breakdown can halt the entire line.

Job Batch Flow
Product Unique, one-off Groups of identical Continuous, identical
items

Flexibility Very high Moderate Very low

Unit cost Very high Moderate Low

Skill required Highly skilled Skilled + semi-skilled Mostly
automated/semi-
skilled

Set-up cost Low Moderate Very high

Choosing a production method

A furniture company receives an order for (a) one hand-carved, custom dining table for a client’s
exact measurements, and (b) 5,000 identical standard bookshelves for a national retail chain.
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For (a), job production is appropriate — a unique specification requires flexible, skilled crafts-
manship, and the client will pay a premium for a one-off item. For (b), flow (mass) production is
far more appropriate — a large, identical order justifies the investment in automated machinery
to achieve a low unit cost, since design flexibility is not required.

- GIAI THICH TIENG VIET
San xuat don chiéc (job production): mét sdn pham ddc nhat theo yéu ciu riéng — linh hoat
cao, gia cao, nhung cham va tén kém. San xuat theo 16 (batch production): san xuat tirng
nhom san pham gidng nhau réi chuyén sang 16 khac — linh hoat vira phai nhung can thoi gian
chuyén déi gitra cac 16. San xuat day chuyén (flow/mass production): san xuat lién tuc, tw
déng hoa cao — chi phi/don vi thap khi san luong I6n nhung rat khé thay déi thiét ké va can
dau tu ban dau rat I6n.

4.1.1 Technology in operations

Modern operations increasingly use computer-aided design (CAD) to design products/components
digitally, and computer-aided manufacture (CAM) where computer-controlled machinery directly
produces the item from that digital design. Benefits include greater precision and consistency, faster
design changes, reduced waste, and the ability to run production with fewer direct labour hours
(lowering long-run unit costs) — though the upfront investment is high, specialist technical staff are
required, and a system fault can affect the whole production line at once.

GIAI THICH TIENG VIET

VI X ¢ - X 2> - Ve .
CAD (thiét ké cé su ho tro cia may tinh) va CAM (san xuat c6 su ho trg clia may tinh) gitp
tang do chinh xac, giam lang phi va giam gio cong lao dong truc ti€p — nhung doi hoi von dau
tu ban dau I&n va nhan su ky thuat chuyén mén cao.

4.1.2 Capacity utilisation and productivity

Actual output
Capacity utilisation = - : 100
pacity Maximum possible output %

Total output
Number of employees (or hours worked)

Labour productivity =

Capacity utilisation shows how fully a firm is using its available production capacity. Oper-
ating well below 100% means fixed costs are spread over fewer units (raising average fixed
cost per unit) and expensive machinery/space sits idle; operating consistently at or very near
100% risks an inability to meet a sudden rise in demand and can lead to excessive strain on ma-
chinery and staff (with little room for maintenance or flexibility). Productivity measures how
efficiently inputs (usually labour) are converted into output — rising productivity (more output
per worker/hour) tends to lower unit labour cost, provided quality is maintained.

Calculating capacity utilisation and productivity

A clothing factory has a maximum possible output of 12,000 garments per month, but currently
produces 8,400 garments per month using 60 workers.

8,400

100 = .
12,000X 00 = 70%

Capacity utilisation =
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)

60

Operating at only 70% capacity means the factory’s fixed costs (rent, machinery depreciation)
are being spread over fewer units than possible, raising average fixed cost per garment; the
firm might consider reducing its physical size (cutting fixed costs) or increasing marketing effort
to raise demand and utilisation.

Labour productivity =

= 140 garments per worker per month.

- GIAI THICH TIENG VIET
Mirc str dung céng suat (capacity utilisation) = san luong thuc t€ / san lugng téi da cé thé x
100. St dung cong suat THAP nghia Ia chi phi ¢6 dinh bj dan trai trén it don vi hon (chi phi
binh quan cao hon); sir dung céng suat qua CAO (gan 100%) c6 thé gay qua tai may moc/nhan
vién va khé dap rng nhu ciu tang dot bién. Nang suat lao ddng (labour productivity) = tong
san lvong / s6 lao dong (hodc s6 gio lam viéc) — nang suat tang thudng gitp gidam chi phi lao
déng trén moéi don vi san pham.

(1) L6i thweng gap: Do not confuse capacity utilisation (how fully existing capacity is be-
ing used, expressed as a percentage of the maximum possible) with productivity (output per
worker or per hour) — a firm can have high productivity per worker while still operating at low
capacity utilisation overall, for example if it employs few workers very efficiently but has far
more unused factory space/machinery than it currently needs.

4.2 Costs of production

Fixed costs — costs that do not change with the level of output in the short run (e.g. rent,
salaried staff, insurance, loan interest) — a firm must pay these even if it produces zero units.
Variable costs — costs that change directly with the level of output (e.g. raw materials, piece-
rate wages, packaging) — zero output means zero variable cost.

Total cost = Fixed cost + Variable cost.

Average (unit) cost = Total cost — Output.

Contribution per unit = Selling price per unit — Variable cost per unit — the amount each unit
sold "contributes” first toward covering fixed costs, and then (once fixed costs are covered)
toward profit.

Calculating costs and contribution

A firm has fixed costs of $40,000 per month. Each unit costs $12 in materials/labour (variable
cost) and sells for $20.

e Contribution per unit = 20 — 12 = $8.

o If 3,000 units are made and sold: Variable cost = 12 x 3,000 = $36,000; Total cost = 40,000+
36,000 = $76,000; Total revenue = 20 x 3,000 = $60,000. The firm makes a loss of 60,000 —
76,000 = —$16,000.

e |f 6,000 units are made and sold: Total revenue = 20 x 6,000 = $120,000; Total cost =
40,000 + (12 x 6,000) = 40,000 + 72,000 = $112,000; Profit = 120,000 — 112,000 = $8,000.
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- GIAI THICH TIENG VIET
Chi phi cé dinh (fixed costs): khéng déi theo san lwong (tién thué, lwvong ¢d dinh). Chi phi bién
déi (variable costs): thay déi truc ti€p theo san lugng (nguyén vat liéu). Chi phi binh quan:
téng chi phi / san lugng. Phan déng gop (contribution) = gid ban — chi phi bién déi/don vi —
s6 tién moi don vi ban ra déng gép dé bu di3p chi phi ¢6 dinh, sau dé tao loi nhuan.

4.3 Break-even analysis

Break-even output is the level of output at which total revenue exactly equals total cost — the firm
makes neither profit nor loss.

Fixed costs B Fixed costs
Selling price — Variable cost per unit  Contribution per unit

Break-even output =

Margin of safety = Actual (or budgeted) output — Break-even output
Profit (or loss) = Contribution per unit x (Actual output — Break-even output)

The margin of safety shows by how much output/sales can fall before the firm starts making
a loss — the larger the margin of safety, the lower the risk.
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Break-even chart: fixed costs $50,000, selling price $25/unit, variable cost $15/unit = contribution $10/unit,

break-even output = 5,000 units, break-even revenue = $125,000. Below 5,000 units the firm makes a loss (total cost
line above total revenue line); above 5,000 units it makes a profit.

Full break-even worked example

Fixed costs are $50,000, selling price $25/unit, variable cost $15/unit.

Contribution per unit = 25 — 15 = $10. Break-even output = 50,000/10 = 5,000 units.

If the firm actually sells 7,000 units: margin of safety = 7,000 — 5,000 = 2,000 units.

Profit at 7,000 units = contribution x margin of safety = 10 x 2,000 = $20,000.

Check: Total revenue = 7,000 x 25 = $175,000; total cost = 50,000 + 15 x 7,000 = $155,000;
profit = 175,000 — 155,000 = $20,000. (matches)
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Effect of a fixed-cost change on break-even

Using the same firm (contribution $10/unit), suppose rent rises so that fixed costs increase
from $50,000 to $65,000. New break-even output = 65,000/10 = 6,500 units — break-even
output has risen by 1,500 units. If sales remain at 7,000 units, the new margin of safety is only
7,000 — 6,500 = 500 units (much smaller than before), and new profit = 10 x 500 = $5,000
(down from $20,000) — showing how sensitive profit is to a rise in fixed costs when sales
volume stays fixed.

GIAI THICH TIENG VIET

ié’m hoa vén (break-even output) = chi phi c¢é dinh / phan déng gép méi don vi. Bién dé an
toan (margin of safety) = san luong thuc t€ — san luong hoa vén — cho biét san luong cé thé
giam bao nhiéu trudc khi doanh nghiép bat dau 16. Bién dé an toan cang I&n thi rdi ro cang
thap. Luén tinh contribution trudc khi tinh diém hoa vén.

(1) L6i thueng gip: Break-even output is calculated using contribution per unit (selling price —
variable cost per unit), not total variable cost, and not average total cost (which itself depends
on output and would create a circular calculation). A very common exam error is dividing fixed
costs by the selling price alone, ignoring variable cost entirely.

Uses and limitations of break-even analysis

Uses: helps set a minimum sales target, supports loan applications (shows lenders the sales
needed to cover repayments), and allows a business to model "what if” scenarios (a change in
price, costs, or fixed costs) before committing resources.

Limitations: assumes selling price and variable cost per unit stay constant regardless of out-
put (ignoring bulk-buying discounts or the need to cut price to sell more); assumes all output
produced is actually sold (ignoring unsold inventory); and it is a simplified model that cannot
capture every real-world cost/revenue relationship.

4.3.1 Comparing break-even positions before and after a price change

Effect of a price change on break-even output

A firm has fixed costs of $60,000 and variable cost per unit of $20. At a selling price of $32,
contribution per unit = 32 — 20 = $12, giving break-even output = 60,000/12 = 5,000 units.
Facing new competition, the firm considers cutting its price to $28: new contribution = 28 —
20 = $8, giving a new break-even output = 60,000/8 = 7,500 units — a rise of 2,500 units. If
the firm cannot realistically expect sales to rise from (say) 6,000 units to at least 7,500 units
following the price cut, the lower price could turn what was previously a profitable position (at
6,000 units, profit was 12 x (6,000 — 5,000) = $12,000) into a loss (at 6,000 units and the new
$28 price, the firm would be 8 x (6,000 — 7,500) = —$12,000, i.e. a $12,000 loss) — illustrating
why a price cut must be carefully modelled against expected volume, not decided on price
alone.
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Cutting price from $32 to $28 rotates the revenue line downward, pushing the break-even point from 5,000 to 7,500
units — a lower price requires substantially higher sales volume just to break even.

GIAI THICH TIENG VIET

Khi doanh nghiép GIAM gia ban, phan déng gép mdi don vi giam, khién san lwong hoa von
TANG — doanh nghiép can ban nhiéu hon dé dat diém hoa von. Do do, quyét dinh giam gia
can dugc mé hinh hod can than dua trén du bao san lwong thuc té€, khéng chi dua vao viéc gia
thap hon cé thé thu hat thém khach hang.

4.3.2 Supply chain and procurement

The supply chain is the full sequence of organisations, resources and activities involved in moving
a product from raw material through to the final customer: raw material suppliers — manufacturer
— wholesaler/distributor — retailer — customer. Procurement is the process of sourcing and pur-
chasing the inputs (materials, components, services) a business needs.

Choosing suppliers involves balancing: price (lower cost improves margins), quality (poor-
quality inputs raise defect rates and can damage the firm's own reputation), reliability (late or
inconsistent deliveries can halt production, especially under JIT), and increasingly ethical/en-
vironmental standards (e.g. fair labour practices, sustainable sourcing) as part of a firm’s wider
CSR commitments.

. GIAI THICH TIENG VIET

Chubi cung &rng (supply chain): toan bo chudi tir nha cung cap nguyén liéu — nha san xuat
— nha phan phgi/ban buén — nha ban Ié — khach hang. Thu mua (procurement): qua trinh
tim nguén va mua nguyén vat liéu/dich vu dau vao. Khi chon nha cung cap, doanh nghiép can
nhac gia ca, chat lugng, do tin ciy giao hang, va ngay cang chu trong tiéu chuan dao dirc/méi
truong.

4.3.3 Break-even and a target profit

Break-even analysis can be extended to find the output needed to achieve a specific target profit,
not just to break even.
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Fixed costs + Target profit

Output required for a target profit =
> . Fl Contribution per unit

This simply treats the desired profit as an additional amount (alongside fixed costs) that total
contribution must cover.

Output needed for a target profit

A firm has fixed costs of $45,000, sells at $30/unit, with variable cost of $18/unit (contribution
= 30 — 18 = $12/unit). The firm wants to earn a target profit of $36,000 this year.

45,000 + 36,000 81,000
12 12

Output required = = 6,750 units.

Check: at 6,750 units, revenue = 30 x 6,750 = $202,500; total cost = 45,000 + (18 x 6,750) =
45,000 4+ 121,500 = $166,500; profit = 202,500 — 166,500 = $36,000. (matches)

GIAI THICH TIENG VIET
Dé tinh san lugng can thiét nham dat mot muc tiéu loi nhuan cu thé (khéng chi hoa vén): san
luong can thiét = (chi phi ¢ dinh + loi nhuan muc tiéu) / phan déng gép méi don vi. Céng thirc
nay tuong tu cong thirc hoa von, chi can cong thém lgi nhuan muc tiéu vao tir sé.

4.3.4 Lean production

Lean production is a broad philosophy of minimising all forms of waste in the production process
while maintaining or improving quality and output.

Common wasteful practices lean production seeks to eliminate include: excess inventory (tying
up capital and storage space unnecessarily), unnecessary movement of materials or workers,
waiting time (machines or staff idle between steps), overproduction (making more than is cur-
rently needed), and defects (requiring rework or scrapping). Techniques associated with lean
production include Just-in-Time inventory, kaizen (continuous, incremental improvement sug-
gested by all employees, not just management), and cell production (organising the workforce
into small, semi-autonomous teams responsible for completing a significant part of the pro-
duction process, increasing worker ownership and flexibility compared with a rigid single-task
assembly line).

GIAI THICH TIENG VIET

an xuat tinh gon (lean production) la triét ly loai bd moi hinh thirc lang phi trong qué trinh
san xuat (tén kho du thira, di chuyén khéng can thiét, thoi gian chd, san xuat thira, 16i san
pham) trong khi van duy tri ho3c cai thién chat luong. Cac ky thuat lién quan: Just-in-Time,
kaizen (cai ti€n lién tuc tlr moi nhan vién), va san xuat theo td (cell production) — chia nhan
vién thanh cac nhém nho tu quan, tang tinh linh hoat so véi day chuyén |3p rap cirng nhac.
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4.4 Quality management

Quality control — inspecting output at the end of the production process (or at set checkpoints)
and removing or reworking any defective items found. This is reactive: any wasted materials,
labour and machine time invested in producing a defective item have already been incurred by
the time it is caught.

Quality assurance — building quality checks into every stage of the production process, so that
workers are directly responsible for checking the quality of their own output as they go, before
passing it to the next stage. More proactive than quality control, and reduces the amount of
wasted production because problems are caught earlier (or prevented from occurring at all).
Total Quality Management (TQM) — a company-wide philosophy that makes quality everyone’s
responsibility (not just a dedicated quality department), emphasises continuous improvement
(kaizen — many small, ongoing improvements rather than one large change), and puts the cus-
tomer’s requirements at the centre of every process throughout the whole organisation.

Cost impact of quality control vs. quality assurance

A factory using only end-of-line quality control discovers 8% of a batch of 10,000 units (800
units) are defective after all production costs ($15/unit) have already been incurred: wasted
cost = 800 x 15 = $12,000. After switching to quality assurance (checks built into every stage),
the defect rate falls to 2% and most faults are caught before the final, most costly stages of
production are completed, substantially reducing the wasted cost per defective unit as well as
the number of defects overall.

GIAI THICH TIENG VIET

Kiém soat chat luong (quality control): kiém tra san pham & CUOI day chuyén — mang tinh
bi déng, chi phi san xuat da phat sinh trudc khi phat hién 16i. Pam bao chat lwong (quality
assurance): kiém tra chat lvong &@ TUNG cong doan, céng nhan tu chiu trach nhiém — chu
dong hon, gidam lang phi. TQM (Quan ly chat lwgng toan dién): bién chat lugng thanh trach
nhiém ctia TAT CA moi ngui, tap trung vao cai tién lién tuc (kaizen) va dat khach hang 1am
trung tam.

(1) L6i thuong gap: "Quality control” and "quality assurance” are commonly confused: control
= inspecting the finished product (or at fixed checkpoints); assurance = building checks into
every step of the process as it happens. Always state clearly which one you mean, and note
that TQM is broader than either — it is a whole-company culture, not just an inspection method.

4.5 Inventory (stock) management

Inventory (stock) includes raw materials, work-in-progress, and finished goods held by a business.
Holding stock has costs (storage space, insurance, risk of damage/obsolescence, and the opportunity
cost of capital tied up in unsold stock) but also benefits (avoiding running out of stock and losing sales,
and being able to buy raw materials in bulk when cheap).
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Buffer stock — a minimum level of stock a business aims to always keep in reserve, to guard
against unexpected demand spikes or delivery delays.

Just-in-time (JIT) — an approach where raw materials and components are delivered exactly
when needed for production, so almost no stock is held at all. Benefits: dramatically lower
storage/holding costs and less capital tied up in unsold stock. Risks: the firm has no buffer
against a late or disrupted delivery from a supplier, which can halt production entirely, so JIT
requires extremely reliable suppliers and logistics.

400 |

200 | Buffer (minimum) stoc

Stock level (units)

0 1 2 3 4 5 6 7 8 9 10
Time (weeks)

A traditional stock-control chart: stock falls steadily as materials are used, then jumps up sharply when a new delivery
(re-order) arrives — the firm re-orders before stock falls to its buffer level, to avoid running out.

- GIAI THICH TIENG VIET
Du trir dém (buffer stock): mirc ton kho téi thi€u dé phong nglra bi€én déng bat ngd. Pung
thoi diém (Just-in-time — JIT): nguyén vat liéu dugc giao DUNG Itc can cho san xuat, gan nhu
khéng tén kho — gidm manh chi phi lvu kho nhung phu thudc hoan toan vao do tin ciy cla
nha cung cap; mot [an giao hang tré c6 thé lam ngirng ca day chuyén san xuat.

4.6 Location decisions

Key factors influencing where a business chooses to locate include: the cost of land/premises and
local labour; proximity to the market (customers) — especially important for perishable goods or
personal services; proximity to raw materials/suppliers — especially for firms using heavy, bulky
or perishable inputs; the availability of a suitably skilled workforce; transport and infrastructure
links (roads, ports, airports); and government grants, subsidies or tax incentives offered to attract
investment to a particular region.

Multinational companies (MNCs), choosing an international location, additionally weigh:
avoiding tariffs/trade barriers by producing inside a target market rather than exporting into
it; access to large new overseas markets; cheaper overseas labour or raw materials; and
favourable exchange rates or government incentives specifically designed to attract foreign
direct investment.

Weighing up location factors

An online-only clothing retailer with no physical shop is choosing between a cheap warehouse
on the edge of a small town and an expensive warehouse near a major city with excellent
motorway and courier links. Because the retailer is online-only, it does not need footfall from
passing customers (unlike a physical shop, proximity to the consumer market matters less), but
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it depends heavily on fast, reliable delivery — so transport infrastructure and courier access
are the decisive factors, even at higher rent. Recommendation: the warehouse near the major
city, since delivery speed/cost is the retailer’s key competitive priority.

. GIAI THICH TIENG VIET

Cac yéu té quyét dinh vi tri: chi phi dat/mat bang, gan thi trudng tiéu thu, gan ngudn nguyén
lieu, lao déng c6 ky nang phu hop, ha tang giao théng, va vu dai/trg cap cua chinh phu. Cong
ty da quéc gia (MNC) khi chon dia diém quéc t& con can nhac: tranh thué quan/rao can thuong
mai, ti€p can thi trwdng mai, lao dong/nguyén liéu ré hon & nuwdc ngoai.

4.7 Practice and consolidation

Bai tap luyén tap

A boatyard is commissioned to build one custom-designed luxury yacht to a client’s exact
specifications. This is an example of:

(A) Flow production (C) Job production
(B) Batch production (D) Mass production

Loi giai chi tiét

A single, unique item built to a specific order is job production. (C).

Bai tap luyén tap

Case study. A firm has fixed costs of $80,000, sells its product for $40/unit, and variable cost
per unit is $24. Calculate (a) the break-even output, and (b) the margin of safety and profit if
budgeted sales are 6,500 units.

Loi giai chi tiét

Contribution per unit = 40 — 24 = $16. (a) Break-even output = 80,000/16 = 5,000 units. (b)
Margin of safety = 6,500 — 5,000 = 1,500 units; profit = 16 x 1,500 = $24,000.

Bai tap luyén tap

Case study. A ready-meal factory trains every production-line worker to check their own
portion of the process against a written standard before passing the item on, rather than only
inspecting finished meals at the end. This describes:

(A) Quality control only (C) Total Quality Management applied only
to management

(B) Quality assurance (D) Market research

Loi giai chi tiét

Checks built into every stage of the process, carried out by the workers themselves, describe
quality assurance. (B).
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Bai tap luyén tap

Case study. An online-only clothing retailer is choosing between a cheap warehouse on the
edge of a small town and an expensive warehouse near a major city with excellent motor-
way and courier links. Recommend a location and justify your answer using relevant location
factors.

Loi giai chi tiét

Recommendation: the warehouse near the major city with strong transport/courier links.
Because the retailer is online-only, it does not need footfall from passing customers, but it
depends heavily on fast, reliable delivery — so transport infrastructure and courier access are

the decisive factors, even at higher rent. The cheaper small-town site would only be preferable
if delivery costs/times were not a competitive priority.

Bai tap luyén tap

A bakery makes 300 identical sourdough loaves, then reconfigures its ovens and moulds to
make 200 identical rye loaves. This describes:

(A) Job production (C) Flow production
(B) Batch production (D) Just-in-time production

Lai giai chi tiét

Making groups of identical items, then switching over to make a different group, is batch pro-
duction. (B).

Bai tap luyén tap

Case study. A firm has fixed costs of $120,000 per year, sells its product at $60 per unit, and
variable cost per unit is $35. (a) Calculate the break-even output. (b) If a new supplier contract
raises variable cost per unit to $40, recalculate the break-even output. (c) Explain the direction
of the change.

Loi gidi chi tiét

(a) Contribution = 60 — 35 = $25; break-even = 120,000/25 = 4,800 units.

(b) New contribution = 60 — 40 = $20; new break-even = 120,000/20 = 6,000 units.

(c) Break-even output rises (from 4,800 to 6,000 units) because a lower contribution per unit

means each unit sold now covers less of the fixed costs, so more units must be sold to reach
break-even.

Bai tap luyén tap
Which of the following is a key risk of adopting a Just-in-Time (JIT) inventory system?

(A) It requires very large amounts of ware- (C) It always increases the total cost of hold-
house space ing stock

(B) A single late or disrupted delivery from a
supplier can halt production, since little (D) It eliminates the need for reliable suppli-
or no buffer stock is held ers
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Loi giai chi tiét

With JIT holding almost no stock, the firm has no buffer against supply disruption — a late
delivery can stop production immediately. (B).

Bai tap luyén tap

Case study. A car component manufacturer currently holds two weeks’ worth of buffer stock
of every raw material, tying up significant working capital. Evaluate whether the firm should
switch to a Just-in-Time system, considering both the potential benefits and risks.

Loi giai chi tiét

Potential benefits of JIT: substantially lower stock-holding costs (storage space, insurance,
capital tied up in unsold materials) and reduced risk of holding obsolete/damaged stock, free-
ing up working capital for other uses. Potential risks: the firm becomes entirely dependent on
suppliers delivering exactly on time, in the right quantity and quality — any disruption (trans-
port delay, supplier production problem) could halt the firm’s own production line completely,
since there would be no buffer stock to fall back on; this is a particular risk if the firm’s suppli-
ers are geographically distant or historically unreliable. Evaluation: JIT is most suitable if the
firm has established long-term, highly reliable supplier relationships and strong, predictable
transport links; if suppliers are unreliable or distant, some buffer stock (perhaps a reduced
level rather than the full two weeks) may remain the safer choice.

Bai tap luyén tap

A firm’s fixed costs are $36,000, selling price is $18/unit, and variable cost is $10/unit. What
is the break-even output?

(A) 2,000 units (C) 4,500 units
(B) 3,600 units (D) 2,880 units

Loi giai chi tiét

Contribution = 18 — 10 = $8. Break-even = 36,000/8 = 4,500 units. (C).

Bai tap luyén tap

Case study. A furniture manufacturer is considering automating part of its process using
computer-aided manufacture (CAM). Identify one benefit and one drawback of this decision.

Loi giai chi tiét

Benefit: CAM typically increases precision and consistency of output while reducing waste
and long-run direct labour costs, allowing the firm to produce at a lower unit cost over time.
Drawback: the upfront investment cost is high, specialist technical staff are needed to operate
and maintain the system, and a technical fault can potentially disrupt the whole production
process at once (less flexible than relying on multiple independent skilled workers).
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Bai tap luyén tap

Which statement about Total Quality Management (TQM) is correct?

(A) It applies only to the quality control de- ous improvement

EBlrdre: (C) It replaces the need for any quality

(B) It makes quality the responsibility of ev- checks during production

ery employee and emphasises continu- (D) It is identical to quality control

Loi giai chi tiét

TQM is a whole-organisation philosophy making quality everyone’s responsibility, with a focus
on continuous improvement (kaizen). (B).

Bai tap luyén tap

Case study. A multinational electronics firm is deciding whether to build its next factory in its
home country (high labour costs, close to head office) or in an overseas country with much
lower labour costs but weaker transport infrastructure and a new import tariff on components
it would need to bring in. Advise the firm, using relevant location factors.

Loi giai chi tiet

Case for the overseas location: significantly lower labour costs would reduce the ongoing
variable cost per unit, which compounds into large savings at high production volumes over
the life of the factory. Case against: weaker transport infrastructure could raise the time and
cost of moving finished goods to market and increase the risk of delays, and a new import tar-
iff on components would raise input costs, partially or fully offsetting the labour cost saving.
Advice: the firm should quantify both effects — comparing the total labour-cost saving against
the added transport/tariff costs — before deciding; if the tariff applies only to imported compo-
nents (not to the finished product once made locally), the firm might mitigate this by sourcing
components locally where possible, making the overseas option more attractive.

Bai tap luyén tap

A firm’s contribution per unit is $15 and its fixed costs are $90,000. If it currently sells 8,000
units, what is its current profit?

(A) $30,000 (C) $120,000
(B) $40,000 (D) $90,000

Loi giai chi tiet

Break-even output = 90,000/15 = 6,000 units. Margin of safety = 8,000 — 6,000 = 2,000 units.
Profit = 15 x 2,000 = $30,000. (A).

Bai tap luyén tap

Case study. A juice-bottling company’s break-even chart shows fixed costs of $70,000, a total
revenue line with gradient $28/unit, and a total cost line with gradient $18/unit (i.e. variable
cost per unit). (a) Calculate the break-even output. (b) Calculate the break-even revenue. (c) If
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the company budgets to sell 2,000 units, calculate the expected profit.

Loi giai chi tiét
(a) Contribution = 28 — 18 = $10; break-even output = 70,000/10 = 7,000 units.

(b) Break-even revenue = 7,000 x 28 = $196,000.
(c) Margin of safety = 9,000 — 7,000 = 2,000 units; profit = 10 x 2,000 = $20,000.

Bai tap luyén tap

Which of the following is a limitation of break-even analysis?

(A) It cannot be calculated using a formula output, and that all output is sold

(B) It assumes selling price and variable cost (C) It always overestimates profit

per unit remain constant at all levels of (D) It cannot show the margin of safety

Loi giai chi tiét

Break-even analysis is a simplified model — it assumes constant selling price/variable cost
regardless of output, and assumes all units produced are sold; in reality both assumptions can
break down (e.g. bulk discounts, unsold inventory). (B).

Bai tap luyén tap

Case study. A firm's finance director says: "Our income statement shows we made a healthy
profit last year, so | don’t understand why quality control keeps rejecting so many finished units
before they reach the customer.” Explain to the director, using the concept of quality control,
why rejecting defective units before sale — even though it seems wasteful — is important for
the business.

Lai giai chi tiét

Quality control exists precisely to catch defective units before they reach the customer, even
though the materials/labour cost of making them has already been incurred (a sunk cost by
that point). Rejecting a small number of defective units is far less costly to the business in
the long run than allowing them to reach customers, which could cause: product returns and
refunds (an even larger direct cost than the original production cost); damage to the firm's
brand reputation and loss of customer trust/repeat business; and, in some industries (e.g. food
or electronics), potential safety and legal liability. The "waste” the director sees is therefore a
much smaller cost than the reputational and financial damage of defective products reaching
the market — and a well-run quality assurance system (checks throughout the process, not only
at the end) would ideally reduce the number of defects reaching final inspection in the first
place.

Bai tap luyén tap

Case study. A furniture factory has a maximum possible output of 5,000 units per month but
currently produces 3,250 units using 25 workers. (a) Calculate the capacity utilisation rate.
(b) Calculate labour productivity. (c) Suggest one consequence of operating at this level of
capacity utilisation.
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Loi giai chi tiét
. g . 3,250
(a) Capacity utilisation =

5,000
3,250

x 100 = 65%.

(b) Labour productivity = = 130 units per worker per month.

(c) At only 65% capacity, fixed costs (rent, machinery) are spread over fewer units than the
factory is capable of producing, raising average fixed cost per unit; the firm may consider
increasing marketing effort to raise demand, or reducing its factory size/fixed costs to better
match current output.

Bai tap luyén tap

A firm currently sells 6,000 units at a price giving a break-even output of 5,000 units. It is
considering a price cut that would raise the break-even output to 7,500 units, without a guar-
anteed rise in actual unit sales. What is the most likely risk of proceeding with this price cut?

(A) The firm’s fixed costs would automati- break-even output

cally fall
) (C) Break-even output is unrelated to price
(B) The firm could move from making a profit

to making a loss, since actual sales may (D) The firm's quality assurance system
not rise enough to reach the new, higher would automatically improve

Lai giai chi tiét

If break-even output rises (due to lower contribution per unit) but actual sales volume does
not rise sufficiently, the firm’s margin of safety shrinks and it risks moving from profit into loss.

(B).

Bai tap luyén tap

Case study. A food manufacturer is choosing between two potential suppliers of a key ingredi-
ent: Supplier X offers the lowest price but has a history of occasional late deliveries; Supplier
Y charges 8% more but has a perfect on-time delivery record and holds recognised ethical
sourcing certification. The manufacturer is planning to introduce a Just-in-Time production
system. Recommend a supplier and justify your answer.

Lai giai chi tiét

Recommendation: Supplier Y. Because the manufacturer is planning to adopt Just-in-Time
production (which holds little or no buffer stock), reliability of delivery becomes a critical pri-
ority — a single late delivery from Supplier X could halt the entire production line, at a cost
likely to far exceed the 8% price premium charged by Supplier Y. Supplier Y’s ethical sourcing
certification is an additional benefit, supporting the manufacturer’s own CSR credentials and
reducing reputational risk. Supplier X's lower price would only be the safer choice if the man-
ufacturer retained a buffer stock large enough to absorb occasional late deliveries — which
contradicts the very purpose of adopting JIT.

Bai tap luyén tap

A theme park operates at 98% of its maximum daily visitor capacity throughout the busiest
summer month. Which of the following is a likely risk of operating at such a high level of
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capacity utilisation?

(A) Fixed costs per visitor rise sharply (C) The park’s contribution per visitor auto-

(B) There is little room to handle unexpected matically falls to zero

surges in demand, and equipment/staff
face greater strain with less time for (D) Capacity utilisation above 90% is not
maintenance possible in practice

Loi giai chi tiét

Operating very close to maximum capacity leaves little flexibility to absorb any unexpected
extra demand and increases strain on staff and equipment, with less opportunity for routine
maintenance. (B). (High utilisation actually lowers, not raises, fixed cost per unit, since fixed
costs are spread over more output.)

~ ~

Bai tap luyén tap

Case study. A firm has fixed costs of $54,000, sells its product at $22/unit, and variable cost
per unit is $14. Calculate the output required to achieve a target profit of $40,000.

Loi giai chi tiét

e . . 54,000 4 40,000 94,000
Contribution per unit = 22 — 14 = $8. Output required = + =

8

= 11,750
units.

~ ~

Bai tap luyén tap

A manufacturer reorganises its assembly line into small teams, each responsible for completing
a significant share of the production process (rather than each worker repeating one single task
all day), aiming to increase flexibility and worker ownership. This describes:

(A) Job production (C) Just-in-Time
(B) Cell production (D) Quality control

Loi giai chi tiét

Organising workers into small, semi-autonomous teams responsible for a larger share of the
process is cell production, a technique associated with lean production. (B).

Bai tap luyén tap

Case study. A car component factory currently has fixed costs of $96,000, sells at $45/unit
with variable cost of $29/unit, and wants to know the output required to achieve a target profit
of $64,000. Additionally, calculate how many more units beyond break-even this target-profit
output represents.

Lai giai chi tiét

Contribution per unit = 45 — 29 = $16. Break-even output = 96,000/16 = 6,000 units. Output

4 1 . .
96’000;:36 000 _ 62’200 = 10,000 units. This represents 10,000—6,000 =

for target profit =
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4,000 units beyond break-even (consistent with the check: 16 x 4,000 = $64,000 profit, match-
ing the target).

Bai tap luyén tap

Which of the following is not typically considered a form of waste that lean production seeks
to eliminate?

(A) Excess inventory tying up capital unnec- (C) Continuous, incremental improvement
essarily suggested by employees (kaizen)

(B) Unnecessary movement of materials or
workers (D) Defects requiring rework or scrapping

Loi giai chi tiét

Kaizen (continuous improvement) is a lean technique used to reduce waste, not itself a form of
waste. (C). (The other three are all classic forms of waste lean production targets.)

4.7.1 Extended case study: Halden Precision Parts

Bai tap luyén tap

Extended case study. Halden Precision Parts manufactures metal components in batches for
the automotive industry. Its factory has a maximum possible output of 40,000 components
per month; it currently produces 26,000 components per month using 40 workers. Fixed
costs are $180,000 per month; each component sells for $28 and costs $16 in variable cost
to produce. A major new client has offered a long-term contract that would require Halden
to guarantee 34,000 components per month, but only if Halden can prove its quality-control
failure rate (currently 6% of output rejected at final inspection) can be reduced to below 2%.
Halden is considering investing in computer-aided manufacture (CAM) to both raise capacity
and improve consistency.

(a) Calculate Halden’s current capacity utilisation rate and its current labour productivity (com-
ponents per worker per month).

(b) Calculate the current break-even output and the current margin of safety.

(c) At its current 6% rejection rate, calculate how many of the 26,000 components produced
per month are rejected, and calculate the total production cost wasted on these rejects (using
variable cost per unit).

(d) Explain, using the distinction between quality control and quality assurance, one specific
change Halden could make to move toward the client’s required below-2% rejection rate.

(e) Evaluate whether Halden should invest in CAM in order to win the new contract.

Loi giai chi tiét

(a) Capacity utilisation =

26,000 26,000
d 100 = . Lab ductivity = —
10,000 x 100 = 65%. Labour productivity 0

nents per worker per month.

(b) Contribution per unit = 28 — 16 = $12. Break-even output = 180,000/12 = 15,000 compo-
nents. Margin of safety = 26,000 — 15,000 = 11,000 components.

(c) Rejected components = 0.06 x 26,000 = 1,560 components. Wasted variable cost
= 1,560 x 16 = $24,960 per month (this is a conservative estimate of the waste, since itignores

= 650 compo-
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any fixed-cost/labour time already invested in producing the rejected items).

(d) Halden currently relies on quality control (inspection at final stage, catching the 6% only
after full production cost has been incurred). Moving toward quality assurance — training op-
erators at every stage of the batch process to check their own work against a written standard
before passing components to the next stage — would catch defects earlier (or prevent them
occurring at all), which is likely to be far more effective at reaching a sub-2% rejection rate
than simply inspecting more thoroughly at the end.

(e) Arguments for investing in CAM: it would likely raise both capacity (helping meet the
client’s 34,000-unit requirement, well above Halden's current 26,000 output and closer to
its current 40,000 maximum) and consistency/precision (directly addressing the rejection-rate
requirement), potentially achieving both conditions the client has set in a single investment.
Arguments against: CAM requires a large upfront investment and specialist technical staff,
and if the new contract fell through after the investment was made, Halden would have added
significant fixed costs (raising its break-even output) without the guaranteed extra revenue to
justify them. Judgement: given that meeting the client’s rejection-rate condition is likely dif-
ficult through quality assurance/training alone within a short timeframe, and CAM would also
solve the capacity gap (34,000 vs current 26,000) at the same time, investing in CAM is proba-
bly justified — provided Halden first secures a sufficiently binding long-term commitment from
the client to reduce the risk of the investment going unrewarded.

Bai tap luyén tap

A firm’s contribution per unit is $9 and its fixed costs are $63,000. Calculate the output re-
quired to achieve a target profit of $27,000.

(A) 7,000 units (C) 3,000 units
(B) 10,000 units (D) 9,000 units

Loi giai chi tiét

63,000 + 27,000 90,000

Output required = 9

Bai tap luyén tap

Case study. A textile factory currently operates at 55% capacity utilisation, producing 4,400
units per month from a maximum possible output of 8,000 units. Fixed costs are $96,000
per month. Management is considering closing part of the factory floor to reduce maximum
capacity to 5,000 units, which would lower fixed costs to $68,000 per month, with output
unchanged at 4,400 units. Calculate the new capacity utilisation rate and evaluate whether
this proposal makes sense.

Lai giai chi tiét

New capacity utilisation =

= 10,000 units. (B).

)

08 x 100 = 88% (up sharply from 55%). Evaluation: this proposal

)

appears sensible on efficiency grounds — the firm was previously paying $96,000 in fixed costs
to maintain far more capacity (8,000 units) than it was actually using (only 4,400, i.e. 55%),
representing costly idle capacity. Reducing maximum capacity to more closely match actual
demand cuts fixed costs by 96,000 — 68,000 = $28,000 per month while output (and therefore
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revenue) stays exactly the same, directly increasing profit by $28,000/month. The main risk is
reduced flexibility: at 88% utilisation the firm now has much less spare capacity to respond to
any future rise in demand without further investment.

Bai tap luyén tap

Which of the following is most closely associated with cell production, a technique used in
lean manufacturing?

(A) One worker repeats a single task all day (C) Products are inspected only once, at the
on a continuous assembly line very end of the process

(B) Small, semi-autonomous teams take re-
sponsibility for completing a significant (D) Materials are stockpiled in very large
share of the production process guantities to avoid ever running short

Lai giai chi tiét

Cell production organises workers into small teams responsible for a substantial part of the
process, increasing flexibility and ownership compared with a single-task assembly line. (B).

Bai tap luyén tap

Case study. A frozen food producer is deciding between two potential factory sites: Site A is
near major arterial roads and a large regional population centre (high rent); Site B is near its
main potato and vegetable suppliers in a rural area (lower rent, but 90 minutes further from
its main urban customer base). Recommend a location, considering the specific nature of a
frozen food business.

Lai giai chi tiét

Recommendation: this depends on which factor dominates the firm'’s specific cost structure,
but Site B (near suppliers) is often preferable for a frozen food producer. Proximity to raw ma-
terial suppliers (fresh potatoes and vegetables) is particularly important for a food producer,
since fresh produce should be processed quickly after harvest to preserve quality and min-
imise spoilage/transport costs of heavy, bulky raw materials — locating near suppliers reduces
these input costs and preserves freshness. Since the finished product is frozen (not fresh)
once processed, it can typically be transported the extra distance to urban markets without
the same urgency or spoilage risk as fresh produce, meaning the extra 90 minutes to reach
customers is less commercially damaging than it would be for a fresh (non-frozen) food busi-
ness. Site A would be more clearly justified only if the firm’s finished product required very
rapid, frequent, low-volume deliveries (less typical of frozen goods, which can be stored and
transported in bulk).

Bai tap luyén tap

Case study. A print shop’s fixed costs are $28,000 per year, it sells each printed order for an
average of $50, and variable cost per order is $30. (a) Calculate the break-even number of
orders. (b) If the shop currently completes 1,900 orders per year, calculate its current profit.
(c) Calculate the number of orders needed to achieve a target profit of $16,000.
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Loi giai chi tiét
(a) Contribution per order = 50 — 30 = $20. Break-even = 28,000/20 = 1,400 orders.

(b) Margin of safety = 1,900 — 1,400 = 500 orders; profit = 20 x 500 = $10,000.
28,000 + 16,000 44,000
= = 2,200 orders.

20 20

(c) Orders for target profit =

Bai tap luyén tap

A manufacturer decides to replace 15 assembly-line workers (each costing $32,000 per year in
wages and benefits) with a single automated robotic arm costing $180,000 to purchase, with
annual maintenance costs of $25,000. (a) Calculate the current total annual labour cost of
the 15 workers. (b) Calculate how many years it would take for the annual maintenance-cost
saving (compared with the labour cost) to repay the $180,000 purchase price, ignoring any
other costs or benefits.

Loi giai chi tiét

(a) Current annual labour cost = 15 x 32,000 = $480,000.

(b) Annual saving from automation = 480,000 — 25,000 = $455,000 per year. Years to repay
purchase price = 180,000,/455,000 ~ 0.4 years (about 5 months) — suggesting the investment
could pay for itself very quickly on labour-cost grounds alone, though a full evaluation should

also consider redundancy costs for the displaced workers, the risk of the robotic arm breaking
down, and the loss of human flexibility/judgement that the workers previously provided.

Bai tap luyén tap

Which of the following would most likely increase a firm’s capacity utilisation rate, assuming
maximum possible output stays the same?

(A) A fall in actual output due to weak de- (C) An increase in the factory’s maximum
mand possible output

(B) Arisein actual output as a new marketing (D) Closing the factory for a week of planned
campaign successfully increases sales maintenance

Lai giai chi tiét

Since capacity utilisation = actual output =+ maximum possible output, a rise in actual output
(with maximum capacity unchanged) directly raises the utilisation rate. (B).

Bai tap luyén tap

Case study. A bottling plant’s break-even output is 12,000 units per month at its current selling
price. Its actual sales are 15,000 units per month, giving a margin of safety of 3,000 units.
Contribution per unit is $4. (a) Calculate the plant’s current monthly profit. (b) If fixed costs
unexpectedly rise by $8,000 per month with no other change, calculate the new break-even
output and the new margin of safety (assuming sales remain at 15,000 units).

Loi giai chi tiét
(a) Profit = contribution x margin of safety = 4 x 3,000 = $12,000.
(b) An $8,000 rise in fixed costs raises break-even output by 8,000/4 = 2,000 units, from 12,000
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to 14,000 units. New margin of safety = 15,000 — 14,000 = 1,000 units (down sharply from
3,000), and new profit = 4 x 1,000 = $4,000 — a fall of $8,000, exactly matching the rise in
fixed costs, since sales volume and contribution per unit are unchanged.

Bai tap luyén tap

Which of the following is the most accurate description of "changeover time” in batch produc-
tion?

(A) The time taken to train a brand-new em- different one

ployee (C) The time a customer waits for a job-

(B) The time during which no output is pro- produced item to be completed

duced while machinery/equipment is re- (D) The total lifetime of a piece of flow-
configured to switch from one batch to a production machinery

Lai giai chi tiét

Changeover time is the (unproductive) time needed to reconfigure machinery between pro-
ducing one batch and the next, a key limitation of batch production compared with continuous
flow production. (B).

4.8 Make-or-buy and outsourcing decisions

Firms must often decide whether to produce a component/service themselves (make) or purchase
it from an outside specialist supplier (buy/outsource).

Reasons to make in-house: greater control over quality and scheduling, protection of propri-
etary know-how/trade secrets, and avoiding dependence on an external supplier’s reliability.
Reasons to outsource/buy: the specialist supplier may achieve lower unit costs through its
own economies of scale, allows the firm to focus its own resources and management atten-
tion on its core activities, and avoids the firm having to invest in specialised equipment/skills
it would only use occasionally.

A make-or-buy cost comparison

A firm currently outsources a component, paying $14 per unit for 20,000 units per year (=
$280,000 total). It is considering making the component itself, requiring machinery costing
$120,000 (assume fully used up, i.e. depreciated, over the next 4 years, so $30,000/year)
plus a variable cost of $9 per unit. Annual in-house cost = 30,000 + (9 x 20,000) = 30,000 +
180,000 = $210,000, compared with the current outsourced cost of $280,000 — a saving of
280,000 — 210,000 = $70,000 per year if brought in-house, before considering any quality-
control or management-attention trade-offs of taking on production directly.

. GIAI THICH TIENG VIET

Quyét dinh tu sdn xuat hay mua ngoai (make-or-buy): doanh nghiép can nhac giira tu san xuat
linh kién/dich vu (ki€m soat chat luong tét hon, bao vé bi quyét cdng nghé) hodc mua tir nha
cung cap bén ngoai (tdn dung kinh té theo quy mo cla nha cung cap, tap trung nguoén luc vao
hoat déng cot 16i). Quyét dinh thuong dua trén so sanh chi phi gitra hai phuong an.
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Bai tap luyén tap

Case study. A firm currently pays an outside supplier $22 per unit for 8,000 units per year
(= $176,000 total). Making the component in-house would require machinery costing $60,000
(depreciated over 5 years, i.e. $12,000/year) plus a variable cost of $16 per unit. (a) Calculate
the annual in-house production cost. (b) Recommend whether the firm should make or buy
the component.

Loi giai chi tiet

(a) Annual in-house cost = 12,000 + (16 x 8,000) = 12,000 + 128,000 = $140,000.

(b) Since $140,000 (make) is lower than $176,000 (buy) — a saving of $36,000 per year — the
firm should, on cost grounds, make the component in-house, provided it is confident it can
maintain the same quality standard as the outside specialist supplier and can free up sufficient
management attention to oversee the new production process.

Bai tap luyén tap

Which of the following is a valid reason for a firm to choose to outsource (buy) a component
rather than manufacturing it in-house?

(A) Outsourcing always guarantees higher ties

quality than in-house production . .
(C) Outsourcing removes all financial risk

(B) The specialist supplier may achieve lower from the firm entirely

unit costs through its own economies of
scale, and outsourcing frees the firm’'s (D) In-house production is always cheaper
management to focus on its core activi- than outsourcing

Loi giai chi tiét
A key genuine advantage of outsourcing is benefiting from a specialist supplier's own

economies of scale/expertise while freeing the firm’s own management attention for its core
business. (B).

4.9 Health and safety in operations

Businesses have both a legal and moral duty to provide a safe working environment. Beyond com-
pliance with health and safety legislation (Unit 2), effective operations management builds safety
directly into production planning.

Poor workplace safety carries direct costs: compensation claims and potential legal penalties,
lost output while an incident is investigated and equipment is checked, higher insurance premi-
ums, damaged staff morale/increased absenteeism, and reputational harm if serious incidents
become public. Good safety management (risk assessments, protective equipment, regular
staff training, well-maintained machinery) is therefore not only an ethical/legal obligation but
also directly protects a firm’s operational efficiency and costs.

The cost of a workplace safety failure

A warehouse experiences a forklift accident caused by poorly-maintained equipment, injuring
an employee. Direct costs include: $45,000 in compensation and legal costs, $8,000 in lost
output while the warehouse floor is closed for a full safety inspection, and a 15% rise in the
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firm’s annual insurance premium (an extra $6,000 per year going forward). Total first-year
cost = 45,000 + 8,000 + 6,000 = $59,000 — dramatically more than the cost of the routine
equipment maintenance that could have prevented the accident in the first place, illustrating
why proactive safety investment is usually far cheaper than reacting to an incident after it
occurs.

GIAI THICH TIENG VIET

oanh nghiép c6 nghia vu phap ly va dao dirc ddm bao méi tredng lam viéc an toan. Su co an
toan lao dong gay ra chi phi truc tiép: boi thuong, mat san lugng do diéu tra su ¢, phi bao
hiém tang, tinh than nhan vién gidm sut va tén hai uy tin. Dau tu chd déng vao an toan lao
dong thuong ré hon nhiéu so vai chi phi x(r ly hdu qua sau khi su c6 xay ra.

Bai tap luyén tap

Case study. A factory spends $15,000 per year on routine machine safety inspections and
staff safety training. Without this spending, safety experts estimate the factory would face an
average of one serious accident every 3 years, each costing approximately $90,000 in com-
pensation, lost output and increased insurance combined. (a) Calculate the average annual
cost of accidents if the $15,000 preventive spending were stopped. (b) Advise the factory on
whether the preventive spending is worthwhile, based purely on these figures.

Lai giai chi tiét

(a) Average annual accident cost without prevention = 90,000/3 = $30,000 per year.

(b) Since the $15,000 annual preventive spending is less than the $30,000 average annual
cost of accidents it likely prevents, the spending appears clearly worthwhile on cost grounds
alone — saving an average of $15,000 per year (30,000 — 15,000), even before considering the
additional (harder to quantify) benefits of protecting staff wellbeing, morale, and the firm’s
reputation.

Bai tap luyén tap

Which of the following is most likely to be a direct cost of a serious workplace safety incident?

(A) An automatic reduction in the firm’s fixed surance premiums

costs (C) A guaranteed increase in market share

(B) Compensation payments, lost output (D) No effect on the firm at all if it is not pub-
during investigation, and higher future in- licised

Lai giai chi tiét

A serious safety incident typically brings compensation costs, lost output during the resulting
investigation, and higher ongoing insurance premiums. (B).

4.10 Critical path analysis: an introduction

For complex projects with many interdependent tasks (e.g. constructing a new factory), operations
managers often use network (critical path) analysis to identify the shortest possible time in which a
project can be completed.
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The critical path is the sequence of dependent tasks that determines the minimum total project
duration — any delay to a task on the critical path directly delays the whole project, whereas
tasks not on the critical path have some float (spare time) and can be delayed slightly with-
out affecting the overall completion date. ldentifying the critical path helps managers focus
monitoring and resources on the tasks that matter most for staying on schedule.

A simple critical path example

A small project has three possible task sequences to completion: Path A (design — approval
— build) taking 5 + 3 + 12 = 20 days; Path B (design — testing — build) taking 5+ 6 + 12 = 23
days; Path C (design — sourcing materials — build) taking 5 + 9 + 12 = 26 days. Since Path
C takes the longest (26 days) and all three paths must be completed before the project can
finish, Path C is the critical path — the project cannot finish in under 26 days no matter how
quickly Paths A and B are completed. Paths A and B have float: Path A could be delayed by up
to 26 — 20 = 6 days, and Path B by up to 26 — 23 = 3 days, without delaying the overall project
— but any delay to a task on Path C (sourcing materials) directly delays the whole project.

. GIAI THICH TIENG VIET

Phan tich dudng gang (criﬁcal path analysis) xac dinh chudi cong viéc phu thudc 1an nhau
quyét dinh THOI GIAN TOI THIEU dé hoan thanh du an — bat ky sw cham tré nao & duong
gang déu 1am tré toan bd du an. Cac cong viec KHONG ndm trén dudng gang co thoi gian duw
trir (float) — co thé tré mot chat ma khéng anh hudng dén ngay hoan thanh chung.

Bai tap luyén tap

Case study. A project has three task sequences: Path X takes 18 days, Path Y takes 24 days,
and Path Z takes 21 days, all of which must be completed before the project finishes. (a)
Identify the critical path and the minimum project duration. (b) Calculate the float available on
Path X and Path Z.

Loi giai chi tiét

(@) The critical path is the longest sequence, Path Y (24 days) — the project cannot finish in
under 24 days regardless of how quickly the other paths are completed.
(b) Float on Path X = 24 — 18 = 6 days. Float on Path Z = 24 — 21 = 3 days.

Bai tap luyén tap

On a critical path analysis network, a task that lies on the critical path is delayed by 4 days
due to a supplier issue. What is the most likely effect on the overall project completion date,
assuming no other changes are made?

(A) No effect at all, since critical path tasks (C) The project would actually finish 4 days
have unlimited float earlier

(B) The overall project completion date is de-
layed by the same 4 days (D) Only non-critical tasks are affected

Loi giai chi tiét
Tasks on the critical path have zero float — any delay to a critical path task delays the entire
project by the same amount, here 4 days. (B).
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4.11 Environmental impact of operations

Operations decisions have direct environmental consequences, and increasingly firms must weigh
production efficiency against sustainability.

Ways operations can reduce environmental impact include: reducing energy and water use
per unit produced, minimising packaging and production waste, sourcing recycled/sustainable
raw materials, and designing products for longer life or easier recycling. These changes can
raise short-term costs but increasingly reduce long-run costs too (e.g. lower energy bills), while
also protecting the firm from tightening environmental regulation and appealing to increasingly
environmentally-conscious customers.

Cost-benefit of a sustainability investment

A factory invests $180,000 in more energy-efficient machinery, expected to reduce its annual
energy bill from $240,000 to $165,000. Annual saving = 240,000 — 165,000 = $75,000. Pay-
back period (ignoring any other costs/benefits) = 180,000/75,000 = 2.4 years — after which
the investment continues to generate a $75,000 annual saving indefinitely (until the machinery
needs replacing), alongside the added benefit of reduced carbon emissions that may help the
firm meet increasingly strict environmental regulations and appeal to sustainability-conscious
customers.

- GIAI THICH TIENG VIET
Cac quyét dinh van hanh c6 tac dong truc ti€p dén méi trwdng. Doanh nghiép cé thé giam tac
déng méi trudng bang cach: gidm tiéu thu nang lugng/nudc trén méi don vi san pham, giam
thi€éu bao bi va chat thai san xuat, sir dung nguyén liéu tai ché/bén virng, va thiét ké san pham
dé tai ché hon. Cac thay d&i nay cé thé tén chi phi ban dau nhung thudng gidm chi phi dai han
(vi du hoa don nang lugng thap hon) va bao vé doanh nghiép khoi quy dinh méi trudng ngay
cang chat ché.

Bai tap luyén tap

Case study. A bottling plant invests $96,000 in water-recycling equipment, reducing its annual
water bill from $130,000 to $82,000. Calculate the annual saving and the payback period on
this investment.

Loi gidi chi tiét
Annual saving = 130,000 — 82,000 = $48,000. Payback period = 96,000/48,000 = 2 years.

4.12 Extended case study: Kestrel Precision Engineering

Bai tap luyén tap

Extended case study. Kestrel Precision Engineering manufactures aircraft components in
batches. Its factory has a maximum possible output of 32,000 components per month; it cur-
rently produces 22,400 components per month using 32 workers. Fixed costs are $210,000
per month; each component sells for $34 and costs $19 in variable cost. Kestrel's quality
control currently rejects 7% of output at final inspection. A regulator requires any aerospace
supplier to demonstrate a rejection rate below 1.5% before being certified for a lucrative new
contract requiring 26,000 components per month. Kestrelis considering (i) investing $150,000
in CAM technology (depreciated over 5 years, i.e. $30,000/year in fixed costs) that would
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raise maximum capacity to 34,000/month and cut the rejection rate to an estimated 1%, or
(ii) hiring and training additional quality-assurance staff at every production stage, at a cost of
$18,000/month in extra fixed costs, estimated to cut the rejection rate to 2%.

(a) Calculate Kestrel's current capacity utilisation rate and labour productivity.

(b) Calculate the current break-even output and margin of safety.

(c) Calculate how many components are currently rejected per month, and the variable cost
wasted on them.

(d) Compare options (i) and (ii) against the regulator's two requirements (capacity of
26,000/month and rejection rate below 1.5%), and recommend which option Kestrel should
pursue.

(e) Calculate the new break-even output under your recommended option.

Loi giai chi tiét
S 22,400
(a) Capacity utilisation =

32,000
nents per worker per month.

(b) Contribution = 34 — 19 = $15. Break-even = 210,000/15 = 14,000 components. Margin of
safety = 22,400 — 14,000 = 8,400 components.

(c) Rejects = 0.07 x 22,400 = 1,568 components. Wasted variable cost = 1,568 x 19 = $29,792
per month.

x 100 = 70%. Labour productivity =

22,4
:’)) 00 _ 700 compo-

(d) Option (i), CAM: raises maximum capacity to 34,000/month (comfortably above the re-
quired 26,000) and cuts the rejection rate to 1% (below the required 1.5% threshold) — meets
both regulator requirements. Option (ii), extra QA staff: does not increase maximum capacity
at all (remains 32,000/month, still above 26,000, so this requirement would still technically be
met) but only cuts the rejection rate to 2%, which remains above the required 1.5% threshold
— failing this specific certification requirement. Recommendation: Option (i), CAM invest-
ment, since it is the only option that satisfies both of the regulator’s specific requirements
simultaneously.

(e) New fixed costs under Option (i) = 210,000 + 30,000 = $240,000. New break-even output
= 240,000/15 = 16,000 components (up from 14,000, but still comfortably below Kestrel’s
now much higher 34,000 maximum capacity and the 26,000-unit contract requirement).

4.13 Procurement and supplier relationships

Procurement is the process of sourcing and purchasing the goods, materials and services a business
needs to operate, from selecting suppliers through to receiving and paying for deliveries.

Key considerations when choosing and managing suppliers include: price (raw cost per unit);
quality and reliability (consistent quality avoids costly production disruption or customer com-
plaints); delivery lead time (how quickly and dependably a supplier can deliver, affecting how
much buffer stock is needed); and payment terms (how long a business has to pay after deliv-
ery, affecting its own cash flow/working capital).

Bulk buying (purchasing large quantities in a single order) can secure a substantial discount
per unit from suppliers, since the supplier benefits from a larger guaranteed order and lower
per-order administrative cost. However, bulk buying ties up more cash in inventory at once
and increases the risk of holding unsold or obsolete stock if demand later falls, alongside higher
storage costs.
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Bulk-buying discount — a worked example

A restaurant chain normally buys cooking oil in 20-litre containers at $3.20 per litre. A supplier
offers a 12% discount per litre if the chain instead commits to ordering in bulk 2,000-litre
deliveries.

Discounted price = 3.20 x (1 —0.12) = 3.20 x 0.88 = $2.816 per litre.

Saving per litre = 3.20—2.816 = $0.384. Saving on a 2,000-litre order = 2,000x0.384 = $768

This saving must be weighed against the extra storage space, capital tied up in the larger single
delivery, and the risk of the oil’s shelf life expiring before it can all be used, compared with the
flexibility of smaller, more frequent 20-litre deliveries.

GIAI THICH TIENG VIET

Mua sam/thu mua (procurement): qua trinh Iwra chon va mua nguyén vat liéu/dich vu can thiét,
can nhac gia ca, chat lugng, do tin cy, thoi gian giao hang va diéu khoan thanh toan. Mua
hang s6 lwong 16n (bulk buying) thudng dugc chiét khau gia méi don vi nhung l1am ting vén
bi &t dong trong hang tén kho va rui ro hang tén kho 16i thai/hét han néu nhu cau giam.

Bai tap luyén tap

A firm normally pays $4.50 per unit for a component, buying in small batches. A supplier offers
a 10% bulk-order discount if the firm commits to ordering 5,000 units at once. Calculate the
discounted price per unit and the total saving on the 5,000-unit order compared with the
normal price.

’
.
v
3

Loi giai chi tiét

Discounted price = 4.50 x (1 — 0.10) = 4.50 x 0.90 = $4.05 per unit. Saving per unit =
4.50 — 4.05 = $0.45. Total saving on 5,000 units = 5,000 x 0.45 = $2,250.

Bai tap luyén tap

Which of the following is most likely to be a genuine risk of committing to a large bulk-buying
order to secure a discount?

(A) Bulk buying always guarantees higher or obsolete stock

product quality

o o (C) Bulk buying eliminates all storage costs
(B) More cash is tied up in inventory at once,

and there is greater risk of holding unsold (D) Bulk buying is illegal in most industries

Loi giai chi tiet

A large single order ties up more working capital in inventory and increases the risk of stock
becoming unsold or obsolete before it can be used. (B).

4.14 Automation and technology investment

Investing in automated machinery or technology can cut long-run production costs, but requires
careful evaluation of whether the upfront cost is justified by the resulting savings.
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Evaluating an automation investment

A firm currently pays 18 workers $32,000 per year each to perform a task manually — a total
annual labour cost of 18 32,000 = $576,000. An automated machine costing $720,000 upfront
could perform the same task using only 4 supervising workers (at the same $32,000 salary),
plus $40,000 per year in machine maintenance costs.

New annual cost = (4 x 32,000) + 40,000 = 128,000 + 40,000 = $168,000.

720,000
408,000

With annual savings of $408,000 recovering the $720,000 upfront cost in under two years,
and the machine likely to operate for many years afterward, this automation investment ap-
pears financially attractive — though the firm must also weigh the human cost of the resulting
redundancies (14 fewer roles needed) and any redundancy pay obligations, as well as the risk
of the new machine breaking down or becoming technologically outdated.

Annual saving = 576,000—168,000 = $408,000. Simple payback period =

~ 1.76 yea

I'S.

- GIAI THICH TIENG VIET
Dau tu vao tu dong hoa cé thé cat gidm dang ké chi phi san xuat dai han. Vi du trén tinh tiét
kiém chi phi hang nam va thai gian hoan von don gian (simple payback period) = chi phi dau
tu ban dau chia cho tiét kiém hang ndm. Doanh nghiép cling can can nhac chi phi con ngudi
(sa thai nhan vién du thira, trg cap théi viéc) va rui ro cong nghé 16i thoi khi ra quyét dinh dau
tu.

Bai tap luyén tap

Case study. A firm pays 10 workers $28,000 per year each to perform a task manually. A
machine costing $500,000 could replace them with 2 supervising workers (same salary) plus
$25,000/year maintenance. (a) Calculate the current annual labour cost and the new annual
cost under automation. (b) Calculate the annual saving and the simple payback period.

Loi giai chi tiét
(@) Current annual cost = 10 x 28,000 = $280,000. New annual cost = (2 x 28,000) + 25,000 =

56,000 + 25,000 = $81,000.

(b) Annual saving = 280,000 — 81,000 = $199,000. Payback period = 500,000/199,000 ~ 2.51
years.

Bai tap luyén tap
Which of the following is a genuine risk that must be weighed against the financial benefits of
an automation investment, even when the payback period looks attractive?

(A) Automation always increases total annual (C) Automation eliminates the need for any
cost maintenance spending

(B) The human cost of resulting redundan-
cies, and the risk of the technology be- (D) Automation always reduces product
coming outdated or breaking down quality
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Loi giai chi tiét
Even a financially attractive automation investment carries real risks — redundancy costs/im-

pacts on staff, and the possibility of breakdown or technological obsolescence — that must be
weighed alongside the cost savings. (B).

4.15 The cost of quality failure

The full cost of poor quality includes far more than just the wasted materials in a rejected unit.
Internal failure costs arise when a defect is caught before the product reaches the customer
(wasted materials/labour, cost of reworking or scrapping). External failure costs arise when a
defect reaches the customer (refunds, replacement costs, warranty claims, and — hardest to
quantify but often largest of all — lost future sales from damaged reputation and lost customer
trust).

Comparing internal and external failure costs

A firm produces 20,000 units per month at a variable cost of $12 per unit. Scenario A —
caught internally: 400 defective units are identified and scrapped before shipping; internal
failure cost = 400 x 12 = $4,800. Scenario B — reaches the customer: the same 400 defective
units instead reach customers, triggering refunds of $20 per unit (the full retail price) plus
an estimated $15,000 in lost future sales from damaged reputation; external failure cost =
(400 x 20) + 15,000 = 8,000 + 15,000 = $23,000. Comparing the two, the external failure
cost ($23,000) is nearly five times the internal failure cost ($4,800) for the identical number
of defective units — powerfully illustrating why investing in quality control/assurance to catch
defects before they reach the customer is almost always financially worthwhile, even before
considering the difficult-to-quantify reputational damage.

GIAI THICH TIENG VIET

VN
Chi phi 16i n6i bo (internal failure cost): phat hién 16i truéc khi san pham dén tay khach hang
(chi phi nguyén liéu/lao déng Iang phi, 1am lai). Chi phi 16i bén ngoai (external failure cost): 16i
dén tay khach hang (hoan tién, bdo hanh, va dac biét 1a mat doanh s6 tuong lai do mat uy tin)
— thudng 16n hon nhiéu so véi chi phi 16i ndi bd, nhu vi du trén minh hoa (gap gan 5 1an).

Bai tap luyén tap

Case study. A firm scraps 250 defective units internally at a variable cost of $8 per unit.
Compare this with a scenario where the same 250 units instead reach customers, triggering
$15 refunds per unit plus an estimated $8,000 in lost future sales. Calculate both costs and
comment on the difference.

Loi giai chi tiet

Internal failure cost = 250 x 8 = $2,000. External failure cost = (250 x 15) + 8,000 = 3,750 +
8,000 = $11,750. The external failure cost is more than 5.8 times larger than the internal failure
cost, reinforcing why catching defects before they reach customers is financially far preferable.
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Bai tap luyén tap

Which of the following best distinguishes an internal failure cost from an external failure cost?

(A) Internal failure costs only apply to service the defect has reached the customer

businesses :
(C) External failure costs are always smaller

(B) An internal failure cost arises when a de- than internal failure costs

fect is caught before reaching the cus- (D) There is no meaningful distinction be-
tomer; an external failure cost arises after tween the two

Lai giai chi tiét

Internal failure costs occur pre-delivery (scrapping/rework); external failure costs occur post-
delivery (refunds, reputational damage) and are usually far larger. (B).
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CAMBRIDGE IGCSE . Unit 5

Financial Information and Decisions

Muc tiéu Unit: Vai tro ctia théng tin tai chinh va cac bén sir dung bao cdo tai chinh; nguén vén (noi
bd/bén ngoai, ngan han/dai han); du bao va quan ly dong tién (cash flow forecast); von luu ddng; bao
céo thu nhap (income statement) va bang can déi ké toan (balance sheet); phan tich cac ty sé tai chinh
(kha nang sinh |61 va kha nang thanh toan).

5.1 The purpose of financial information

Every business must record and report financial information, both to satisfy legal requirements and
to support good decision-making. Different users of accounts have different interests:

Owners/shareholders — assess how profitably their capital is being used and whether to in-
vest further.

Managers — use financial data to plan, monitor performance against budgets, and make pric-
ing/investment decisions.

Employees/trade unions — assess job security and the firm’s ability to afford pay rises.
Lenders/banks — assess whether the firm can repay loans/interest (creditworthiness).
Suppliers — assess whether the firm is likely to pay for goods/services supplied on credit.
Government — assesses tax liability and monitors compliance with regulation.

Competitors — benchmark their own performance against a rival’s published results.

. GIAI THICH TIENG VIET

Théng tin tai chinh duoc nhiéu bén sir dung: cht s& hiru/cé déng (danh gia hiéu qua str dung
von), nha quan ly (Iap k& hoach, ra quyét dinh), nhan vién (danh gia su 6n dinh cdng viéc), ngan
hang (danh gia kha nang trd ng), nha cung cap (danh gia kha nang thanh toan), chinh pht (thué)
va d6i tha canh tranh (so sanh hiéu qua).
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5.2 Sources of finance

Internal sources (from within the business itself): retained profit, sale of unused/surplus as-
sets, sale of excess inventory, and the owner’s own personal savings. Advantage: no interest
cost and no loss of control/ownership. Disadvantage: often limited in amount, and using it
may reduce the business’s own cash reserves (liquidity).

External sources (from outside the business): bank loan (a fixed sum repaid with interest over
an agreed period — suitable for a specific, identifiable long-term purchase); bank overdraft
(flexible short-term borrowing up to an agreed limit, interest charged only on the amount used,
but usually at a higher rate than a loan); share issue (selling new shares raises permanent cap-
ital with no repayment obligation, but dilutes existing shareholders’ ownership/control and
share of future profit); trade credit (delaying payment to suppliers, e.g. "30 days to pay” —
effectively an interest-free short-term loan, but may damage supplier relationships or forfeit
early-payment discounts if used excessively); leasing (renting equipment/vehicles rather than
buying them outright — avoids a large upfront cost but total cost over time is usually higher
than buying); and government grants (money, often non-repayable, sometimes tied to condi-
tions such as location or job creation).

Source Internal/External Short/Long Key feature
term
Retained profit  Internal Either No interest, no loss of con-
trol, but limited
Bank loan External Usually long Fixed repayments + interest
Overdraft External Short Flexible, higher interest
rate
Share issue External Long (perma- No repayment, but dilutes
nent) control
Trade credit External Short Effectively interest-free de-

lay in payment

The choice of finance depends on: the amount of capital needed; its purpose (a short-term cash-
flow gap should be matched with short-term finance like an overdraft; a long-term asset purchase
should be matched with long-term finance like a loan or share issue — a common exam error is
mismatching term length with purpose); the cost of the finance (interest rates, arrangement fees);
and the effect on ownership and control (share issues dilute existing owners’ control, while loans do
not dilute control but do raise financial risk through fixed interest obligations, known as increasing
gearing).

Matching finance to purpose

A manufacturing firm needs $2,000,000 to build a new factory that will operate for the next
25 years. A long-term bank loan or a share issue is appropriate — both provide a large sum
matched to a long-lived asset. An overdraft would be entirely unsuitable: overdrafts are de-
signed for short-term, fluctuating cash needs and could be recalled by the bank at short notice,
creating serious risk if used to fund a 25-year asset.

GIAI THICH TIENG VIET
Nguon vén ndi bo (Igi nhuan gilr lai, ban tai san khong dung) khéng ton 1ai va khéng mat quyén
ki€ém soat, nhung cé han. Ngudn vén bén ngoai: vay ngan hang (tra |3i c6 dinh, pht hop mua
tai san dai han), thau chi (linh hoat, ngan han, |3i cao hon), phat hanh cé phiéu (khéng phai hoan
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tra nhung lam lodng quyén s& hitu), tin dung thuong mai (tri hoan thanh toan nha cung cap).
Nguyén tic quan trong: khép th&i han ngudn vén véi muc dich sir dung — nhu ciu ngan han
dung ngudn ngan han, tai san dai han dung ngudn dai han.

(') Loi thueng gap: Using short-term finance (e.g. an overdraft) to fund a long-term asset
(e.g. a new factory) is a serious financial planning error — the lender can recall an overdraft at
short notice, potentially forcing the firm into a cash crisis long before the asset has generated
enough return to repay it. Always match the term of finance to the purpose it is funding.

5.2.1 Further sources of finance for new and growing businesses

Venture capital — specialist investment firms provide capital (usually in exchange for a share
of ownership/equity) to high-growth-potential but higher-risk businesses, often also providing
management expertise and industry contacts alongside the money.

Business angels — wealthy private individuals who invest their own money in a promising early-
stage business, again typically in exchange for a share of equity, and often play an active men-
toring role.

Crowdfunding — raising many small amounts of money from a large number of people, usually
via an online platform, often in exchange for early access to a product, a small reward, or (in
"equity crowdfunding”) a small ownership stake.

Each of these sources brings in outside investors who will expect a share of future profit or
ownership in return for taking on risk at an early, unproven stage — a further example of the
risk/reward trade-off explored in Unit 1.

- GIAI THICH TIENG VIET
Vén mao hiém (venture capital): quy dau tu chuyén rét vén vao doanh nghiép tiém nang tang
trudng cao nhung rui ro, doi 13y c6 phan. Nha dau tu thién than (business angels): ca nhan
giau co dau tu von ca nhan vao doanh nghiép giai doan dau, thuong kém theo tu van. Goi vén
cong dong (crowdfunding): huy déng s6 tién nho tir dong ddo ngudi qua nén tang truc tuyén,
déi lai sdn pham, phan thudng nho, hoac ¢6 phan nho.

5.3 Cash flow forecasts

Cash is money immediately available to a business (in the bank or as physical cash); profit is the
surplus of revenue over costs recorded in the accounts, which can be very different from the cash a
business actually holds at any moment (e.g. a sale made "on credit” boosts recorded revenue/profit
immediately, but the cash is not received until the customer actually pays, weeks or months later).

A cash flow forecast predicts monthly cash inflows and outflows:
Net cash flow = Cash inflows — Cash outflows

Closing balance = Opening balance + Net cash flow

This month’s closing balance becomes next month’s opening balance. A cash flow forecast is
essential because a business can be profitable on paper yet still run out of cash if receipts and
payments are badly timed — a situation known as overtrading (expanding sales too fast for the
cash available to fund day-to-day operations).
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ENGLISH

January February March
Opening balance ($) 2,000 3,500 1,200

Cash inflows ($) 15,000 14,000 16,000
Cash outflows ($) 13,500 16,300 14,500
Net cash flow ($) 1,500 —2,300 1,500

Closing balance ($) 3,500 1,200 2,700

A three-month cash flow forecast. Note February’s negative net cash flow still leaves a positive closing balance because
January ended with a healthy cash buffer — but a further negative month could push the balance below zero.

Building a cash flow forecast

A start-up expects: April opening balance $1,000; inflows $8,000, outflows $9,200. May
inflows $9,500, outflows $8,800. June inflows $10,000, outflows $9,000.

o April: net cash flow = 8,000 — 9,200 = —$1,200; closing balance = 1,000 — 1,200 = —$200.

¢ May opening balance = —$200; net cash flow = 9,500 — 8,800 = $700; closing balance
= —200 + 700 = $500.

¢ June opening balance = $500; net cash flow = 10,000 — 9,000 = $1,000; closing balance
= 500 + 1,000 = $1,500.

The forecast reveals a cash shortfall (negative balance) in April — the owner should arrange

an overdraft facility, or delay a non-urgent payment, before April, rather than discovering the

shortfall only after it happens.

GIAI THICH TIENG VIET
Dong tién du bao hang thang: dong tién rong = dong tién vao — dong tién ra; sé du cudi ky
= 50 du dau ky + dong tién rong (s6 du cudi ky nay trd thanh sé du dau ky thang sau). Doanh
nghiép c6 thé c¢6 l3i trén s sach nhung van hét tién mit néu thoi diém thu/chi khéng hop ly
— day la ly do du bdo dong tién vo cung quan trong.

If a cash flow forecast reveals a future shortage, a business can: arrange/extend an overdraft;
delay non-essential payments to suppliers (using trade credit); chase up money owed by customers
(trade receivables/debtors) faster; delay or cancel a planned major purchase; or inject fresh capital
(owner’s savings, a loan, or a share issue).

(1) L6i thueng gip: A common exam error is to assume "profitable” automatically means "has
enough cash”. A business can report a healthy profit for the year yet fail (go into liquidation)
purely due to a cash flow crisis, if, for example, customers are slow to pay while suppliers and
staff must be paid immediately. Always treat profit and cash as separate concepts.

5.3.1 Working capital
Working capital is the cash a business has available for its day-to-day operations:

Working capital = Current assets — Current liabilities

Positive working capital means a firm can comfortably cover its short-term debts as they fall
due; persistently negative or falling working capital is an early warning sign of potential cash
flow (liquidity) problems.
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ENGLISH

5.4 Income statements
The income statement (profit and loss account) summarises a business’s financial performance over

a period (e.g. one year).
Revenue — Cost of sales = Gross profit
Gross profit — Expenses (overheads) = Profit for the year (net profit)

Revenue — total income from sales. Cost of sales — the direct cost of the goods/services
actually sold (materials, direct labour). Expenses — indirect running costs not directly tied to
production (rent, administrative salaries, marketing, insurance).

Constructing an income statement

Revenue $200,000; Cost of sales $120,000 = Gross profit = 200,000 — 120,000 = $80,000.
Expenses $50,000 = Profit for the year = 80,000 — 50,000 = $30,000.

. GIAI THICH TIENG VIET

Bao cao thu nhap (income statement): Doanh thu (revenue) — Gia von hang ban (cost of sales)
= Lgi nhuan gop (gross profit); Loi nhuan gop — Chi phi hoat dong (expenses) = Lgi nhuan
trong nam (profit for the year).

5.5 Balance sheets

The balance sheet is a snapshot of a business’s financial position at one single point in time (not over
a period), based on the accounting equation:

Assets = Liabilities + Equity

Non-current (fixed) assets — items owned for long-term use (over one year), e.g. property,
machinery, vehicles.

Current assets — items expected to be converted into cash within one year: inventory (stock),
trade receivables (customers who owe the business money — "debtors”), and cash.

Current liabilities — debts due for payment within one year: trade payables (money owed to
suppliers — "creditors”), a bank overdraft.

Non-current liabilities — debts due after more than one year: long-term bank loans.

Equity — the owner’s/shareholders’ stake in the business: share capital originally invested plus
retained profit accumulated over time.

Constructing a balance sheet

Non-current assets $150,000; Current assets $60,000 (inventory $20,000, trade receivables
$25,000, cash $15,000) = Total assets = 150,000 + 60,000 = $210,000.

Current liabilities $40,000; Non-current liabilities $70,000 = Total liabilities = 40,000 +
70,000 = $110,000.

Equity = Total assets — Total liabilities = 210,000 — 110,000 = $100,000 (confirms the account-
ing equation: 210,000 = 110,000 + 100,000).

GIAI THICH TIENG VIET

Bang can doi ké toan (balance sheet): mot birc anh chup tinh hinh tai chinh tai MOT thoi diém
(khéng phai trong mét giai doan). Phuong trinh ké toan: Tai san = N¢ phai tra + Von chu sé&
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ENGLISH

hiru. Tai sdn gdm tai san dai han (nha xudng, may maoc) va tai san ngan han (hang tén kho, phai
thu, tién mat). No phai trd gém no ngan han (phai trd ngudi ban, thau chi) va no dai han (vay
dai han).

(1) L6i thwong gap: Do not confuse the income statement (measures performance over a period,
e.g. "the year ended 31 December”) with the balance sheet (a snapshot at one date, e.g. "as at
31 December”). Also, trade receivables ("debtors”) are money owed to the business (an asset),
while trade payables ("creditors”) are money the business owes (a liability) — these two terms
are very frequently mixed up.

5.6 Ratio analysis
Ratios turn raw financial statement figures into percentages/proportions that allow meaningful com-
parison over time, against competitors, or against industry benchmarks.

Profitability ratios:

fi Profit for th
Gross profit « 100 Srei e = rofit for the year «

100
Revenue Revenue

Gross profit margin =

Profit for the year

CopiElaraloyed x100, where Capital employed = Equity+Non-cu

ROCE (Return on Capital Employed) =

Liquidity ratios (ability to pay short-term debts):

. Current assets . . . Current assets — Inventory
C t ratio = — Acid test k) ratio = ———
urrent ratio Current liabilities delisi Uit Current liabilities

A current ratio around 1.5-2:1 and an acid test ratio around 1:1 are generally considered
healthy benchmarks, though the "right” figure varies significantly by industry (e.g. supermar-
kets, which sell inventory very fast for cash, can safely operate with a lower current ratio than
a manufacturer holding slow-moving stock).

Full ratio analysis worked example

Using the income statement and balance sheet from the previous examples (Revenue
$200,000; Gross profit $80,000; Profit for the year $30,000; Current assets $60,000 with
inventory $20,000; Current liabilities $40,000; Equity $100,000; Non-current liabilities
$70,000):

80,000
G ﬁt i = ’ 1 — 4
ross pront margin 200,000 x 100 0%
30,000
Profit margin = — 100 = 15
ront margin 2007000 X %
Capital employed = 100,000 + 70,000 = $170,000
30,000
ROCE = - 100 = 17.
170,000 * 100~ 17-6%
60,000
Current ratio = ——"—=c = 1.5:1
urrent ratio 20,000 5
Acid test ratio — 02000 — 20,000 _ 40,000
40,000 40,000
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Both liquidity ratios fall within the typically healthy benchmark ranges, and profitability (a 15%
net margin, 17.6% ROCE) appears sound — though a full judgement would require comparing
these figures against the firm's own previous years and against direct competitors.

. GIAI THICH TIENG VIET

Ty suat loi nhuan gop do hiéu qua gia ban so vai gid von hang ban; ty suat lgi nhuan rong do
hiéu qua sau khi trir toan bo chi phi; ROCE do hiéu qua sir dung toan bd von dau tu (von cha
s& hiru + no dai han). Hé s6 thanh toan hién hanh (current ratio) va hé sé thanh toadn nhanh
(acid test) do kha nang tra ng ngan han — acid test loai bé hang tén kho vi hang tén kho khé
chuyén thanh tién mit nhanh chéng. Cac ty s6 chi ¢6 y nghia khi duoc so sanh — véi nam
trudc, déi thu canh tranh, hodc chuan nganh.

(1) Loi thuwong gap: Do not confuse gross profit margin (before operating expenses are de-
ducted) with profit (net) margin (after all expenses) — always state clearly which one you are
calculating. Also remember that a single ratio in isolation tells you very little: ratios are only
genuinely useful when compared — against previous years, against competitors, or against an
industry benchmark.

Interpreting a change in ROCE

A firm’'s ROCE falls from 22% last year to 14% this year, even though profit for the year rose
from $88,000 to $98,000. This must mean capital employed grew even faster than profit: last
year capital employed = 88,000/0.22 = $400,000; this year capital employed = 98,000/0.14 ~
$700,000. Capital employed rose by 75% while profit rose by only about 11% — the firm has
raised and invested significantly more capital (e.g. through a share issue or new long-term
loan), but is not yet generating a proportionate return on that additional capital, which may be
a temporary effect if new investment (e.g. a new factory) has not yet reached full productive
capacity.

5.6.1 A second full ratio-analysis worked example

Comparing two years of ratio data

A firm’s figures for two consecutive years are: Year 1 — Revenue $400,000, Gross profit
$160,000, Profit for the year $48,000, Current assets $70,000 (inventory $25,000), Current
liabilities $50,000. Year 2 — Revenue $460,000, Gross profit $174,800, Profit for the year
$41,400, Current assets $78,000 (inventory $36,000), Current liabilities $60,000.

. 160,000 . 174,800
= = 4 = =
Year 1 gross margin 200,000 x 100 0%, Year 2 gross margin 160,000 x 100 = 38%
. 48,000 3 41,400 B
Year 1 profit margin = 200,000 x 100 = 12%, Year 2 profit margin = 160,000 x 100 = 9%
Year 1 current ratio = 70,000 = 1.4:1, Year 2 current ratio = 78,000 =1.3:1
50,000 60,000
Year 1 acid test — 22000 —25.000 _ 0.9:1, Year 2 acid test = 78,000 = 36,000 _ 7

50,000 60,000

Interpretation: despite revenue growing 15% between the two years, every profitability and
liquidity ratio has worsened — gross and profit margins have both fallen (costs are rising faster
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than the modest revenue growth), and both liquidity ratios have slipped further below their
typical healthy benchmarks (helped in part by a large build-up of inventory, which the acid test
ratio correctly strips out). A manager or investor should investigate why costs are rising and
why inventory is accumulating, rather than being reassured by revenue growth alone — this is
a clear example of why ratio analysis, not just revenue, is essential to properly assess business
performance.

GIAI THICH TIENG VIET

Vi du trén cho thay: ‘mac du doanh thu tang 15% gilra hai nam, TAT CA cac ty s6 lgi nhuan va
thanh khoan déu XAU DI — diéu nay cho thay chi phi ting nhanh hon doanh thu va hang tén
kho dang tich tu. Day I3 vi du ré rang cho thay tai sao can phan tich ty s6 tai chinh day du thay
vi chi nhin vao con s6 doanh thu.

5.7 Gearing and long-term financial risk

Gearing measures the proportion of a firm’s capital employed that is financed by long-term borrow-
ing, as opposed to equity (owners’ capital):

Non-current liabilities
Gearing ratio = - 100, where Capital employed = Equity+Non-current liabilities
& Capital employed . > - quity+

A firm with gearing above 50% is described as highly geared — it relies heavily on debt, meaning
it must make fixed interest payments regardless of how well the business is performing, raising
financial risk (especially if interest rates rise or profit falls). A firm with gearing below 50% is
low-geared (relies mainly on equity) — generally lower financial risk, but the firm forgoes some
of the potential benefits of using cheaper borrowed capital (interest is often cheaper than the
return demanded by shareholders, and interest payments may be tax-deductible).

Calculating and interpreting gearing

A firm has equity of $300,000 and non-current liabilities of $700,000.

Capital employed = 300,000 + 700,000 = $1,000,000.

700,000
1,000,000
At 70%, this firm is highly geared — more than half its long-term capital comes from debt. It
must keep making its loan interest payments even in a poor trading year, which raises the risk

of default (being unable to pay) compared with a firm relying mainly on equity, where dividends
can simply be reduced or skipped in a bad year without any legal default.

Gearing ratio = x 100 = 70%.

. GIAI THICH TIENG VIET

Hé so ng (gearing ratio) = ng dai han / (vén cha s& hiru + ng dai han) x 100 — do ty |é von dai
han dén tir vay ng. Doanh nghiép cé hé s6 no TREN 50% duoc coi la don bay tai chinh cao
(highly geared) — rui ro tai chinh cao hon vi phai tra l3i ¢6 dinh bat ké tinh hinh kinh doanh,
nhung c6 thé tan dung chi phi von vay thuong ré hon vén chu s& hitu.
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(1) L6i thuong gap: Do not confuse gearing (the long-term financing mix between debt and
equity) with the current ratio or acid test ratio (both short-term liquidity measures). A firm can
be highly geared (heavily debt-financed long-term) while still having perfectly healthy short-
term liquidity, and vice versa — they measure different types of financial risk.

5.8 Budgets

A budget is a financial plan setting targets for revenue and/or costs over a future period, used to
control spending, allocate resources between departments, and measure actual performance against
target (variance analysis). A favourable variance occurs when actual results are better than budgeted
(e.g. costs lower than budgeted, or revenue higher than budgeted); an adverse variance occurs when
actual results are worse than budgeted (e.g. costs higher than budgeted, or revenue lower than
budgeted).

Budget variance

A department budgets $50,000 for marketing spend in a quarter but actually spends $54,000.
The variance is 54,000 — 50,000 = $4,000 adverse (spending exceeded budget). If instead the
department had budgeted revenue of $200,000 and achieved $215,000, the variance would
be 215,000 — 200,000 = $15,000 favourable (revenue exceeded target).

GIAI THICH TIENG VIET

gan sach (budget) 13 ké hoach tai chinh dat ra chi tiéu doanh thu/chi phi cho mét giai doan,
dung dé kiém soat chi tiéu va do ludng hiéu suat thuc té€ so véi ké hoach. Chénh léch thuin
loi (favourable variance): két qua thuc té tot hon ngan sach. Chénh léch bat lgi (adverse
variance): két qua thuc té€ kém hon ngan sach.

5.9 Practice and consolidation

Bai tap luyén tap

Case study. In May, a business has an opening cash balance of $4,000. Cash inflows for the
month are $18,000 and cash outflows are $21,500. Calculate the net cash flow and the closing
balance for May.

Lai giai chi tiét

Net cash flow = 18,000 — 21,500 = —$3,500. Closing balance = 4,000 + (—3,500) = $500. The
business still has a positive (though much reduced) cash balance going into June.

Bai tap luyén tap

A manufacturing firm needs $2,000,000 to build a new factory that will operate for the next
25 years. Which source of finance is most appropriate?

(A) Bank overdraft (C) Trade credit from suppliers

(B) Long-term bank loan or share issue (D) Sale of inventory
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Loi giai chi tiét

A large sum for a long-lived asset should be matched with long-term finance (a long-term loan
or issuing shares), not a short-term source like an overdraft or trade credit. (B).

Bai tap luyén tap

Case study. A firm reports revenue of $350,000, cost of sales of $210,000, and expenses of
$91,000. Calculate the gross profit margin and the profit (net) margin.

Loi giai chi tiét

Gross profit = 350,000 — 210,000 = $140,000; gross profit margin = 140,000/350,000 x 100 =
40%.
Profit for the year = 140,000 — 91,000 = $49,000; profit margin = 49,000/350,000 x 100 = 14%.

Bai tap luyén tap

Case study. A company’s balance sheet shows current assets of $45,000 (of which $15,000 is
inventory) and current liabilities of $30,000. Calculate the current ratio and the acid test ratio,
and briefly comment on the company’s liquidity.

Loi giai chi tiét

Current ratio = 45,000/30,000 = 1.5:1 — within the healthy 1.5-2:1 benchmark. Acid test ratio
= (45,000 — 15,000)/30,000 = 30,000/30,000 = 1:1 — exactly at the typical 1:1 benchmark,
showing the company can cover short-term debts even without selling inventory. Overall
liquidity appears healthy.

Bai tap luyén tap

Which of the following would appear as a current liability on a balance sheet?

(A) A five-year bank loan (C) Non-current assets such as machinery

(B) Trade payables (money owed to suppliers
due within one year) (D) Retained profit

Loi giai chi tiet

Money owed to suppliers, due for payment within one year, is a current liability (trade
payables). (B). (A five-year loan is a non-current liability; machinery is a non-current asset;
retained profit is part of equity.)

Bai tap luyén tap

Case study. A start-up’s cash flow forecast for its first three months is: Month 1 — opening
balance $500, inflows $4,000, outflows $5,200. Month 2 — inflows $6,000, outflows $5,000.
Month 3 — inflows $5,500, outflows $4,800. Calculate the closing balance for each month,
and identify which month(s) show a negative closing balance.
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Loi giai chi tiét

Month 1: net cash flow = 4,000 — 5,200 = —$1,200; closing balance = 500 — 1,200 = —$700.
Month 2: opening balance = —700; net cash flow = 6,000 — 5,000 = $1,000; closing balance
= —700 + 1,000 = $300.

Month 3: opening balance = 300; net cash flow = 5,500 — 4,800 = $700; closing balance
= 300 + 700 = $1,000.

Only Month 1 shows a negative closing balance (—$700) — the start-up should arrange an
overdraft or delay a non-essential payment specifically for that month.

Bai tap luyén tap

A firm issues new shares to the public to raise $5,000,000 for expansion. Which of the fol-
lowing is a direct consequence of this decision?

(A) The firm must make fixed monthly repay- luted

ments with interest (C) The firm’s current liabilities increase

(B) Existing shareholders’ percentage own- (D) The firm's inventory automatically in-
ership and control of the company is di- creases

Loi giai chi tiét
Issuing new shares brings in new shareholders, meaning existing shareholders now own a

smaller percentage of the total company — this is dilution of ownership/control. (B). (Unlike a
loan, a share issue involves no fixed repayments or interest.)

Bai tap luyén tap

Case study. A retailer’s income statement shows Revenue $480,000, Cost of sales $288,000,
and Expenses $96,000. Its balance sheet shows Equity $220,000 and Non-current liabilities
$60,000. Calculate (a) gross profit, (b) profit for the year, (c) ROCE.

Loi giai chi tiét

(a) Gross profit = 480,000 — 288,000 = $192,000.
(b) Profit for the year = 192,000 — 96,000 = $96,000.
(c) Capital employed = 220,000 + 60,000 = $280,000; ROCE = 96,000/280,000 x 100 ~ 34.3%.

Bai tap luyén tap

Which statement correctly distinguishes profit from cash?

(A) Profit and cash always have exactly the (C) Cash flow forecasts are used only by loss-
same value at any point in time making businesses

(B) A business can be profitable on its in-
come statement yet still run out of cash (D) Profit is a balance sheet item, whereas
if receipts and payments are badly timed cash flow is an income statement item
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Loi giai chi tiét

Profit (an income statement measure over a period) and cash (money actually available) can
differ substantially — a profitable firm can still fail from a cash flow crisis if payment timing is
poor. (B).

Bai tap luyén tap

Case study. A wholesaler’s current ratio is 3.2:1, well above the typical 1.5-2:1 benchmark.
Explain why an unusually high current ratio is not necessarily a good sign for the business, even
though it indicates strong liquidity.

Loi giai chi tiét

While a current ratio of 3.2:1 confirms the wholesaler can easily cover its short-term debts, an
excessively high ratio can suggest the firm is holding too much cash or inventory unproductively
rather than investing it to generate a return — for example, excess cash sitting idle in a low-
interest account, or excess unsold inventory tying up working capital and incurring storage
costs, rather than being reinvested in growth, equipment, or returned to shareholders. Very

high liquidity ratios can therefore indicate inefficient use of capital rather than pure financial
strength.

Bai tap luyén tap

A firm’s balance sheet shows non-current assets of $340,000, current assets of $85,000, cur-
rent liabilities of $55,000, and non-current liabilities of $120,000. Calculate the firm’s equity.

(A) $250,000 (C) $120,000
(B) $425,000 (D) $600,000

Lai giai chi tiét

Total assets = 340,000 + 85,000 = $425,000. Total liabilities = 55,000 + 120,000 = $175,000.
Equity = 425,000 — 175,000 = $250,000. (A).

Bai tap luyén tap

Case study. A retailer’s gross profit margin is 45% but its profit (net) margin is only 6%. Explain
what this gap suggests about the business, and identify one action management could take in
response.

Lai giai chi tiét

A large gap between gross profit margin (45%) and profit margin (6%) shows that, although the
firm controls its direct cost of sales reasonably well relative to its selling prices, it has very high
expenses/overheads (e.g. rent, administrative salaries, marketing) relative to revenue, which
consume most of the gross profit before reaching the final "bottom line”. Action: management
should review and attempt to reduce overhead costs (e.g. renegotiate rent, cut discretionary
marketing spend, improve operational efficiency) rather than assuming the core buying/selling
of the business is the problem, since the gross margin itself is healthy.
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Bai tap luyén tap

Which of the following would improve (raise) a firm’s acid test ratio, all else being equal?

(A) Buying more inventory using cash (C) Taking out a new short-term overdraft
and holding the proceeds as extra inven-

(B) Selling inventory for cash at exactly its ey

cost price (no profit or loss on the sale) (D) Paying a cash dividend to shareholders

Lai giai chi tiét

The acid test ratio = (current assets — inventory) /current liabilities, i.e. (cash + trade receiv-
ables) + current liabilities — inventory is deliberately excluded from the numerator. Selling
inventory for cash at cost price converts an excluded asset (inventory) into an included one
(cash) with current liabilities unchanged, so the numerator rises and the ratio improves. (B).
(Buying inventory with cash reduces the numerator — cash falls, inventory is excluded — so
the ratio falls; an overdraft used to buy inventory raises current liabilities while adding only
excluded inventory, so the ratio falls; a cash dividend reduces cash, also lowering the ratio.)

Bai tap luyén tap

Case study. Explain two reasons why a bank manager reviewing a loan application would want
to see both the applicant’s income statement and balance sheet, rather than just one of the
two.

Lai giai chi tiét

(1) The income statement shows whether the business is currently profitable and generating
enough surplus to realistically afford future loan repayments (interest and capital) out of on-
going trading performance. (2) The balance sheet shows the business’s financial position at
a point in time — including existing debts (liabilities) already owed, and the value/liquidity of
assets that could act as security for the loan or be sold if the business struggled to repay. A
profitable income statement alone could hide a business that is already heavily indebted or
has poor liquidity (seen only on the balance sheet), while a strong balance sheet alone would
not reveal whether the business is currently loss-making — the bank needs both documents
together for a complete picture of risk.

Bai tap luyén tap

Case study. A firm has equity of $450,000 and non-current liabilities of $150,000. (a) Calculate
the capital employed and the gearing ratio. (b) State whether the firm is highly geared or low-
geared, and explain what this means for its financial risk.

Loi giai chi tiét

(a) Capital employed = 450,000+ 150,000 = $600,000. Gearing ratio = 150,000/600,000 x 100 =
25%.

(b) At 25% (below 50%), the firm is low-geared — it relies mainly on equity rather than debt for
its long-term capital. This means lower financial risk, since it has relatively few fixed interest
obligations that must be paid regardless of trading performance; however, it may also mean
the firm is not taking full advantage of potentially cheaper borrowed capital to fund further
growth.
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Bai tap luyén tap

A start-up raises $40,000 from a wealthy private individual who, in exchange, receives a 15%
ownership stake and agrees to mentor the founder. This is best described as finance from a:

(A) Bank loan (C) Trade creditor

(B) Business angel (D) Government grant

Loi giai chi tiet

A wealthy individual investing personal money in exchange for equity, and providing mentor-
ing, is a business angel. (B).

Bai tap luyén tap

Case study. A firm budgets $120,000 in production costs for the quarter but actually spends
$108,000, while budgeting $300,000 in revenue but achieving only $276,000. Calculate each
variance and state whether it is favourable or adverse.

Loi giai chi tiét
Cost variance = 120,000 — 108,000 = $12,000 favourable (actual costs were lower than bud-

geted). Revenue variance = 276,000 — 300,000 = —$24,000, i.e. $24,000 adverse (actual
revenue fell short of the budgeted target).

~ ~

Bai tap luyén tap

Which of the following would most directly raise a firm’s gearing ratio?

(A) Repaying a long-term bank loan early us- (C) Taking out a large new long-term bank
ing retained profit loan to fund expansion

(B) Issuing new shares to raise fresh equity
capital (D) Increasing the acid test ratio

Lai giai chi tiét

-

Taking out a large new long-term loan increases non-current liabilities relative to capital em-
ployed, directly raising the gearing ratio. (C). (Repaying debt or issuing new equity would both
instead lower gearing.)

Bai tap luyén tap

Case study. A tech start-up wants to raise $25,000 quickly from a large number of small
online contributors, offering early access to its new product in return rather than giving away
any ownership stake. Identify the most suitable source of finance, and explain one advantage
and one disadvantage of using it.

Lai giai chi tiét

Recommendation: crowdfunding (specifically reward-based, rather than equity, crowdfund-
ing). Advantage: the firm raises capital quickly from a large number of small contributors with-
out giving up any ownership/control (unlike a business angel or venture capital investment),
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and a successful campaign can also generate valuable early publicity and a base of engaged
early customers. Disadvantage: success is not guaranteed — if the campaign fails to reach
its funding target, some platforms return all pledged funds to backers and the firm receives
nothing despite the time invested in the campaign; there is also pressure to actually deliver
the promised product/reward to a large number of backers on time.

Bai tap luyén tap

Case study. Using the two-year data in this unit (Year 1: gross margin 40%, profit margin 12%,
current ratio 1.4:1, acid test 0.9:1; Year 2: gross margin 38%, profit margin 9%, current ratio
1.3:1, acid test 0.7:1), explain two reasons why an investor should be concerned, even though
revenue grew by 15% over the same period.

(1) Falling profitability — both the gross profit margin (40% — 38%) and profit margin (12%
— 9%) have fallen, showing that costs (cost of sales and/or overheads) are rising faster than
revenue — meaning revenue growth alone is masking a deterioration in the firm’s underlying
cost control and profit efficiency. (2) Weakening liquidity — both the current ratio (1.4:1 —
1.3:1) and, more significantly, the acid test ratio (0.9:1 — 0.7:1, now further below the typical
1:1 benchmark) have worsened, and the fact that the acid test has fallen more than the current
ratio suggests inventory has built up disproportionately — tying up cash in unsold stock rather
than in more liquid assets, raising the risk of a future cash flow problem.

Bai tap luyén tap

A firm’s profit margin has fallen even though its gross profit margin has stayed exactly the same
over the same period. Which of the following best explains this?

(A) Cost of sales must have fallen risen as a proportion of revenue

(B) Revenue must have fallen to zero (D) The firm's current ratio must also have

(C) Operating expenses (overheads) have fallen

Loi giai chi tiét

If gross profit margin (which depends only on revenue and cost of sales) is unchanged, but
profit margin (which additionally deducts expenses/overheads) has fallen, the cause must lie
in rising expenses relative to revenue, since the cost-of-sales relationship captured by the
gross margin has not changed. (C).

Bai tap luyén tap

Case study. A seasonal ice-cream business forecasts the following: June opening balance
$2,000, inflows $22,000, outflows $14,000. July inflows $26,000, outflows $15,000. August
inflows $18,000, outflows $21,000. September inflows $9,000, outflows $19,000. Calculate
the closing balance for each month and identify the first month, if any, in which the balance
turns negative.
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June: net cash flow = 22,000 — 14,000 = $8,000; closing balance = 2,000 + 8,000 = $10,000.
July: net cash flow = 26,000 — 15,000 = $11,000; closing balance = 10,000 + 11,000 = $21,000.
August: net cash flow = 18,000 — 21,000 = —$3,000; closing balance = 21,000 — 3,000 =
$18,000.

September: net cash flow = 9,000 — 19,000 = —$10,000; closing balance = 18,000 — 10,000 =
$8,000.

The balance remains positive throughout all four months (thanks to a strong cash buffer built
up during the peak summer months of June and July), even though both August and September
individually show a negative net cash flow as seasonal demand falls.

5.9.1 Extended case study: Meridian Retail Ltd

Bai tap luyén tap

Extended case study. Meridian Retail Ltd’'s most recent income statement shows: Revenue
$600,000; Cost of sales $360,000; Expenses $150,000. Its balance sheet shows: Non-current
assets $320,000; Current assets $95,000 (inventory $40,000, trade receivables $30,000, cash
$25,000); Current liabilities $70,000; Non-current liabilities $130,000. The directors want to
raise $250,000 to open a new store, and are choosing between (i) a long-term bank loan at
10% annual interest, or (ii) a new share issue to existing and new investors.

(a) Calculate the gross profit margin and the profit (net) margin.

(b) Calculate the firm’s equity, capital employed, and ROCE.

(c) Calculate the current ratio and acid test ratio, and comment on Meridian’s liquidity.

(d) Calculate the firm’s current gearing ratio and state whether it is currently highly geared or
low-geared.

(e) Calculate the new gearing ratio if the $250,000 is raised entirely through (i) the bank loan,
and separately through (ii) the share issue (assume non-current liabilities and equity change
accordingly, with capital employed rising by $250,000 under each option).

(f) Recommend which source of finance the directors should choose, justifying your answer.

Loi gidi chi tiét
(a) Gross profit = 600,000 — 360,000 = $240,000; gross profit margin = 240,000/600,000 x 100 =

40%. Profit for the year = 240,000— 150,000 = $90,000; profit margin = 90,000/600,000 x 100 =
15%.

(b) Total assets = 320,000 + 95,000 = $415,000; total liabilities = 70,000 + 130,000 = $200,000;
equity = 415,000 — 200,000 = $215,000. Capital employed = 215,000 + 130,000 = $345,000.
ROCE = 90,000/345,000 x 100 ~ 26.1%.

(c) Current ratio = 95,000/70,000 ~ 1.36:1 — slightly below the typical 1.5-2:1 benchmark.
Acid test ratio = (95,000 — 40,000) /70,000 = 55,000/70,000 ~ 0.79:1 — below the typical 1:1
benchmark. Meridian’s liquidity appears slightly weak, particularly on the acid test measure,
suggesting a relatively high proportion of its current assets is tied up in inventory rather than
cash/receivables.

(d) Gearing ratio = 130,000/345,000 x 100 ~ 37.7% — below 50%, so Meridian is currently
low-geared.

(e) (i) Loan: new non-current liabilities = 130,000 + 250,000 = $380,000; new capital employed
= 345,000 + 250,000 = $595,000; new gearing = 380,000/595,000 x 100 ~ 63.9% — this would
make Meridian highly geared. (ii) Share issue: new equity = 215,000 + 250,000 = $465,000;
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non-current liabilities remain $130,000; new capital employed = 465,000 + 130,000 =
$595,000; new gearing = 130,000/595,000 x 100 ~ 21.8% — Meridian would remain clearly
low-geared.

(f) Recommendation: the share issue. Taking the full $250,000 as a loan would push gearing
from 37.7% to approximately 63.9%, making Meridian highly geared and committing it to sub-
stantial fixed annual interest payments (10% of $250,000 = $25,000/year) on top of an already
only moderately liquid balance sheet (current ratio 1.36:1, acid test 0.79:1) — a risky combina-
tion if trading conditions weaken. The share issue keeps gearing low (about 21.8%) and avoids
fixed interest obligations entirely, at the cost of diluting existing shareholders’ ownership and
control — a trade-off the directors should discuss directly with existing shareholders, but one
that appears more prudent given Meridian’s already-stretched liquidity position.

Bai tap luyén tap

A firm’s balance sheet shows equity of $180,000 and non-current liabilities of $420,000. Cal-
culate the gearing ratio and state whether the firm is highly geared or low-geared.

(A) 30%, low-geared (C) 42%, low-geared
(B) 70%, highly geared (D) 58%, highly geared

Loi giai chi tiét

Capital employed = 180,000 + 420,000 = $600,000. Gearing ratio = 420,000/600,000 x 100 =
70% — above 50%, so highly geared. (B).

Bai tap luyén tap

Case study. A firm’s users of accounts include its bank, its employees, and a rival firm moni-
toring its published results. Explain one reason why each of these three groups is interested
in the firm’s financial statements.

Lai giai chi tiét

The bank reviews the accounts to assess the firm’s creditworthiness — whether it is likely to
be able to repay any loan and interest it is considering advancing. Employees (or their trade
union) review the accounts to assess job security and the firm’s ability to afford pay rises,
particularly if profit has been falling. The rival firm uses the published results to benchmark
its own performance (e.g. comparing profit margins or growth rates) and to inform its own
competitive strategy, such as whether the firm is a growing threat worth responding to.

Bai tap luyén tap

A firm’s acid test ratio is significantly below its current ratio. This gap is most likely explained
by:

(A) The firm holding a large amount of inven-  (C) An error in the balance sheet
tory relative to its other current assets

(B) The firm having no current liabilities at all (D) The firm being highly geared
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Loi giai chi tiét

Since the acid test ratio excludes inventory from current assets while the current ratio includes
it, a large gap between the two ratios typically indicates the firm holds a substantial amount
of inventory relative to its other (more liquid) current assets. (A).

Bai tap luyén tap

Case study. A firm’s directors are debating whether to fund a $400,000 warehouse extension
(expected to be used for at least 20 years) using a 2-year bank overdraft facility. Explain why
this financing choice would be inappropriate, and suggest a more suitable alternative.

Lai giai chi tiét

An overdraft is a flexible, short-term source of finance that a bank can typically recall at rel-
atively short notice, and is not designed to fund a large, long-lived asset like a 20-year ware-
house extension — using it this way creates serious refinancing risk, since the firm could be
forced to repay the full $400,000 (or have the facility withdrawn) long before the warehouse
has generated sufficient extra revenue/cost savings to justify or repay that amount. A more
suitable alternative would be a long-term bank loan (with a repayment schedule matched to
the asset’s productive life) or a share issue, both of which are designed to fund long-term
capital investment without the risk of being recalled at short notice.

Bai tap luyén tap

Case study. A firm’s income statement shows Revenue $520,000, Cost of sales $338,000,
and Expenses $104,000. Its balance sheet shows Current assets $88,000 (inventory $28,000),
Current liabilities $55,000, Equity $260,000, and Non-current liabilities $90,000. Calculate:
(a) gross profit margin, (b) profit margin, (c) ROCE, (d) current ratio, (e) acid test ratio, (f) gearing
ratio.

Loi giai chi tiét

(a) Gross profit = 520,000 — 338,000 = $182,000; gross profit margin = 182,000/520,000 x 100 =
35%.

(b) Profit for the year = 182,000 — 104,000 = $78,000; profit margin = 78,000/520,000 x 100 =
15%.

(c) Capital employed = 260,000 + 90,000 = $350,000; ROCE = 78,000/350,000 x 100 ~ 22.3%.
(d) Current ratio = 88,000/55,000 ~ 1.6:1.

(e) Acid test ratio = (88,000 — 28,000) /55,000 = 60,000/55,000 ~ 1.09:1.

(f) Gearing ratio = 90,000/350,000 x 100 ~ 25.7% — the firm is low-geared.

Bai tap luyén tap

A firm’s profit for the year has risen at exactly the same rate as its capital employed over the
past year. What must be true of its ROCE?

(A) ROCE must have risen (C) ROCE has stayed exactly the same

(B) ROCE must have fallen (D) There is not enough information to know
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Loi giai chi tiét

Since ROCE = profit - capital employed x 100, if both the numerator (profit) and denominator
(capital employed) grow at exactly the same rate, their ratio is unchanged. (C).

Bai tap luyén tap

Case study. A retailer’s directors are reviewing three years of gearing data: Year 1: 22%; Year
2: 41%; Year 3: 58%. Explain what this trend suggests about the firm’s financing strategy and
the risk implications of continuing it into Year 4.

Loi giai chi tiét

The steadily rising gearing ratio (22% — 41% — 58%) shows the firm has been relying in-
creasingly on debt (relative to equity) to finance its capital employed over the three years,
moving from clearly low-geared to now highly geared (above 50%). This trend suggests the
firm may be funding growth primarily through borrowing rather than retained profit or new
share capital. Risk implications: continuing to raise gearing further into Year 4 would increase
the firm’s fixed interest obligations relative to its equity base, raising financial risk — if profit
or cash flow were to weaken (e.g. in an economic downturn or from rising interest rates), the
firm would still be contractually required to make its interest payments, increasing the risk of
default, whereas a firm funded more by equity has no equivalent fixed repayment obligation
on shareholder capital.

Bai tap luyén tap

A firm’s trade receivables (money owed to the firm by its customers) increase substantially
while its cash balance falls, even though recorded profit for the year has risen. Which of the
following best explains this apparent contradiction?

(A) The firm must have made an accounting tually collected from customers

error (C) Profit and cash are always identical, so

(B) The firm is making more sales on credit, this situation|is impossible

so profitis recorded before the cashisac- (D) The firm’s gearing ratio must have fallen

Lai giai chi tiét

Selling on credit means revenue (and therefore profit) is recorded immediately in the income
statement, while the cash is only received later when customers actually pay — explaining how
profit can rise while cash falls if receivables (amounts owed but not yet collected) are growing.

(B).

Bai tap luyén tap

Case study. A start-up’s founder tells her accountant: "We made $45,000 profit this year,
so | don’t understand why we don’t have $45,000 more in the bank.” Explain, using specific
balance sheet items, two reasons why profit for the year and the actual change in a firm’s cash
balance can differ.
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Loi giai chi tiét

(1) Uncollected trade receivables — some of the year’s recorded sales revenue may have been
made on credit and not yet collected in cash from customers by the year end, meaning that por-
tion of profit exists on paper (as an asset — trade receivables) but has not yet become cash. (2)
Cash spent on non-expense items — the firm may have used cash during the year to purchase a
non-current asset (e.g. new equipment) or to repay a loan; these are cash outflows but are not
deducted as expenses on the income statement (a non-current asset purchase increases assets
rather than being expensed immediately, and a loan repayment reduces a liability rather than
being an expense), so they reduce the cash balance without reducing recorded profit. Both
examples show why cash flow and profit must be tracked and understood separately.

5.10 Users of accounts and published financial statements

Larger companies, especially Plcs, are legally required to publish annual accounts (an income state-
ment, balance sheet, and supporting notes), which are often independently checked by an audit —
an external, independent examination confirming the accounts give a "true and fair view” of the
company’s financial position.

Purpose of an audit: to provide external confidence (to shareholders, lenders, and the wider
public) that published accounts have not been manipulated or contain material errors, since
company directors themselves prepare the original accounts and could otherwise have an in-
centive to present performance more favourably than the underlying reality. An unqualified
(“clean”) audit opinion reassures stakeholders; a qualified audit opinion (raising specific con-
cerns) can seriously damage confidence in a company’s published figures, its share price, and
its ability to borrow.

GIAI THICH TIENG VIET
Cac cong ty 16n, dac biét 1a Plc, thudng bat budc phai cdng bé bao céo tai chinh hang ndm va
dugc ki€ém toan déc 1ap (audit) — mot bén thir ba doc 1ap xac nhan bao cdo phan anh trung
thuc tinh hinh tai chinh cta céng ty, tao niém tin cho c6 déng, ngan hang va cdng ching rang
ban gidm déc (ngudi truc ti€p 1ap bao cao) khong théi phong két qua.

Impact of a qualified audit opinion

A PIc’s auditors issue a qualified opinion, raising specific concerns about how the company
has valued a large piece of inventory. Following the announcement, the company’s share price
falls by 12% in a single day, and a major lender delays a previously-agreed loan renewal pend-
ing further investigation. This illustrates why an audit opinion, though a seemingly technical
accounting matter, can have very direct and immediate financial consequences for a company
and its stakeholders.

Bai tap luyén tap

Why are external, independent audits of a company’s published accounts considered impor-
tant by shareholders and lenders?
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(A) Audits guarantee the company will al- view and have not been manipulated

ways make a profit ) .
(C) Audits replace the need for an income

(B) Audits provide independent assurance SR

that the accounts, prepared by the com-
pany’s own directors, give a true and fair (D) Audits are only relevant to sole traders

Loi giai chi tiét

Because company directors themselves prepare the original accounts, an independent audit
provides external assurance to shareholders and lenders that the figures are accurate and have
not been manipulated. (B).

Bai tap luyén tap

Case study. A supplier is deciding whether to extend $50,000 of trade credit (goods supplied
now, paid for in 60 days) to a new customer. The customer’s most recently published, audited
accounts show a current ratio of 0.6:1 and an acid test ratio of 0.3:1. Advise the supplier on
the level of risk involved in extending this credit.

Loi giai chi tiét

A current ratio of 0.6:1 and an acid test ratio of 0.3:1 are both well below the typical healthy
benchmarks (around 1.5-2:1 and 1:1 respectively), indicating the customer may have signif-
icant difficulty covering its short-term liabilities even with all its current assets, let alone its
more liquid assets alone. This suggests a high risk that the customer could struggle to pay the
supplier within the agreed 60-day period. Advice: the supplier should proceed with caution
— perhaps requesting a smaller initial credit limit, more frequent/shorter payment terms, or
additional security (e.g. partial upfront payment), rather than extending the full $50,000 of un-
secured trade credit immediately, especially since the audited (verified) nature of the accounts
confirms this weak liquidity position is not a data error.

5.11 Break-even and finance combined: a further worked link

Break-even analysis (Unit 4) and financial statements are closely connected: a firm’s fixed costs (used
in break-even calculations) appear as expenses on its income statement, and its financing choices
(Unit 5) directly affect those fixed costs through interest payments.

How a financing choice changes break-even output

A firm currently has fixed costs of $120,000 (excluding any loan interest), sells at $45/unit, with
variable cost of $27/unit (contribution = $18/unit), giving a break-even output of 120,000/18 ~
6,667 units. It now takes out a $400,000 loan at 8% annual interest to fund an expansion,
adding 400,000 x 0.08 = $32,000 of interest to its fixed costs each year. New fixed costs
= 120,000 + 32,000 = $152,000; new break-even output = 152,000/18 = 8,444 units — a rise
of nearly 1,778 units. This demonstrates directly why a firm’s choice of finance (Unit 5) has
consequences for its required sales volume (Unit 4): taking on debt-financed growth raises the
sales volume needed just to break even, and management must be confident the expansion
will generate enough additional demand to clear this higher hurdle.

Thay Twdng 0332747 169 - Cb6 Nancy 0983422 692 Cambridge IGCSE Business Studies - Trang 164



859359 Chuyén luyén thi IELTS/SAT — AP /IB/ A-levels

. GIAI THICH TIENG VIET

Diém hoa vén (Unit 4) va bao cao tai chinh (Unit 5) c6 méi lién hé chit ché: chi phi c6 dinh
dung trong tinh toan hoa vén xuat hién dudi dang chi phi trén bao cao thu nhap, va cac quyét
dinh vé ngudn vén (vi du vay ng) anh huéng truc ti€p dén chi phi c6 dinh théng qua tién lai
phai trd — tir d6 lam THAY DOI san lugng hoa vén can thiét.

Bai tap luyén tap

Case study. A firm has fixed costs of $84,000 (excluding loan interest), sells at $36/unit with
variable cost of $24/unit. It takes out a $250,000 loan at 6% annual interest. (a) Calculate the
original break-even output (before the loan). (b) Calculate the additional annual interest cost
of the loan. (c) Calculate the new break-even output including the loan interest as an added
fixed cost.

Loi giai chi tiét

(a) Contribution = 36 — 24 = $12. Original break-even = 84,000/12 = 7,000 units.
(b) Additional interest = 250,000 x 0.06 = $15,000 per year.
(c) New fixed costs = 84,000 + 15,000 = $99,000. New break-even = 99,000/12 = 8,250 units.

Bai tap luyén tap

If a firm funds an expansion using a share issue instead of a bank loan, what is the most likely
effect on its break-even output, compared with funding the same expansion via a loan?

(A) Break-even output would rise by exactly costs

the same amount either way (C) A share issue always lowers break-even

(B) Break-even output would rise less (or not output below its original level

at all) under a share issue, since there is (D) Break-even output is entirely unrelated
no fixed interest expense added to fixed to the method of finance used

Lai giai chi tiét

Unlike a loan, a share issue does not add a fixed interest expense to the firm’s fixed costs, so
— all else equal — break-even output would rise by less (or not at all) compared with debt-
financed expansion, though the share issue instead dilutes existing owners' control. (B).

5.12 Interpreting trends in published accounts

Beyond calculating individual ratios, exam questions often require interpreting a trend across several
years of a firm’s published figures, and linking that trend to plausible underlying business causes.

Interpreting a three-year trend

A firm’s profit margin has moved as follows: Year 1: 18%; Year 2: 14%; Year 3: 9%, while its
revenue has grown every year (Year 1: $2.0m; Year 2: $2.4m; Year 3: $2.9m). Simply looking
at rising revenue might suggest the business is doing well, but the steadily falling profit margin
reveals that costs are rising faster than revenue each year — profit itself can be calculated:
Year 1 profit = 2.0m x 0.18 = $360,000; Year 2 profit = 2.4m x 0.14 = $336,000; Year 3
profit = 2.9m x 0.09 = $261,000. Despite revenue growing by 45% over the three years
(from $2.0m to $2.9m), profit itself has actually fallen by more than 27% (from $360,000 to
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ENGLISH

$261,000) — a warning sign that would be completely missed by looking at the revenue trend
alone, underlining why ratio trends (not just revenue trends) are essential to properly assess a
firm’s direction of travel.

- GIAI THICH TIENG VIET
Khi phan tich xu hwéng nhiéu nam cua bao cdo tai chinh, khéng nén chi nhin vao doanh thu
tang dé két luan doanh nghiép dang t6t 1én — can tinh ca lgi nhuan thuc té€ va cac ty s6. Vidu
trén cho thay doanh thu tang 45% nhung loi nhuan thuc té lai GIAM hon 27%, vi chi phi ting
nhanh hon doanh thu qua tirng ndAm — mot dau hiéu cadnh bao chi c6 thé phat hién duoc khi
tinh day du lgi nhuan va ty suat lgi nhuan, khéng chi nhin con sé doanh thu.

Bai tap luyén tap

Case study. A firm’s profit margin is 20% in Year 1 on revenue of $1.5 million, and 12% in
Year 2 on revenue of $2.1 million. (a) Calculate the firm’s actual profit in each year. (b) State
whether profit rose or fell between the two years, and by how much.

Loi giai chi tiét

(a) Year 1 profit = 1,500,000 x 0.20 = $300,000. Year 2 profit = 2,100,000 x 0.12 = $252,000.
(b) Profit fell by 300,000 — 252,000 = $48,000, despite revenue rising by $600,000 over the
same period — a clear illustration of why the profit margin trend (not just the revenue trend)
must be examined to properly understand a firm'’s financial direction.

Bai tap luyén tap

A firm’s revenue rises every year for three consecutive years, but its profit margin falls every
year over the same period. Which of the following is the most likely underlying explanation?

(A) The firm’s costs are rising even faster (C) This combination of trends is mathemat-
than its revenue each year ically impossible

(D) The firm’s current ratio must also be
(B) The firm’s costs must be falling falling

| Loi giai chi tiét

Rising revenue combined with a falling profit margin means costs (cost of sales and/or ex-
penses) are growing at a faster rate than revenue, eroding the margin even as the top-line
revenue figure grows. (A).

5.13 Break-even, finance and ratios: a combined capstone

Bai tap luyén tap

Extended case study. Ventora Sports Ltd manufactures running shoes. Fixed costs are
$180,000 per year; each pair sells for $60 and costs $36 in variable cost. Its most recent
balance sheet shows: Non-current assets $400,000; Current assets $110,000 (inventory
$45,000, trade receivables $35,000, cash $30,000); Current liabilities $70,000; Non-current
liabilities $150,000. Its income statement shows Revenue $900,000, Cost of sales $540,000,
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Expenses $207,000. The directors are considering a $200,000 expansion, financed either by
a bank loan at 7% interest or a new share issue.

(a) Calculate the current break-even output and margin of safety, given current annual sales
of 20,000 pairs.

(b) Calculate the current ratio, acid test ratio, and gearing ratio.

(c) Calculate the gross profit margin and profit margin.

(d) If the $200,000 is raised via a loan, calculate the new annual fixed costs (including interest)
and the new break-even output.

(e) Recommend, with justification, whether the loan or the share issue is more appropriate,
referring to your gearing calculation in (b).

Loi giai chi tiét

(a) Contribution per unit = 60 — 36 = $24. Break-even output = 180,000/24 = 7,500 pairs.
Margin of safety = 20,000 — 7,500 = 12,500 pairs.

(b) Current ratio = 110,000/70,000 ~ 1.57:1 — within the healthy benchmark. Acid test
ratio = (110,000 — 45,000)/70,000 = 65,000/70,000 ~ 0.93:1 — close to the 1:1 bench-
mark. Equity = total assets — total liabilities = (400,000 + 110,000) — (70,000 + 150,000) =
510,000 — 220,000 = $290,000. Capital employed = 290,000 + 150,000 = $440,000. Gearing
ratio = 150,000,/440,000 x 100 ~ 34.1% — low-geared.

(c) Gross profit = 900,000 — 540,000 = $360,000; gross profit margin = 360,000/900,000 x 100 =
40%. Profit for the year = 360,000 — 207,000 = $153,000; profit margin = 153,000/900,000 x
100 = 17%.

(d) Additional annual interest = 200,000 x 0.07 = $14,000. New fixed costs = 180,000 +
14,000 = $194,000. New break-even output = 194,000/24 ~ 8,083 pairs (up from 7,500).

(e) Recommendation: the loan is likely acceptable, though a share issue is also viable. Ven-
tora’s current gearing (34.1%) is comfortably low-geared, meaning it currently has consider-
able headroom to take on additional debt before becoming highly geared — even after the
new $200,000 loan, non-current liabilities would rise to $350,000 and capital employed to
$640,000, giving new gearing of 350,000/640,000 x 100 ~ 54.7%, only just above the 50%
highly-geared threshold. Given this, the loan is a reasonable choice that avoids diluting exist-
ing shareholders’ control, provided the directors are comfortable that the resulting break-even
output (8,083 pairs) remains well within achievable sales (current sales of 20,000 pairs already
comfortably exceed this). A share issue would keep gearing even lower and avoid the fixed
interest obligation entirely, and may be preferred if the directors wish to minimise financial
risk further or if existing shareholders are willing to accept some dilution in exchange for a
stronger balance sheet.

Bai tap luyén tap

Case study. A firm’s balance sheet shows Non-current assets $260,000, Current assets
$72,000 (inventory $30,000), Current liabilities $48,000, Non-current liabilities $90,000. Its
income statement shows Revenue $380,000, Cost of sales $228,000, Expenses $95,000. Cal-
culate: (a) gross profit margin, (b) profit margin, (c) equity and ROCE, (d) current ratio and acid
test ratio.
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Loi giai chi tiét

(a) Gross profit = 380,000 —228,000 = $152,000; gross profit margin = 152,000,/380,000 x 100 =
40%.

(b) Profit for the year = 152,000 — 95,000 = $57,000; profit margin = 57,000/380,000 x 100 =
15%.

(c) Total assets = 260,000 + 72,000 = $332,000; total liabilities = 48,000 -+ 90,000 = $138,000;
equity = 332,000 — 138,000 = $194,000. Capital employed = 194,000 + 90,000 = $284,000;
ROCE = 57,000/284,000 x 100 ~ 20.1%.

(d) Current ratio = 72,000/48,000 = 1.5:1. Acid test ratio = (72,000 — 30,000) /48,000 =
42,000/48,000 = 0.875:1.

Bai tap luyén tap

A firm’s capital employed rises from $400,000 to $500,000 while its profit stays exactly the
same at $60,000. What happens to its ROCE?

(A) ROCE rises from 15% to 20% (C) ROCE stays exactly the same
(D) ROCE cannot be calculated without more
(B) ROCE falls from 15% to 12% information

Lai giai chi tiét

Original ROCE = 60,000/400,000 x 100 = 15%. New ROCE = 60,000,/500,000 x 100 = 12% —
ROCE falls, since the same profit is now spread over a larger capital base. (B).

Bai tap luyén tap

Case study. A wholesaler’s balance sheet shows current assets of $54,000 (inventory $36,000,
the remainder split evenly between trade receivables and cash) and current liabilities of
$40,000. Calculate the current ratio and the acid test ratio, and comment on what the large
gap between the two ratios suggests.

Loi giai chi tiét

Current ratio = 54,000/40,000 = 1.35:1. Acid test ratio = (54,000 — 36,000)/40,000 =
18,000/40,000 = 0.45:1. The large gap between the two ratios (1.35:1 versus only 0.45:1) sug-
gests the wholesaler holds a very high proportion of its current assets in inventory ($36,000
out of $54,000, exactly two-thirds) rather than in cash or receivables — a potential liquidity
concern, since inventory cannot always be converted into cash quickly if the firm needs to
settle short-term debts urgently.

5.14 Comparing sources of finance

Choosing between the many available sources of finance requires weighing cost, risk, speed of ac-
cess, and impact on ownership and control.
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Source

Key advantage

Key drawback

Retained profit

Bank loan

Share issue

Venture capital

Trade credit

Overdraft

No interest cost; no loss of
ownership/control

Quick to arrange; owner-
ship/control unaffected

No obligation to repay; no
fixed interest burden
Large sums available; in-
vestor expertise/contacts

Free short-term finance; im-
proves cash flow

Flexible — only used (and
charged) when needed

Only available if the firm
has already earned sufficient
profit; reduces cash available
for other uses

Interest must be paid regard-
less of profit; raises gearing
and financial risk

Dilutes existing owners’ %
control and share of future
profit/dividends

Investor typically demands a
significant equity stake and
board influence

Relationship with supplier
can suffer if payment is
persistently delayed

Interest rates usually higher
than a standard term loan;

can be recalled by the bank

Choosing between a loan and a share issue

A private limited company needs $2,000,000 to fund an expansion. Option A — bank loan
at 8% annual interest: annual interest cost = 2,000,000 x 0.08 = $160,000, but the existing
owners keep 100% of their current ownership stake and all future profit growth. Option B —
issuing new shares to outside investors for $2,000,000: no interest obligation at all, but exist-
ing owners must give up an estimated 25% of company ownership to attract that investment,
permanently sharing future profits and voting control with the new shareholders. Evaluation:
the loan preserves ownership/control but adds a fixed $160,000/year cost regardless of how
profitable the expansion actually turns out to be (raising financial risk if profits disappoint), while
the share issue removes that fixed repayment risk entirely but permanently costs the existing
owners a real share of future profit and decision-making power — the "right” choice depends
on how confident the owners are in the expansion’s success and how much control they are
willing to give up.

GIAI THICH TIENG VIET

o sanh cac nguén vén: lgi nhuan gilr lai khong tén |ai nhung phu thudc vao lgi nhuan da co;
vay ngan hang nhanh nhung phai tra 13i ¢6 dinh du loi nhuan ra sao, 1am tang ty Ié don bay
tai chinh (gearing); phat hanh cé phan khong c6 nghia vu tra 13i nhung lam lodng quyén s&
hiru/kiém soat clia c6 déng hién tai. Quyét dinh phu thudc vao mirc dé tu tin vao kha nang
sinh 161 va mirc d6 sin sang chia sé quyén kiém soat cia chd s& hiru hién tai.

Bai tap luyén tap

Case study. A company needs $1,500,000. It can borrow at 6% annual interest, or issue
shares giving up 20% of ownership. (a) Calculate the annual interest cost of the loan option.
(b) Explain one advantage of each option over the other.
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Loi giai chi tiét
(a) Annual interest cost = 1,500,000 x 0.06 = $90,000.
(b) Advantage of the loan over shares: existing owners keep 100% ownership and control, and

all future profit growth. Advantage of shares over the loan: no fixed annual repayment obliga-
tion regardless of profit performance, reducing financial risk if the expansion underperforms.

5.15 Insolvency and business failure

Insolvency

A business becomes insolvent when it can no longer pay its debts as they fall due, or when
its liabilities exceed the value of its assets. Insolvency is the formal trigger that can lead to
liquidation (a company’s assets are sold off to repay creditors, and the business ceases to
exist).

Common causes of business failure include: poor cash flow management (a profitable business
can still fail if it runs out of cash to pay immediate bills — profit and cash are not the same
thing); over-reliance on debt (a highly geared firm is especially vulnerable if interest rates rise
or revenue falls unexpectedly); poor market research/misreading customer demand; intense
competition eroding market share and margins; and external economic shocks (a recession, a
sharp exchange rate movement, or a sudden rise in raw material costs).

A high gearing ratio increases the risk of insolvency, since a large proportion of financing is
fixed-cost debt that must be serviced regardless of trading performance — if profits fall, a highly
geared firm can quickly find itself unable to meet its interest and loan repayment obligations,
even if it remains "profitable” on paper.

Profitable but insolvent — a cash flow trap

A firm reports a healthy annual profit of $300,000, but 80% of its sales are made on 90-
day credit terms to large retail customers, while its own suppliers demand payment within
30 days. In a fast-growing month, the firm sells $500,000 of goods (recorded immediately as
revenue/profit) but does not actually receive most of that cash for another 90 days, while still
needing to pay its own suppliers within 30 days for the materials used to make those goods.
If the firm’s available cash reserves are insufficient to bridge this 60-day gap, it could become
unable to pay its own bills on time — technically insolvent — despite being genuinely profitable
on its income statement. This is why careful cash flow forecasting and management (not just
profit) is essential to business survival.

GIAI THICH TIENG VIET

é’t kha nang thanh toan (insolvency): doanh nghiép khdng thé thanh toan no dén han, hoac
no phai tra vuot qua gia tri tai san — cé thé dan dén giai thé/thanh ly (liquidation). Nguyén
nhan phé bién: quan ly dong tién kém, phu thudéc qua nhiéu vao ng vay (don bay tai chinh cao),
nghién clru thj trudng kém, canh tranh gay gat, ho3c cu séc kinh té€ bén ngoai. Vi du trén cho
thay: mot doanh nghiép co6 thé cé lai trén s6 sach nhwng van mat kha ning thanh toan néu
dong tién vao chdm hon dong tién ra.
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Bai tap luyén tap

Which of the following best explains how a business can be profitable on its income statement,
yet still become insolvent?

(A) This is impossible; profit and cash are al- spite reporting a profit

ways identical .
(C) Insolvency only affects businesses that

(B) If cash inflows (e.g. from customers on report a loss

long credit terms) lag behind cash out-
flows (e.g. to suppliers on short credit (D) Profit and insolvency are entirely unre-
terms), the firm may run out of cash de- lated legal concepts

Loi giai chi tiét

Profit is an accounting measure recorded when a sale is made; cash is the actual money re-
ceived/paid. A mismatch in timing between cash inflows and outflows can leave even a prof-
itable firm short of cash. (B).

Bai tap luyén tap

Case study. A firm has a gearing ratio of 72% (compared with an industry average of 35%).
Explain one way this high gearing increases the firm's risk of insolvency if interest rates rise
sharply.

Loi giai chi tiét

With 72% of its capital employed financed by debt (well above the 35% industry average),
the firm has a much larger fixed interest obligation relative to its size than typical competi-
tors. If interest rates rise sharply, its interest costs increase substantially and must still be paid
regardless of trading performance — if revenue or profit falls at the same time (e.g. during a
downturn), the firm may struggle to generate enough cash to meet these fixed interest and re-
payment obligations, risking insolvency far more quickly than a lower-geared competitor with
a smaller fixed debt burden.

5.16 The working capital cycle

Working capital cycle

The working capital cycle is the time it takes a business to convert cash spent on inputs (raw
materials, labour) back into cash received from customers — the length of time cash is "tied
up” in the operating cycle. A shorter cycle means cash is recovered faster and can be reused
sooner (improving liquidity); a longer cycle means more cash is tied up for longer, increasing
the risk of a cash flow shortfall even in a profitable business.

Calculating the working capital cycle

A manufacturer holds raw materials/work-in-progress/finished goods in inventory for an aver-
age of 45 days, then sells on credit, with customers taking an average of 60 days to pay (trade
receivables period). The firm itself takes an average of 35 days to pay its own suppliers (trade
payables period).

Working capital cycle = inventory days+receivables days—payables days = 45+60—35 = 70 days.
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This means cash is tied up in the operating cycle for 70 days on average — from the moment raw
materials are paid for until cash is finally received from customers, minus the time the firm itself
delays paying its own suppliers. Reducing this cycle (e.g. by negotiating longer payment terms
with suppliers, chasing customer payments faster, or holding less inventory) would free up cash
sooner for other uses, directly improving the firm’s liquidity without needing any additional
external finance.

GIAI THICH TIENG VIET

hu ky von luu dong (working capital cycle) = s6 ngay tén kho + sé ngay phai thu khach hang
— s6 ngay phai trd nha cung cip — do ludng thai gian tién mat bi "gitr lai” trong chu ky hoat
déng. Chu ky cang ngan, doanh nghiép thu hoi tién mat cang nhanh va cai thién thanh khoan
ma khong can huy dong thém vén bén ngoai.

Bai tap luyén tap

Case study. A firm holds inventory for an average of 30 days, receives payment from customers
after an average of 50 days, and pays its own suppliers after an average of 40 days. Calculate
the working capital cycle and explain what a reduction in the receivables period would achieve.

Loi giai chi tiét

Working capital cycle = 30 + 50 — 40 = 40 days. Reducing the receivables period (e.g. by
chasing customer payments faster or offering an early-payment discount) would shorten the
overall cycle, freeing up cash sooner and improving the firm’s liquidity without needing to raise
additional external finance.

Bai tap luyén tap

A firm negotiates longer payment terms with its own suppliers, extending its trade payables
period from 30 days to 50 days, with no other change. What is the most likely effect on its
working capital cycle?

(A) The working capital cycle lengthens, ty- (C) The working capital cycle is entirely un-
ing up more cash affected by payables terms

(B) The working capital cycle shortens, free- (D) The firm’s gearing ratio automatically falls
ing up cash sooner to zero

Lai giai chi tiét

Since the working capital cycle = inventory days + receivables days — payables days, a longer
payables period directly shortens the working capital cycle, freeing up cash for longer before
it must be paid out. (B).
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External Influences on Business Activity

Muc tiéu Unit: Anh hudng kinh t&€ dén doanh nghiép (13i suat, lam phat, ty gia hoi doai, thué, chi tiéu
chinh pha, chu ky kinh té€); cac van dé méi trwong va dao dirc kinh doanh, trach nhiém x3 hdi doanh
nghiép (CSR); luat bao vé nguoi tiéu dung va ngudi lao dong; toan cau hod, cong ty da quéc gia va cac
rao can thuong mai.

6.1 Economic influences on business

No business operates in isolation from the wider economy — changes in economic conditions directly
affect costs, demand and decision-making.

B Interest rates

The interest rate is the cost of borrowing money (and the reward for saving it). A rise in inter-
est rates: increases loan and mortgage repayments for both consumers and businesses; makes
consumers more likely to save rather than spend (reducing consumer demand for firms’ prod-
ucts); makes business investment (via borrowed capital) more expensive, discouraging expan-
sion; and raises costs for firms already carrying variable-rate debt. Savers benefit from higher
returns on deposits. A fall in interest rates has the opposite effects — cheaper borrowing tends
to stimulate both consumer spending and business investment.

Inflation is a sustained rise in the general price level over time, typically caused by excess
demand relative to supply (demand-pull inflation) or by rising production costs such as wages
or raw materials being passed on to customers (cost-push inflation). High or unpredictable
inflation creates planning uncertainty for businesses, raises input costs, triggers wage demands
from employees seeking to protect their real income, and can make a country’s exports less
price-competitive internationally if domestic inflation outpaces that of trading partners.

Exchange rates

The exchange rate is the price of one currency in terms of another. An appreciation (the
currency strengthens/rises in value) makes a country’s exports more expensive to foreign buyers
(harder to sell abroad) but makes imports cheaper to buy (benefiting firms that import raw
materials). A depreciation (the currency weakens/falls in value) makes exports cheaper abroad
(easier to sell) but makes imports more expensive (raising costs for firms reliant on imported
inputs).
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Effect on exports Effect on imports
Currency appreciates (strengthens) More expensive abroad — Cheaper to buy — raw material-
harder to sell s/imported goods cost less
Currency depreciates (weakens) Cheaper abroad — easier to sell More expensive to buy — im-

ported raw materials cost more

Quantifying an interest rate shock

A manufacturing firm has $3,000,000 of variable-rate bank loans. The central bank raises
interest rates by 2 percentage points.

Extra annual interest cost = 3,000,000 x 0.02 = $60,000.

This directly reduces annual profit by $60,000, and the same rate rise makes borrowing more
expensive for the firm’s own customers, likely reducing their spending and therefore the firm's
sales revenue — a "double squeeze” of rising costs and falling demand at the same time.

Exchange rate impact on an exporter

A furniture exporter sells a chair priced at $200 to an overseas customer paying in their own
currency. If the exporter's home currency appreciates by 10% against the customer's currency,
the overseas customer must now pay roughly 10% more of their own currency for the same
$200 chair, making it less price-competitive against local or other foreign alternatives — even
though the exporter’s own selling price in its home currency ($200) has not changed at all.

GIAI THICH TIENG VIET
Lai suat tang — vay dat hon, chi tiéu tiéu dung va dau tu doanh nghiép giam; 13i suat gidm thi
nguoc lai. Lam phat (do cdu vuot cung — demand-pull, hodc do chi phi tdng — cost-push) lam
tang chi phi, kho 13p ké hoach, cé thé khién hang xuat khiu kém canh tranh hon. Noi té ting
gia (appreciation) — xuat khau khoé ban hon (dat hon véi ngudi mua nudce ngoai), nhap khau ré
hon; noi té gidm gia (depreciation) thi nguoc lai — xuat khau dé ban hon, nhap khau dat hon.

6.1.1 Government fiscal policy and the business cycle

Taxation: direct taxes are levied on income/profit (e.g. corporation tax on business profit, in-
come tax on wages) — a rise directly reduces disposable income/after-tax profit. Indirect taxes
are levied on spending (e.g. sales tax/VAT) — a rise raises the price customers pay, which can
reduce demand, especially for products with many substitutes.

Government spending on infrastructure, education and healthcare can lower business costs
(better roads, a more skilled workforce) and raise overall demand in the economy.

The business cycle — the economy moves through phases of boom (strong growth, low unem-
ployment, rising demand and often rising inflation), recession (falling output over a sustained
period, rising unemployment, falling demand), recovery (output starts growing again after a
downturn) and slump (a deep, prolonged recession). Businesses selling luxury/non-essential
goods are typically hit hardest in a recession, while sellers of essential goods (basic food, bud-
get retailers) are more resilient.
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GIAI THICH TIENG VIET

hué' truc thu (direct tax): danh vao thu nhap/Igi nhuan (thué thu nhap doanh nghiép). Thué
gian thu (indirect tax): danh vao chi tiéu (thué gia tri gia tang/VAT) — tang thué gian thu lam
gia ban tang, c6 thé giam cau. Chu ky kinh té: ting trudng (boom) — suy thoai (recession) —
phuc hoi (recovery) — khiing hoang sau (slump). Doanh nghiép ban hang xa xi chiu anh hudng
ndng né nhat trong suy thoai; doanh nghiép ban hang thiét yéu 6n dinh hon.

6.1.2 Fiscal and monetary policy

Governments use two broad sets of tools to manage the overall level of economic activity, both of
which directly affect businesses.

Monetary policy — controlling interest rates and the money supply, usually set by a country’s
central bank, to influence borrowing, spending and inflation (as explored above).

Fiscal policy — the government’s own use of taxation and government spending to influence
the economy. Expansionary fiscal policy (cutting taxes and/or raising government spending)
aims to boost demand during a slowdown/recession, benefiting businesses through higher con-
sumer spending and possibly lower tax bills, but can increase government borrowing/debt.
Contractionary (deflationary) fiscal policy (raising taxes and/or cutting government spending)
aims to cool an overheating economy or reduce inflation/government debt, but can reduce
consumer demand and business revenue in the short term.

Fiscal policy affecting a business

During a recession, a government cuts income tax rates and increases spending on public in-
frastructure projects (expansionary fiscal policy). A construction firm benefits directly from
new government contracts (infrastructure spending), while a retailer benefits indirectly as con-
sumers, now paying less income tax, have more disposable income to spend in shops. Con-
versely, if the government later raises income tax and corporation tax to reduce a large budget
deficit (contractionary fiscal policy), both firms would likely see reduced demand/higher direct
tax costs.

- GIAI THICH TIENG VIET
Chinh sach tién té (monetary policy): kiém soat 13i suat va cung tién, thudng do ngan hang
trung uong thuc hién. Chinh sach tai khoa (fiscal policy): chinh pha dung thué va chi tiéu céng
dé diéu tiét nén kinh t€. Chinh sach tai khod mé réng (giam thué, ting chi tiéu) kich thich nhu
cau trong suy thoai; chinh sach tai khoa that chat (ting thué, giam chi tiéu) 1am ha nhiét nén
kinh té hoac gidm ng cong.

6.2 Environmental and ethical influences

Business activity can cause negative externalities such as pollution, waste and resource depletion,
imposing costs on third parties and future generations that are not reflected in a firm's own private
costs. Sustainable development means meeting today’s needs without compromising the ability of
future generations to meet their own needs; governments increasingly enforce sustainable practice
through environmental legislation (emissions limits, recycling requirements, bans on certain materi-
als).
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Corporate Social Responsibility (CSR)

CSR is a business voluntarily acting responsibly toward its stakeholders and the environment,
going beyond the legal minimum required — for example, ethical sourcing of raw materials,
paying fair wages above the legal minimum, reducing carbon emissions, and community in-
vestment. CSR can raise short-term costs (higher wages, more expensive ethically-sourced
materials), but can build long-term brand reputation, customer loyalty and investor confidence,
and may help attract and retain employees who value working for a responsible employer.

Businesses regularly face a genuine trade-off between maximising short-term profit and acting
ethically — for example, choosing a cheaper but less sustainably-sourced raw material would boost
short-term profit margin, but risks reputational damage (and potentially lost sales) if customers dis-
cover the practice, alongside possible long-term environmental or regulatory costs.

GIAI THICH TIENG VIET

SR (trach nhiém xa hoéi ciia doanh nghiép) 1a hanh dong cé dao dirc, cé trach nhiém vai xa hoi
va méi truding VU QT trén yéu cau phap luat tai thiéu — c6 thé tén chi phi ngan han (luong cao
hon, nguyén liéu dat hon) nhung xay dung uy tin thuwong hiéu va Idng trung thanh cda khach
hang vé lau dai. Doanh nghiép thudng phai danh déi gitra lgi nhuan ngan han va dao dirc kinh
doanh.

6.2.1 Consumer and employee protection legislation

Governments pass laws to protect stakeholders from being exploited by businesses: consumer pro-
tection legislation requires goods to be of satisfactory quality, accurately described, and safe to
use, and gives consumers rights to refunds/repairs for faulty goods; employment legislation sets a
minimum wage, maximum working hours, health and safety standards, and protection against unfair
dismissal and discrimination. While such legislation raises compliance costs for businesses (e.g. a
higher minimum wage raises the wage bill), it also protects a firm’s own reputation by setting a "level
playing field” that prevents unscrupulous competitors from undercutting prices through exploitative
practices.

GIAI THICH TIENG VIET
uat bao vé ngudi tiéu dung yéu cau hang hoa phai dat chat luong, mo ta chinh xac, an toan
khi str dung. Luat lao ddng quy dinh luong ti thi€u, gid 1am viéc tai da, tiéu chuin an toan lao
dong. Cac luat nay lam tang chi phi tuan tha cho doanh nghiép nhung ciing tao ra mét "san
choi cdng bang”, ngan déi tha canh tranh khéng lanh manh ha gia bang cach béc 16t lao dong.

6.3 Globalisation and multinational companies

Globalisation is the growing interconnectedness of the world's economies through international
trade, investment, technology transfer and migration, driven by cheaper transport and communi-
cation costs and the reduction of trade barriers between countries. Globalisation gives businesses
access to larger markets and cheaper/more varied inputs, but also exposes them to greater interna-
tional competition.
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A multinational company (MNC) operates production or sales facilities in more than one coun-
try, often to access lower costs (labour, land, raw materials), reach new overseas markets, avoid
trade barriers by producing inside a target market, or take advantage of favourable government
incentives abroad.

Advantages of MNCs to a host country: new jobs and reduced unemployment; inward invest-
ment; transfer of technology, skills and management expertise to the local workforce; extra
tax revenue for the host government.

Disadvantages of MNCs to a host country: profits are often repatriated (sent back to the
MNC'’s home country) rather than reinvested locally; risk of exploiting cheaper local labour
with poor working conditions; potential environmental damage if local regulation is weaker
than in the MNC's home country; and the risk of "crowding out” smaller local firms that cannot
compete with an MNC's scale and resources.

Evaluating an MNC location decision

A large multinational car manufacturer is deciding whether to build its next factory in a de-
veloping country with low labour costs. Advantage to the host country: the factory creates
thousands of local jobs and brings investment plus new technology/skills training that can
spread through the local economy over time. Disadvantage to the host country: the MNC
may pay wages that are low relative to its home country (even if legal locally), may repatriate
most profits back to its home country rather than reinvesting them locally, and the new factory

could increase local pollution if environmental regulation is weaker than in the MNC's home
country.

- GIAI THICH TIENG VIET
Toan cau hoa (globalisation): su két ndi ngay cang chat ché gilra cac nén kinh té thong qua
thuwong mai, dau tu, cong nghé. Céng ty da quéc gia (MNC) hoat dong & nhiéu qudc gia dé
ti€p can chi phi thap hon, thi trudng méi, hoac tranh rao can thuong mai. Loi ich cho nuwdce s&
tai: viéc lam, dau tu, chuyén giao céng nghé, thué. Bat lgi: loi nhudn thudng duoc chuyén vé
nuwéc me (repatriated) thay vi tai dau tu tai chd, cé nguy co boc 16t lao dong gia ré va gay 6
nhiém méi trudng.

6.3.1 Trade blocs and international organisations

A trade bloc is a group of countries that agree to reduce or eliminate trade barriers between
themselves, often while maintaining common external tariffs against non-member countries
(e.g. regional economic unions across Europe, Southeast Asia, and North America). Member-
ship gives businesses within the bloc easier, often tariff-free, access to a much larger combined
market, encouraging trade and investment between members — but non-member firms can
find themselves at a competitive disadvantage when trying to sell into that bloc.

The World Trade Organization (WTO) is a global body that negotiates and enforces rules on
international trade between its member countries, aiming to reduce trade barriers worldwide
and to settle trade disputes between nations.

Business impact of joining a trade bloc

A mid-sized furniture exporter currently faces a 12% tariff when selling into a group of neigh-
bouring countries. If its home country joins a new trade bloc with those countries, eliminating
the tariff, a chair previously sold at $220 (including the tariff-inflated price) could now be sold
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at a lower, more competitive price of around $196 (removing the 12% tariff mark-up), or the
same $220 price with a substantially higher profit margin per unit — either strategy is likely to
make the firm significantly more competitive in that regional market than before.

GIAI THICH TIENG VIET
mt‘zh()’i thuwong mai (trade bloc): nhém quéc gia thod thuan gidm/xoa bo rao can thuong mai
gilra cac thanh vién, déng thai ap thué quan chung véi cac nudc ngoai khoi — giip doanh
nghiép trong khdi ti€p can thi trudng rong 16n hon dé dang hon. T6 chirc Thuwong mai Thé
gidi (WTO): t6 chirc toan cau dam phan va thuc thi quy tic thwong mai quéc té, giai quyét
tranh chap thuong mai gitra cac quoc gia.

6.3.2 Trade barriers and free trade

A tariff is a tax imposed on imported goods, raising their price in the domestic market to protect
local producers from cheaper foreign competition. A quota is a physical limit on the quantity
of a good that may be imported, regardless of price. Governments use protectionism (tariffs,
quotas, and other trade restrictions) to shield domestic jobs and infant industries from foreign
competition, while free trade (removing such barriers) tends to lower prices, widen consumer
choice, and improve overall economic efficiency through countries specialising in what they
produce comparatively best.

Tariff vs. quota — calculating the effect

A government imposes a 20% tariff on imported steel that previously cost $500 per tonne.
The new price to domestic buyers becomes 500 x 1.20 = $600 per tonne — a tax-driven price
rise that makes domestic steel producers (still selling near $500) relatively more competitive.
By contrast, a quota limiting imports to 100,000 tonnes per year does not directly change the
price of each unit imported, but restricts the total quantity available, which can still push the
domestic market price up if demand exceeds the restricted supply.

GIAI THICH TIENG VIET

Thu€ quan (tariff) 13 mét loai THUE danh vao hang nhap kh3u, 1am ting gia ban dé bao vé
nha san xuat trong nudc. Han ngach (quota) I3 giGi han vé SO LUONG hang duac phép nhap
khau, khéng phu thudc vao giad. Chinh phu dung bao hé mau dich (protectionism) dé bao vé
viéc lam/nganh cong nghiép trong nudc, trong khi thwong mai tu do (free trade) thuong giap
gidm gia, m& rong lua chon cho ngudi tiéu dung va tang hiéu qua kinh té nhd chuyén mén hoa.

(1) L6i thwong gap: A tariff is a tax (it raises the price per unit but does not directly limit
quantity); a quota is a quantity limit (it restricts how much can be imported, regardless of price).
Confusing these two — a very common exam error — will cost marks even if the general point
about "protecting domestic industry” is correct.

6.4 Government subsidies and industrial policy

A subsidy is a payment made by the government to a business (or industry) to lower its costs of
production, encouraging it to produce more, keep prices lower for consumers, remain internation-
ally competitive, or continue operating in a strategically important industry that might otherwise
struggle (e.g. domestic agriculture, renewable energy). Subsidies can help protect domestic jobs
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and industries seen as important for national interest (e.g. food security, energy security), but they
are costly to the government (funded by taxpayers), can encourage inefficiency if firms become re-
liant on continued support rather than improving competitiveness, and may be challenged by trading
partners as an unfair barrier to free trade.

Effect of a subsidy on cost and price

A domestic wheat farmer’s production cost is $220 per tonne, above the $190 per tonne
price of imported wheat, making the farmer uncompetitive without support. The government
introduces a subsidy of $40 per tonne, effectively lowering the farmer’s break-even cost to
220 — 40 = $180 per tonne — now below the $190 import price, allowing the domestic farmer
to compete and continue operating (protecting domestic food production capacity), at a di-
rect cost to the government (and ultimately taxpayers) equal to the subsidy paid per tonne
produced.

- GIAI THICH TIENG VIET
Tro cap (subsidy) |a khoan chinh phu chi tra cho doanh nghiép/nganh dé gidm chi phi san xuat,
khuyén khich san xuat nhiéu hon, gilr gia thap cho nguoi tiéu dung, hodc bao vé nganh chién
lwoc quan trong. Tro cap gilp bdo vé viéc lam/nganh trong nuwdc nhung ton kém ngan sach
nha nuéc va cé thé khién doanh nghiép y lai, giam déng luc cai thién hiéu qua.

6.5 Practice and consolidation

Bai tap luyén tap

Case study. Facing a recession, a government cuts corporation tax and significantly increases
spending on new public hospitals and schools. Identify whether this is expansionary or con-
tractionary fiscal policy, and explain one way a private construction company could directly
benefit.

Loi giai chi tiet

This is expansionary fiscal policy (tax cuts combined with higher government spending), in-
tended to boost demand during a recession. Benefit to a construction company: it may win
lucrative new contracts to build the public hospitals and schools directly funded by the in-
creased government spending, providing a reliable source of revenue precisely when private-
sector demand (e.g. for new private housing) may otherwise be weak during the recession.

Bai tap luyén tap

Which of the following describes contractionary (deflationary) fiscal policy?

(A) Cutting interest rates government debt

(B) Raising taxes and/or cutting government (C) Increasing the money supply

spending to cool the economy or reduce (D) Removing all tariffs and quotas

Lai giai chi tiét

Raising taxes and/or cutting government spending, to reduce demand/inflation or government
debt, is contractionary fiscal policy. (B).
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Bai tap luyén tap

A country’s currency appreciates sharply against its main trading partners’ currencies. What
is the most likely effect on the country’s exporters?

(A) Their goods become cheaper abroad and (C) Import costs rise, squeezing their profit
easier to sell margins

(B) Their goods become more expensive
abroad and harder to sell (D) There is no effect on exporters

Lai giai chi tiét

Appreciation makes goods priced in the (now stronger) domestic currency more expensive to
foreign buyers, making exports harder to sell. (B).

Bai tap luyén tap

Case study. A manufacturing firm has $3,000,000 of variable-rate bank loans. The central
bank unexpectedly raises interest rates by 2 percentage points. Explain two likely effects on
this firm.

Loi giai chi tiet

(1) Higher interest costs — the firm’s loan repayments rise immediately (2 percentage points
on $3,000,000 is an extra $60,000 per year), reducing profit. (2) Lower consumer demand
— customers also face higher borrowing costs and cut back spending, which can reduce the
firm’s sales revenue at the same time as its costs rise.

Bai tap luyén tap

A clothing company pays all its overseas factory workers well above the local legal minimum
wage and funds a local school, even though this is not required by any law and reduces short-
term profit. This is best described as:

(A) Tax avoidance (C) Corporate social responsibility (CSR)
(B) A tariff (D) Protectionism

Lai giai chi tiét

Acting ethically beyond the legal minimum, at a cost to short-term profit, is the definition of
CSR. (C).

Bai tap luyén tap

A government imposes a strict limit on the number of imported steel tonnes allowed into the
country each year, regardless of price. This trade barrier is a:

(A) Tariff (C) Subsidy
(B) Quota (D) Exchange control
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Loi giai chi tiét

A limit on the quantity of a good that may be imported is a quota (a tariff would instead be a
tax that raises the price). (B).

Bai tap luyén tap

Case study. A large multinational car manufacturer is deciding whether to build its next factory
in a developing country with low labour costs. Discuss one advantage and one disadvantage
of this decision for the host (developing) country.

Loi gidi chi tiét

Advantage: the factory creates thousands of local jobs and brings investment plus new tech-
nology/skills training that can spread through the local economy. Disadvantage: the MNC
may pay low wages relative to its home country, may repatriate most profits back to its home

country rather than reinvesting locally, and the new factory could increase local pollution if
environmental regulation is weaker than in the MNC’s home country.

Bai tap luyén tap

Which of the following best illustrates cost-push inflation?

(A) Strong consumer demand for a new prices
smartphone causes queues and short-

ages (C) A government cuts income tax, boosting

.. . o consumer spending
(B) A rise in the global price of oil raises

transport and production costs acrossthe (D) A country’s currency appreciates, making
economy, which firms pass on as higher imports cheaper

Lai giai chi tiét

Inflation driven by rising production costs (e.g. oil prices) being passed on to consumers is
cost-push inflation. (B). (Option A instead describes demand-pull inflation.)

Bai tap luyén tap

Case study. A government raises the indirect sales tax (VAT) on all retail goods from 10% to
15%. Explain two likely effects on a mid-sized retail business.

Loi giai chi tiet

(1) Higher prices to customers — if the retailer passes the tax rise on in full, its selling prices rise,
which is likely to reduce the quantity demanded, especially for goods with close substitutes or
for which demand is price-sensitive. (2) Reduced profit margin (if absorbed) — alternatively,
the retailer may choose to absorb some or all of the tax rise itself (keeping prices unchanged
to protect sales volume), which directly reduces its own profit margin per unit sold. In practice,
many retailers pass on part of the tax rise and absorb the rest, balancing the trade-off between
protecting sales volume and protecting profit margin.
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Bai tap luyén tap

A country’s economy is currently experiencing falling output for the second consecutive quar-
ter, rising unemployment, and falling consumer spending. Which phase of the business cycle
is this?

(A) Boom (C) Recovery

(B) Recession (D) Hyperinflation

Lai giai chi tiét

Sustained falling output alongside rising unemployment and falling spending describes a re-
cession. (B).

Bai tap luyén tap

Case study. A luxury car manufacturer and a discount grocery chain are both facing a national
recession. Explain why the luxury car manufacturer is likely to be affected more severely than
the discount grocery chain.

Loi giai chi tiét

During a recession, consumer incomes fall or become less certain, and spending typically shifts
away from expensive, non-essential (luxury/discretionary) purchases like new cars — which
can often be postponed — toward essential, lower-cost goods. The discount grocery chain sells
largely essential items (food) that customers must continue buying regardless of the economic
climate, and its lower prices may even attract more price-sensitive customers switching away
from pricier alternatives during a downturn. The luxury car manufacturer, by contrast, sells
expensive discretionary items that are among the first purchases households delay or cancel
when incomes are squeezed.

Bai tap luyén tap

A firm imports raw materials priced in a foreign currency. If the firm’s home currency depre-
ciates by 15% against that foreign currency, what is the most likely effect on the firm?

(A) Its imported raw materials become 15% (C) There is no effect since raw materials are
cheaper not traded internationally

(B) Its imported raw materials become more
expensive, raising its costs (D) Its exports become harder to sell

Loi giai chi tiét

A depreciating home currency means more of it is needed to buy the same amount of foreign
currency, making imported inputs more expensive for the firm. (B).

Bai tap luyén tap

Case study. A government removes all tariffs and quotas on imported clothing as part of a
new free trade agreement. Evaluate the likely impact on (a) domestic clothing manufacturers
and (b) domestic consumers.
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Loi giai chi tiét

(a) Domestic clothing manufacturers are likely to face increased competition from now-
cheaper foreign imports (no longer inflated by tariffs, and no longer restricted by quotas),
which could reduce their sales, market share and profit, potentially forcing some to become
more efficient, differentiate their products, or exit the market entirely. (b) Domestic con-
sumers are likely to benefit from lower prices (no tariff mark-up) and a wider range of choice
(no quota restricting available imported quantity/variety), improving their real purchasing
power. Evaluation: the overall national effect depends on weighing the loss of domestic man-
ufacturing jobs/output against the wider gain in consumer welfare — a classic trade-off central
to the free trade versus protectionism debate.

Bai tap luyén tap

Which of the following is most clearly an example of a business responding to consumer pro-
tection legislation, rather than acting purely out of self-interest?

(A) Launching a new premium product line to with a clear returns policy for faulty
increase profit margin goods
(C) Cutting advertising spend to reduce costs

(B) Ensuring all products sold are of satis-
factory quality and accurately described, (D) Opening a new store in a growing suburb

Loi giai chi tiét

Ensuring product quality, accurate description and a returns policy for faulty goods reflects
compliance with consumer protection legislation. (B).

Bai tap luyén tap

Case study. A food-processing company is deciding whether to source a key ingredient from
(a) a cheaper supplier known to use environmentally damaging farming practices, or (b) a more
expensive supplier certified as sustainable and fair-trade. Discuss the business case for and
against choosing option (b).

Loi giai chi tiét

Case for choosing (b), the sustainable supplier: it directly supports the company’s CSR creden-
tials, which can strengthen brand reputation, build customer loyalty (especially among increas-
ingly ethically-conscious consumers), and reduce reputational/regulatory risk if the cheaper
supplier’s practices were later exposed publicly, causing a boycott or bad publicity that could
far outweigh the extra ingredient cost. Case against (i.e. for the cheaper supplier (a)): the
higher ingredient cost directly reduces short-term profit margin, which may put the firm at
a price disadvantage against competitors willing to use the cheaper, less sustainable option,
particularly in a highly price-competitive market. Judgement: the "right” choice depends on
the firm’s target market (premium/ethically-conscious customers may actively reward option
(b) with premium prices) and its time horizon — option (b) sacrifices some short-term profit for
a stronger long-term brand and lower long-term risk.
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Bai tap luyén tap

A central bank cuts its main interest rate from 5% to 3%. Which of the following is the most
likely combined effect on businesses and consumers?

(A) Borrowing becomes more expensive, re- (C) Only businesses are affected; consumers
ducing both business investment and are entirely unaffected by interest rate
consumer spending changes

(B) Borrowing becomes cheaper, encourag-
ing both business investment and con- (D) Exchange rates and inflation are com-
sumer spending pletely unrelated to interest rates

Lai giai chi tiét

A cut in interest rates lowers the cost of borrowing for both firms and households, typically
encouraging higher business investment and higher consumer spending. (B).

Bai tap luyén tap

Case study. A national government announces a large increase in spending on new motorways,
ports and high-speed rail over the next five years. Explain two ways this could benefit private
businesses in that country.

Loi giai chi tiet

(1) Lower transport/logistics costs — improved roads, ports and rail links can reduce the time
and cost of moving raw materials and finished goods, directly lowering firms’ operating costs
and potentially opening up new, previously inaccessible markets or suppliers. (2) Higher over-
all demand in the economy — the government spending itself creates jobs and incomes for
those directly employed on the infrastructure projects (and their suppliers), who then spend
that income in the wider economy, boosting demand for businesses more broadly (a "multi-
plier” effect) even beyond the construction sector itself.

Bai tap luyén tap

A group of neighbouring countries agrees to eliminate all tariffs between themselves while
maintaining a common external tariff on goods from non-member countries. This arrangement
is best described as a:

(A) A single multinational company (C) A quota
(B) A trade bloc (D) A subsidy

Loi giai chi tiét

A group of countries removing internal trade barriers while maintaining shared external tariffs
describes a trade bloc. (B).

Bai tap luyén tap

Case study. A domestic steel producer’s cost of production is $610 per tonne, compared with
an import price of $540 per tonne, making it uncompetitive. The government introduces a
subsidy of $90 per tonne. (a) Calculate the domestic producer’s effective cost per tonne after
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the subsidy. (b) Explain whether the domestic producer can now compete with imports on
cost grounds.

,
(a) Effective cost after subsidy = 610 — 90 = $520 per tonne.
(b) Since $520 is now below the $540 import price, the domestic producer can compete on
cost grounds — the subsidy has closed the competitiveness gap, though this support comes
at a direct cost to the government (and ultimately taxpayers) rather than reflecting a genuine
underlying efficiency improvement by the domestic producer.

Bai tap luyén tap

Which of the following is most likely to be a criticism of government subsidies to a domestic
industry?

(A) They always immediately eliminate all in- less of performance

ternational trade (C) They can only ever be used in the agricul-

(B) They are costly to taxpayers and can tural sector

reduce firms’ incentive to improve effi- (D) They automatically raise the exchange
ciency, since support continues regard- rate

Loi giai chi tiét

Subsidies are funded by taxpayers and can reduce firms’ urgency to cut costs or innovate, since
financial support continues regardless of how efficiently they operate. (B).

Bai tap luyén tap

Case study. A clothing manufacturer currently exports to a group of neighbouring countries
and pays a 15% tariff on each shipment. Its home country then joins a new regional trade bloc
with those countries, eliminating the tariff entirely. Explain two likely effects on the manufac-
turer.

Loi giai chi tiét

(1) Improved price competitiveness — without the 15% tariff mark-up, the manufacturer can
either lower its price to customers in that region (becoming more competitive against local
producers) or keep its price unchanged and earn a significantly higher profit margin per unit on
every export sale. (2) Increased export volume potential — the now more competitive pricing
is likely to allow the manufacturer to win a larger share of that regional market, potentially
justifying increased production capacity and even new investment aimed specifically at serving
the bloc’s combined, now more accessible, market.
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6.5.1 Extended case study: Solvane Appliances

Bai tap luyén tap

Extended case study. Solvane Appliances, based in a country whose currency has depreciated
by 12% against major trading currencies over the past year, manufactures kitchen appliances
for both the domestic market and export. Its central bank has just raised interest rates from
4% to 7% to combat rising inflation (currently 9%, driven largely by rising imported component
costs). Solvane has $2,400,000 of variable-rate loans. The government has also just intro-
duced a 20% tariff on a key imported component Solvane uses in every appliance, previously
costing $45 per unit, while simultaneously offering a subsidy of $8 per unit to domestic com-
ponent manufacturers to encourage firms like Solvane to switch to local suppliers. Solvane is
deciding whether to continue importing the component or switch to a domestic supplier.

(a) Calculate the extra annual interest cost Solvane faces from the interest rate rise.

(b) Explain one likely effect of the currency depreciation on Solvane’s export sales, and one
likely effect of the 9% inflation rate on its domestic costs.

(c) Calculate the new price of the imported component after the 20% tariff.

(d) If the equivalent domestic component (before any subsidy) costs $50 per unit, calculate
its effective cost to Solvane after the government’s $8 per-unit subsidy, and advise Solvane
whether to switch suppliers on cost grounds.

(e) Evaluate the overall combined impact of these economic and government policy changes
on Solvane, considering at least two separate factors.

Loi giai chi tiét
(a) Extra interest cost = 2,400,000 x (0.07 — 0.04) = 2,400,000 x 0.03 = $72,000 per year.

(b) Currency depreciation: a weaker domestic currency makes Solvane’s exports cheaper to
foreign buyers, likely increasing export sales/competitiveness abroad. Inflation: rising im-
ported component costs (cost-push inflation) are likely to raise Solvane’s domestic production
costs, squeezing profit margins unless these costs are passed on to customers through higher
prices.

(c) New price after tariff = 45 x 1.20 = $54 per unit.

(d) Effective cost of the domestic component after subsidy = 50—8 = $42 per unit. Comparing
$42 (domestic, after subsidy) with $54 (imported, after tariff): the domestic option is now $12
per unit cheaper, so on cost grounds alone, Solvane should switch to the domestic supplier.

(e) Solvane faces a genuinely mixed picture. Negative factors: the interest rate rise directly
costs an extra $72,000/year, and general inflation (partly from imported costs) raises costs
across the business. Positive/mitigating factors: the currency depreciation supports export
sales by making them more price-competitive abroad, and the new tariff-plus-subsidy combi-
nation (though initially appearing to raise costs via the tariff) actually creates a clear incentive
and opportunity to switch to a cheaper domestic supplier ($42 vs $54), which would more than
offset the tariff’s direct effect once Solvane switches. Overall, provided Solvane acts on the
domestic-supplier opportunity, the currency and trade-policy changes are broadly favourable,
while the interest rate rise remains a straightforward added cost that must be managed (e.g.
by considering whether to fix its loan interest rate rather than remain fully exposed to variable
rates).
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Bai tap luyén tap

A country experiences a sudden fall in the international price of one of its main export com-
modities. Which of the following business effects is most likely for firms in that country pro-
ducing and exporting this commodity?

(A) Their export revenue is unaffected by (C) Their domestic currency automatically
world commodity prices appreciates as a direct result

(B) Their export revenue is likely to fall,
squeezing profit margins unless costs are (D) They are legally required to raise their
also reduced prices

Loi giai chi tiet

A fall in the world price of a key export commodity directly reduces the revenue earned per
unit exported by domestic producers, squeezing profit margins unless they can offset this with
lower costs. (B).

Bai tap luyén tap

Case study. A national government announces it will phase in a new carbon tax on manufac-
turing firms, charging $15 per tonne of CO, emitted. A cement manufacturer currently emits
40,000 tonnes of CO,, per year. (a) Calculate the manufacturer’s annual carbon tax bill once
the policy is fully implemented. (b) Suggest one way the firm could reduce this cost over time.

(a) Annual carbon tax bill = 40,000 x 15 = $600,000.

(b) The firm could invest in cleaner production technology or more energy-efficient processes
to reduce its CO, emissions per tonne of cement produced, directly lowering its total taxable
emissions and therefore its annual tax bill over time — illustrating how environmental taxes
are designed to create a direct financial incentive for firms to reduce pollution, beyond simply
raising government revenue.

Bai tap luyén tap

Which of the following best describes the relationship between free trade and protectionism?

(A) They are two names for exactly the same competition
policy (C) Free trade only applies to services, while
protectionism only applies to physical

(B) Free trade removes barriers to trade
between countries, while protectionism
uses barriers such as tariffs and quotasto (D) Protectionism always benefits con-
shield domestic industries from foreign sumers more than free trade does

Lai giai chi tiét

Free trade reduces/removes barriers to encourage international trade, while protectionism de-
liberately uses barriers (tariffs, quotas) to shield domestic producers from foreign competition.

(B).

goods
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Bai tap luyén tap

Case study. A national government raises the legal minimum wage by 18%. A labour-
intensive clothing manufacturer employing 400 minimum-wage workers, each currently earn-
ing $16,000 per year, must now comply. (a) Calculate each worker’s new annual wage and the
firm’s total additional annual wage cost across all 400 workers. (b) Suggest one way the firm
might respond to manage this increased cost.

(a) New annual wage per worker = 16,000 x 1.18 = $18,880; extra cost per worker = 18,880 —
16,000 = $2,880. Total additional annual cost across 400 workers = 2,880 x 400 = $1,152,000.
(b) The firm could respond by raising prices to pass some of the cost on to customers, investing
in automation to reduce its reliance on minimum-wage labour over time, improving productivi-
ty/efficiency elsewhere to offset the higher wage bill, or absorbing some of the cost as a lower
profit margin in the short term rather than risking losing customers to competitors through a
price rise.

Bai tap luyén tap

Which of the following is most likely to happen to a country’s aggregate demand during a
recession (a sustained fall in economic output)?

(A) Aggregate demand typically rises sharply (C) Aggregate demand is completely unaf-

(B) Aggregate demand typically falls, as un- fected by the business cycle

employment rises and consumer/busi- (D) Aggregate demand only affects the pri-
ness confidence weakens mary sector

Loi giai chi tiét

During a recession, rising unemployment and weaker consumer/business confidence typically
reduce overall spending in the economy — aggregate demand falls. (B).

Bai tap luyén tap

Case study. A national government wants to reduce plastic packaging waste from the retail
sector. It is considering two policy options: (i) a mandatory ban on single-use plastic bags, or
(i) a small tax of $0.10 per plastic bag, with retailers free to keep using them if customers are
willing to pay. Compare these two approaches from a business’s perspective.

Loi giai chi tiét

Option (i), an outright ban: gives retailers no choice at all — they must switch entirely to al-
ternatives (paper bags, reusable bags) immediately, which guarantees the environmental ob-
jective is met but removes any flexibility and may impose a sudden cost-adjustment burden
on retailers who have not yet sourced viable alternatives. Option (ii), a small tax: is more
flexible for businesses — retailers can continue offering plastic bags to customers who are
willing to pay the extra $0.10, while still creating a genuine financial incentive for customers
to reduce usage (bringing their own bags) without forcing an abrupt operational change on re-
tailers. Business perspective: option (ii) is generally less disruptive and costly for businesses
to comply with in the short term, though it may achieve a smaller overall reduction in plastic
use than a complete ban, since some customers/retailers may simply continue to accept the
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small extra cost.

Bai tap luyén tap

A firm’s home currency depreciates at the same time as the central bank raises interest rates to
defend the currency’s value. Which combined effect on the firm is most likely if it is primarily
an importer of raw materials (rather than an exporter)?

(A) Both changes benefit the firm equally for an import-dependent firm

(C) Neither change has any effect on an im-

(B) The currency depreciation raises import
porter

costs, and the interest rate rise raises bor-
rowing costs — a double negative effect (D) The firm’s gearing ratio automatically falls

Lai giai chi tiét

For a firm that imports raw materials, currency depreciation makes those imports more expen-
sive (raising costs), and a simultaneous interest rate rise also raises the cost of any borrowing
— both effects act as cost increases for an import-dependent business at the same time. (B).

Bai tap luyén tap

Case study. A group of neighbouring countries forms a new trade bloc, agreeing to eliminate
tariffs between members but to maintain a common 25% tariff on goods imported from out-
side the bloc. A domestic manufacturer within the bloc currently faces competition from an
external (non-member) rival whose product, before any tariff, would cost $80; the domestic
manufacturer’s equivalent product costs $95. (a) Calculate the non-member rival’s price af-
ter the new 25% common external tariff is applied. (b) Comment on whether the domestic
manufacturer is now more competitive as a direct result of the trade bloc’s formation.

,

(a) Rival’s price after tariff = 80 x 1.25 = $100.

(b) Before the trade bloc, the non-member rival’s untaxed price ($80) was cheaper than the
domestic manufacturer’'s $95 product. After the bloc’s common external tariff is applied, the
rival’s effective price rises to $100 — now more expensive than the domestic manufacturer’s
$95 product. The domestic manufacturer has therefore become more price-competitive rela-
tive to this specific non-member rival, purely as a result of the new trade bloc’s external tariff,
without any change to its own costs or pricing.

6.6 Exchange rate movements: a further worked example

Converting revenue at different exchange rates

A firm sells goods to an overseas customer for a fixed price of 500,000 units of the cus-
tomer’s local currency. At an exchange rate of 5.00 local-currency units per $1, this converts to
500,000/5.00 = $100,000 of revenue for the firm. If the customer’s currency then depreciates
(or the firm’s home currency appreciates) to a new rate of 6.25 local-currency units per $1,
the same 500,000 local-currency-unit invoice now converts to only 500,000/6.25 = $80,000
— a fall in revenue of $20,000 (a 20% fall), purely due to the exchange rate movement, even
though the customer paid the agreed local-currency price in full and on time. This illustrates
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why firms trading internationally face genuine exchange rate risk on invoices priced in a for-
eign currency, and why some firms use financial techniques (e.g. forward contracts, agreeing
an exchange rate in advance) to protect themselves against this risk.

- GIAI THICH TIENG VIET
Khi doanh nghiép ban hang ra nuwéc ngoai véi gia cé dinh bang ngoai té, bién dong ty gia hoi
doai co thé lam thay d6i dang ké gia tri doanh thu quy déi vé ndi té — ngay ca khi khach hang
da thanh todn day du, ding han theo ding gia thoa thuan. D3y goi |3 rai ro ty gia hoi doai
(exchange rate risk), va mot s6 doanh nghiép sir dung hop déng ky han (forward contracts) dé
c6 dinh ty gia trudc, nham phong nglra rui ro nay.

Bai tap luyén tap

Case study. An exporter agrees to sell machinery to an overseas buyer for 2,400,000 units
of the buyer’s local currency, to be paid in 90 days. At today’s exchange rate of 8.00 local-
currency units per $1, this would be worth $300,000. Over the next 90 days, the buyer’s
currency unexpectedly strengthens to 6.00 local-currency units per $1. (a) Calculate what the
2,400,000 local-currency-unit payment is now worth in dollars at the new exchange rate. (b)
Explain whether the exporter has gained or lost from this exchange rate movement.

Loi giai chi tiét

(a) New dollar value = 2,400,000/6.00 = $400,000.

(b) The exporter has gained $100,000 (= 400,000 — 300,000) purely from the exchange rate
movement — the buyer’s currency strengthened relative to the exporter’s currency between the
agreement and payment dates, meaning the same fixed foreign-currency payment now con-
verts into more dollars than originally expected. (Had the buyer’s currency instead weakened,
the exporter would have suffered a corresponding loss — illustrating the two-sided nature of
exchange rate risk on foreign-currency contracts.)

6.7 Government economic objectives

Governments generally pursue four broad macroeconomic objectives, all of which shape the busi-
ness environment:

Economic growth — a sustained rise in national output, generally desirable as it tends to in-
crease consumer spending, business investment and government tax revenue. Low unem-
ployment — more people in work supports consumer spending and reduces welfare spending,
benefiting businesses through stronger demand. Low and stable inflation — protects the pur-
chasing power of money and allows businesses to plan costs and prices with greater certainty.
A stable balance of payments/exchange rate — avoids the disruptive swings in import/export
costs and competitiveness explored earlier in this unit. Governments often face trade-offs be-
tween these objectives — for example, policies to boost growth and reduce unemployment
(e.g. cutting interest rates) can risk higher inflation if the economy overheats.

A policy trade-off

Facing high unemployment, a government cuts interest rates and increases public spending to
stimulate growth. Unemployment falls from 9% to 5% over the following two years — a clear
success for that objective — but at the same time, inflation rises from 2% to 7%, well above the
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government’s usual target. This illustrates a classic macroeconomic trade-off: policies effective
at reducing unemployment and boosting growth can risk allowing inflation to rise beyond a
government’s comfort level, often forcing a subsequent policy reversal (e.g. raising interest
rates again) to bring inflation back under control — with knock-on effects for businesses relying
on the earlier low-rate environment.

- GIAI THICH TIENG VIET
Chinh pha thudng theo dudi 4 muc tiéu kinh té€ vi mé: tang truwdng kinh té, ty 1é that nghiép
thap, lam phat thap va én dinh, va can can thanh todn/ty gia én dinh. Cac muc tiéu ndy thudong
danh déi 13n nhau — vi du chinh sach kich thich ting truéng va gidm that nghiép (giam l3i suat)

27N

c6 thé khién lam phat tdng néu nén kinh té "qua néng”.

Bai tap luyén tap

Which of the following best illustrates a trade-off between two government macroeconomic
objectives?

(A) A government simultaneously achieves rise if the economy overheats
lower unemployment, lower inflation,

. (C) Government objectives never conflict
and faster growth with no cost at all

with one another

(B) Policies that stimulate growth and reduce (D) Exchange rate stability has no relation-
unemployment risk causing inflation to ship to any other economic objective

Lai giai chi tiét

A classic macroeconomic trade-off is that stimulating growth/reducing unemployment can risk
higher inflation if demand rises faster than the economy’s capacity to supply it. (B).

Bai tap luyén tap

Case study. A government's key economic objectives this year are (i) reducing unemployment
from 8% to 5%, and (ii) keeping inflation below its 3% target. It is considering a large cut in
interest rates. Explain one way this policy could help achieve objective (i), and one risk it poses
to objective (ii).

Loi giai chi tiét

Help toward objective (i): lower interest rates make borrowing cheaper for both consumers
and businesses, likely boosting consumer spending and business investment; higher demand
for goods and services typically leads firms to hire more staff, helping reduce unemployment
toward the 5% target. Risk to objective (ii): the same increase in consumer/business spend-
ing that helps reduce unemployment can also push demand higher relative to the economy’s
productive capacity, risking demand-pull inflation that could push inflation above the 3% tar-
get — illustrating the classic trade-off between the government’s unemployment and inflation
objectives.

6.8 Emerging markets and outsourcing destinations

Many multinational firms locate production or services in emerging markets — developing economies
experiencing rapid growth and industrialisation — to access lower costs and fast-growing new cus-
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tomer bases.

Advantages of emerging markets for an MNC: significantly lower labour and land costs than in
developed economies; often a large, young, increasingly-skilled workforce; and a fast-growing
domestic consumer market offering long-term sales potential as local incomes rise. Risks: less
developed infrastructure (transport, reliable electricity) can disrupt operations; political and
currency instability may be higher than in developed economies; and legal/regulatory protec-
tion (e.g. of intellectual property, contracts) may be weaker or less predictably enforced.

Weighing the emerging-market trade-off

A clothing manufacturer compares two potential new factory locations: a developed-economy
site with high labour costs ($28/hour) but very reliable infrastructure and strong legal protec-
tion, versus an emerging-market site with much lower labour costs ($4/hour) but occasional
power outages and less predictable contract enforcement. For a simple, low-risk product (e.g.
basic T-shirts), the emerging-market site’s dramatic labour cost saving is likely to dominate the
decision, since occasional disruption can be planned around with modest buffer stock. For a
highly time-sensitive, technologically sensitive product (e.g. a business reliant on protecting
a proprietary manufacturing process), the developed-economy site's stronger legal protection
and infrastructure reliability may be worth the much higher labour cost, since a disruption or
loss of proprietary know-how could be far more costly than the labour savings.

GIAI THICH TIENG VIET
Thi trrd'ng méi ndi (emerging markets): cac nén kinh té€ dang phat trién vai téc do ting truong
nhanh, thu hit MNC nho chi phi lao dong/dat dai thap va thi trudng tiéu dung dang mé rong.
RUi ro: ha tAng kém phat trién, bat 6n chinh tri/tién té, bao vé phap ly (s& hiru tri tué, hop
déng) yéu hon. Quyét dinh dat nha may phu thudc vao ban chat sdn pham — san pham don
gian, rui ro thap phu hop vai thi trudng méi néi; san pham nhay cam vé céng nghé/thdi gian
c6 thé can dia diém & nén kinh té phat trién.

Bai tap luyén tap

Case study. A furniture manufacturer currently pays $22/hour for labour in its home coun-
try. It is considering relocating production to an emerging-market country where equivalent
labour costs only $5/hour, for a factory using 80,000 labour-hours per year. (a) Calculate the
current annual labour cost and the labour cost if relocated. (b) Calculate the annual saving
from relocating, and identify one risk the manufacturer should weigh against this saving.

(a) Current annual labour cost = 22 x 80,000 = $1,760,000. Relocated annual labour cost
=5 x 80,000 = $400,000.

(b) Annual saving = 1,760,000 — 400,000 = $1,360,000. Risk to weigh against this saving: less
reliable infrastructure (e.g. power outages disrupting production schedules) or weaker legal
protection of contracts/intellectual property in the emerging market, either of which could
impose costs or losses that partially offset the very large labour cost saving.

Bai tap luyén tap

Which of the following is most likely to be a genuine risk of locating production in an emerging
market, compared with a developed economy?
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(A) Labour costs are always higher in emerg- weaker or less predictable

ing markets (C) Emerging markets have no potential for

(B) Infrastructure (e.g.  reliable electric- HUELITS o Sl ERmB oty

ity, transport) may be less developed, (D) There is no risk at all associated with
and legal/regulatory protection may be emerging markets

Loi giai chi tiét

Less developed infrastructure and weaker/less predictable legal protection are genuine risks
commonly associated with emerging-market locations, alongside their cost advantages. (B).

6.9 Extended case study: Voltrex Manufacturing

Bai tap luyén tap

Extended case study. Voltrex Manufacturing, based in a developed economy, produces elec-
trical components. Its home currency has appreciated by 15% against its main export markets’
currencies over the past year, at the same time as the central bank raised interest rates from
3% to 6% to control inflation, currently at 8% (partly driven by rising imported copper prices).
Voltrex has $1,800,000 of variable-rate loans. The government has just signed a new trade
agreement joining a regional trade bloc, removing a 12% tariff Voltrex previously paid on com-
ponents it imports from a key supplier within the bloc, which cost $65 per unit before the
tariff. Voltrex is also considering relocating a portion of production to an emerging-market
country where labour costs are $6/hour (compared with $24/hour at home) for a plant using
60,000 labour-hours per year, though the emerging market has less reliable electricity supply.

(a) Calculate the extra annual interest cost Voltrex faces from the interest rate rise.

(b) Explain one likely effect of the currency appreciation on Voltrex’s export sales.

(c) Calculate the price Voltrex previously paid per imported component (including the 12% tar-
iff) and the saving per unit now that the tariff has been removed.

(d) Calculate the annual labour cost saving if Voltrex relocates the 60,000-labour-hour pro-
duction to the emerging-market country.

(e) Evaluate whether Voltrex should proceed with the relocation, weighing the financial saving
against the identified risk.

Loi gidi chi tiét
(a) Extra interest cost = 1,800,000 x (0.06 — 0.03) = 1,800,000 x 0.03 = $54,000 per year.

(b) A currency appreciation makes Voltrex’s exports more expensive for foreign buyers (in their
own currency), likely reducing its export sales/competitiveness abroad — a headwind stacking
on top of its rising interest costs.

(c) Previous tariff-inclusive price = 65 x 1.12 = $72.80 per unit. Saving per unit after tariff
removal = 72.80 — 65 = $7.80 per unit.

(d) Current labour cost = 24 x 60,000 = $1,440,000. Relocated labour cost = 6 x 60,000 =
$360,000. Annual saving = 1,440,000 — 360,000 = $1,080,000.

(e) Evaluation: the potential labour cost saving ($1,080,000/year) is very large and would
substantially help offset the other cost pressures Voltrex faces this year (higher interest costs,
high inflation). However, the emerging market’s less reliable electricity supply is a genuine op-
erational risk — unplanned power outages could halt production, damage sensitive electrical
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components mid-manufacture, or cause missed delivery deadlines to customers, potentially
costing far more than the labour saving in a worst-case scenario. Recommendation: Voltrex
should proceed only if it can mitigate the electricity risk (e.g. investing in backup generators,
or verifying the specific site has better infrastructure than the country average) — given the
scale of the saving, a partial relocation (rather than immediately moving all production) may
be a sensible way to test the emerging market’s reliability before committing further.

Bai tap luyén tap

A country’s central bank raises interest rates specifically to defend its currency from depreci-
ating further, even though this slows domestic economic growth. Which of the following best
describes the trade-off illustrated here?

(A) There is no trade-off; higher interest (C) A trade-off between quality control and
rates always benefit every objective si- quality assurance
multaneously

(B) A trade-off between exchange rate sta- (D) A trade-off between primary and sec-
bility and economic growth/employment ondary market research

Loi giai chi tiet

Raising interest rates to support the currency can slow growth and raise unemployment, illus-
trating a trade-off between the exchange rate objective and the growth/employment objec-
tives. (B).

Bai tap luyén tap

Case study. A national government imposes a new environmental levy of $3 per tonne of
packaging waste on all manufacturers, aiming to reduce landfill use. A beverage company
currently produces 45,000 tonnes of packaging waste per year. (a) Calculate its current annual
levy cost. (b) If the company invests in lighter packaging that cuts its waste to 30,000 tonnes
per year, calculate its new annual levy cost and the annual saving from the investment.

Loi giai chi tiét
(a) Current levy cost = 45,000 x 3 = $135,000 per year.
(b) New levy cost = 30,000 x 3 = $90,000 per year. Annual saving = 135,000—90,000 = $45,000

— illustrating how environmental taxes create a direct financial incentive (beyond any ethical
motivation) for firms to invest in reducing their environmental footprint.

6.10 Measuring the economy: GDP and unemployment

Governments and businesses both track a small set of key economic indicators to judge the overall
health of the economy.
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Gross Domestic Product (GDP) is the total value of goods and services produced within a
country over a given period (usually a year). Real GDP growth (adjusted for inflation) is the
standard measure of economic growth; sustained positive growth generally signals rising in-
comes, spending and business opportunity, while two or more consecutive quarters of falling
real GDP is the standard technical definition of a recession.

The unemployment rate is the percentage of the labour force (those working or actively seek-
ing work) who are without a job. A rising unemployment rate signals weaker consumer spend-
ing power and confidence (bad for most businesses selling to domestic consumers, though
possibly good for firms trying to recruit staff cheaply); a falling rate signals a strengthening
economy and consumer demand, but can also make it harder and more expensive for busi-
nesses to recruit and retain staff as the available pool of workers shrinks.

Calculating GDP growth and the unemployment rate

A country’s real GDP rises from $480 billion to $504 billion over one year.

504 — 480 24
DP h = " x100= — x 100 = 5%.
GDP growth rate 430 x 100 150 x 100 = 5%
In the same country, the labour force totals 20 million people, of whom 1.4 million are unem-
ployed.

1.4
Unemployment rate = 20 x 100 = 7%.

A business assessing this economy would note the healthy 5% GDP growth rate (suggesting
rising incomes and demand) alongside a 7% unemployment rate (suggesting a labour market
with a reasonably available pool of workers to recruit from, though not so large as to signal a
severe recession).

GIAI THICH TIENG VIET
Tong san pham quéc ndi (GDP): téng gia tri hang hoa va dich vu san xuat trong mét quéc gia
trong mot ky. Tang trudng GDP thurc (real GDP growth) da diéu chinh theo lam phét la thudc
do tang trudng kinh té€ chuan; hai quy lién ti€p GDP thuc gidm 13 dinh nghia ky thuat cua suy
thoai (recession). Ty Ié that nghiép (unemployment rate) = s6 nguoi that nghiép chia cho luc
luwong lao dong, nhan 100.

Bai tap luyén tap

Case study. A country’s real GDP falls from $620 billion to $605 billion over one year, while its
labour force of 15 million includes 900,000 unemployed people. (a) Calculate the GDP growth
rate (as a negative percentage) and the unemployment rate. (b) Explain one likely effect of
these conditions on a domestic retail business.

Lo gidi chi tiét

605 — 620 —15
(@) GDP growth rate = —= x 100 = = x 100 ~ —2.42%. Unemployment rate
0.9
= — x 100 = 6%.
15 %

(b) A falling real GDP (negative growth, i.e. a shrinking economy/recession) alongside a
meaningful unemployment rate typically signals weaker consumer confidence and spending
power; a domestic retail business is likely to see falling sales revenue, especially for non-
essential/discretionary goods, as households cut back spending in response to job insecurity
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and falling incomes.

Bai tap luyén tap

A country records two consecutive quarters of falling real GDP. This is the standard technical
definition of:

(A) A boom (C) Full employment
(B) A recession (D) Hyperinflation

Lai giai chi tiét

-

Two or more consecutive quarters of falling real GDP is the standard definition of a recession.

(B).

6.11 The balance of payments

Balance of payments

The balance of payments is a record of all financial transactions between a country’s resi-
dents/businesses and the rest of the world over a period, most importantly including the trade
balance — the difference between the value of a country’s exports and its imports of goods
and services. A trade surplus occurs when export revenue exceeds import spending; a trade
deficit occurs when import spending exceeds export revenue.

Calculating a trade balance

A country exports $92 billion of goods and services in a year, while importing $105 billion.
Trade balance = 92 — 105 = —$13 billion (a trade deficit).

A persistent, large trade deficit can put downward pressure on the country’s currency over
time (more of the currency is being sold to pay for imports than is being bought to pay for
exports), which — as explored earlier in this unit — would make the country’s exports cheaper
and imports more expensive, a natural (though slow) market mechanism that can help gradually
narrow a persistent trade deficit.

GIAI THICH TIENG VIET

an can thanh toan (balance of payments): ghi nhan moi giao dich tai chinh giira mot quéc gia
va phan con lai cia thé gidi, quan trong nhat 13 can can thuwong mai (trade balance) = gia tri
xuat khiu — gia tri nhap khau. Thing du thuwong mai (trade surplus): xuat khau > nhap khau.
Tham hut thuong mai (trade deficit): nhap khau > xuat khau — tham hut kéo dai c6 thé gay
ap luc giam gia tri dong noi té theo thoi gian.

Bai tap luyén tap

Case study. A country exports $140 billion of goods and services and imports $120 billion. (a)
Calculate the trade balance and state whether this is a surplus or deficit. (b) Explain one likely
effect on domestic exporting businesses.
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Loi giai chi tiet

(a) Trade balance = 140 — 120 = +$20 billion — a trade surplus.

(b) A trade surplus reflects strong demand for the country’s exports relative to its imports,
which is generally positive for domestic exporting businesses (higher overseas sales/revenue);
however, a persistent large surplus can also put upward pressure on the domestic currency
over time, which would make future exports more expensive and could gradually erode the
very competitiveness that created the surplus.

Bai tap luyén tap

A country experiences a persistent, large trade deficit (imports far exceeding exports) over
several years. Which of the following is the most likely gradual market consequence?

(A) The domestic currency tends to face rency
downward pressure (depreciation), which
over time makes exports cheaper and im-
ports more expensive

(C) Trade deficits have no relationship what-
soever to exchange rates

(B) The domestic currency automatically be- (D) The country is legally required to ban all
comes the world’s strongest reserve cur- imports immediately

Loi giai chi tiét

A persistent trade deficit means more of the domestic currency is being sold (to pay for im-
ports) than is being bought (via exports), tending to push the currency’s value down over time
— a depreciation that gradually makes exports more competitive and imports more expensive,
helping to narrow the deficit. (A).

On tap nhanh: (1) ludn gin ly thuyét véi tinh hudng doanh nghiép cu thé trong dé bai (case
study) — dirng tra 16i chung chung; (2) vai bai toan break-even, luon tinh contribution trudc
khi tinh san luvong hoa von; (3) véi dong tién, nha loi nhuan = tién mat — mét doanh nghiép cé
13i van c6 thé hét tién mat; (4) v&i ty s6 tai chinh, ludn néu ré dang tinh ty s6 nao va so sanh v&i
diéu gi (ndm trudc, doi tha, chuin nganh); (5) luén can nhic cac bén lién quan (stakeholders)
khi danh gia mot quyét dinh kinh doanh — lgi ich cia nhém nay cé thé mau thuin véi nhém
khac; (6) phan biét roé thué quan (tariff — mét loai thué€) véi han ngach (quota — giéi han sé
lwong); phan biét ki€ém soat chat lwong (cudi day chuyén) véi ddm bao chat luwong (tirng cong
doan); (7) trinh bay cau tra 1&i theo cau trac: dinh nghia — ap dung vao tinh huéng cu thé —
két luan/danh gia (evaluation) dé dat diém t6i da trong cac cau héi phan tich va danh gia.
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