GCSE Business
Theme 2.1.1 – Business Growth

Booster Booklet
Specification

	Subject content
	What students need to learn:

	Methods of business growth and their impact: 
● internal (organic) growth: new products (innovation, research and development), new markets (through changing the marketing mix or taking advantage of technology and/or expanding overseas) 
● external (inorganic) growth: merger, takeover. The types of business ownership for growing businesses: 
● public limited company (plc) Sources of finance for growing and established businesses: 
● internal sources: retained profit, selling assets 
● external sources: loan capital, share capital, including stock market flotation (public limited companies).
	 
Businesses have several ways in which they can grow. Students will need to understand the different approaches to growth and the issues a business might face when growing internally through approaches such as launching new products or innovation through research and development. Students will also need to understand how a business can grow externally vias a merger or a takeover.

As businesses transition from small, to medium and then a large organisation the owners may choose to change the ownership structure from a private limited company to a public limited company. Students will need to understand why a business might do this and how this affects the potential for growth.

Building on topic 1.3.4, students need to learn how a range of finance options can be used to raise capital to invest for future business growth. This includes both internal and external approaches linked to the ownership structure of the business.









Key terms in this topics
· Internal growth – Whereby a business grows organically and gradually through innovation and attracting new customers.
· External growth – Whereby a business grows inorganically through joining with or taking over another business.
· Merger – An agreement between the owners of two businesses to come together and create one larger organisation benefitting from the knowledge and assets of both.
· Takeover – Where one company acquires another business normally through acquiring a majority stake in that company. 
· Public limited company (Plc) – A large, limited company that has its shares publicly traded on a stock market.
· Share capital – Business finance raised through selling shares in a company either privately or publicly via a stock market.
· Stock market flotation – Whereby a company becomes listed on a stock market, shares in the company are issued to be sold publicly to raise capital.

Key terms – examples
In the space below, write examples to illustrate the key terms 
	Key term
	Examples

	Internal growth
	E.g. A business carries out research and development to innovate its products. New product launches attract new customers leading to increased sales and business growth.

	External growth
	



	Merger
	



	Takeover
	



	Public limited Company (Plc)
	



	Share Capital
	



	Stock market flotation
	




Summary of the topic

They key issues facing a business as it grows include the risks associated with the type of growth, the pace of growth and the means by which growth is financed. In general, organic growth is much slower than external growth and will provide a successful business the time to adjust. There are many ways a business can grow organically. The simplest approach is to attract new customers whilst keeping current customers loyal. However, a business may find ways to improve and add further value to its products and services. Innovation might come from improving its internal processes, its products and services or its brand image.

External growth can be a higher risk strategy, but allow two companies to join through a merger or a takeover to gain synergies and benefit from the expertise, technology, products, assets and customers. There are many examples of mergers and cquisitions in the news and each example can demonstrate the advantages the companies gained from coming together.

A typical route to growth and raising capital is to become a public limited company. Students will build on the understanding of business ownership models they learnt in Topic 1.4.1 to understand how a public limited company develops from a private limited company and the benefits and drawbacks of stock market flotation.























Case study: Iceland case study from June 2020 Paper 2 exam
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How this case study illustrates/exemplifies the specification content:

	The case study illustrates ‘Business growth’ in a number of ways:

· Iceland’s increased sales revenue of 2% leading to an increase in profits of £9.5 million provides Iceland an opportunity to grow internally if the profit is retained (reinvested) as an internal source of finance for growth.
· There are several examples of innovation in the case study that have helped Iceland to grow. These include developing new products to target high-income customers and reducing the plastic in its packaging – this is a way the business can add value.
· Although Iceland have not completed a merger or acquisition of another company, the case study highlights how collaboration with other brands such as Slimming World and Millie’s Cookies provides opportunities for a business to innovate and grow.



Check your knowledge: questions

1. What is an example of internal growth?
2. Why might a business aim to grow?
3. What is a merger?
4. How is organic growth different to inorganic growth?
5. What is a public limited company?

Check your knowledge: recall question (previous unit)

1. Identify two economic factors that might impact a business
2. Explain how a business might be effected by changes in employment legislation.
3. Why might a business find it difficult to keep up with technological change?










Strategies for Growth

For each of the businesses listed in the table below give specific examples of how they could grow internally and externally. When considering the options for external growth, give examples of specific businesses and why they might choose to merge or acquire them.


	Business
	Internal Growth Strategy
	External Growth Strategy

	KFC
	




	

	Argos
	




	

	All Saints
	





	

	Samsung
	





	










Multiple choice questions

1. Which of the following is an example of external growth?
A. Retained profit
B. Takeover
C. New products
D. Targeted a new demographic of customer

2. Which of the following is a feature of a public limited company?
A. Stock market flotation
B. Unlimited liability
C. A single business owner
D. Private investment



Common misconceptions

Public vs private limited companies

Students often get confused between private limited companies and public limited companies or misread a question or case study assuming one is the other. The key difference between a private limited company and a public limited company is that the latter is normally a much larger company and is able to raise capital through publicly selling its shares. A private limited company can also raise capital through share capital, but is only able to do this through private investors. Its shares are not traded on a stock market.














Exam Questions


1. Explain one reason why a may choose to become a public limited company. (3)

2. Outline one impact on Iceland of banning plastic packaging materials in its own-brand products. (2)

Iceland are looking for ways to continue to grow the business. The directors have identified two potential options: 

Option 1: A takeover of a national frozen food delivery company. 
Option 2: Launching a new line of low-cost budget frozen meals 

3. Justify which one of these two options Iceland should choose. (9)
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Write your answers in the spaces provided.

Iceland is a supermarket that sells frozen
food. Although the grocery industry

is very competitive, Iceland enjoyed a
successful 2017. Sales revenue increased
by 2.0% allowing profits to increase by
£9.5 million to £160 ion.
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Iceland believes this success has been
due to improved marketing. It has
introduced new products using the
Slimming World and Millie’s Cookies
brand names. It also launched a new
advertising campaign called ‘The Power of Frozen! In addition it has developed a new
store format called ‘The Food Warehouse' These stores are much larger than a normal
Iceland store which allows them to stock more luxury products. Iceland hopes that The
Food Warehouse will help it to appeal to high-income customers and it plans to open
more stores.

© Dom J/Shutterstock

In 2018, Iceland received positive publicity from its decision to ban all plastic packaging
on its own-brand products by 2023. It intends to replace plastic with recycled paper,

as shown in Figure 3. A survey of 5,000 of its
customers showed that 80% of them agreed
with the change. Pressure groups, such as
Friends of the Earth, have welcomed Iceland's
decision. Plastic waste has caused pollution of
the world’s oceans and has killed marine life.
Pressure groups hope that Iceland's decision will
be repeated by other supermarkets in the UK.
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Figure 3: Iceland’s new packaging

(Source: adapted from https://www.theguardian.com/business/2018/jan/1/iceland-vows-
to-eliminate-plastic-on-all-own-branded-products and http://about.iceland.
co.uk/wp-content/uploads/2017/12/Iceland-Topco-Ltd-2017-results.pdf)
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