Understanding Business Activity

IGCSE Business Studies = Topic 1

IGCSE Business Studies

1 Purpose & factors of production

2 | Scarcity & added value

3 The three sectors

4 | Entrepreneurs & ownership
5 | Business growth

6 = Economies of scale & stakeholders

Purpose

Scarcity and added value

Purpose and factors of production

factors of production

business
combines
them

m Goods are physical things you
can touch — bread, phones, cars.

m Services are useful actions done
for you — a haircut, a bus ride, a
doctor’s visit.

The three sectors

added
value

cost of
bought-in
materials

«~—selling price—

m raising the price, often through a
strong brand §f# or better

design,
added value &
= selling price u lowering the cost of materials, for
— materials cost example by finding cheaper

suppliers,

m improving the product so
customers will pay more.

primary

farming, mining

!

secondary

factories, building

)

tertiary
shops, banks

= primary 55—l — takes
natural resources

m secondary & — =)l — makes
goods

m tertiary 5 = =)/ — provides
services




Entrepreneurs and ownership

Ownership and growth

the entrepreneur {3 two sectors

takes risk X, is innova- private FAE&f(7] aims
tive €lJ#T; writes a business for profit Fj; pub-
plan Elit%]+ to raise finance lic 23L& provides services

Business organisation Business growth

Owners split by liability &1F:
m sole trader J1#% & partnership &1k — unlimited liability

m limited company 57/ & — limited liability

internal growth F&pic external growth 4p&pigic
merger &3F or

= . takeover I§[1]: horizon-

lnCOl’P0f3ted & PreRINE, SR, ST tal, vertical or conglomerate

(limited
liability)

[ business legal structures}

grow by itself — new branches
unincorporated

(unlimited
liability)

private public
(L) | | (o)

Economies of scale Stakeholders

\ internal
economies diseconomies 8 N | owners employees A stakeholder Fi3518:% is
of scale of scale externa .

As a business grows, the cost per anyone affected by the business.

unit falls — economies of (customers) m internal: owners, workers,
scale #l1%425. Grow too big & it : managers

can rise again (diseconomies of

optimum scale N
(lowest average cost) scale HIEALET).

m external: customers,

average cost per unit

suppliers, government,

| o

output (size of firm)




Worked example — the three sectors

A farm sells wheat to a mill, which sells
flour to a bakery, which sells bread in its
own shop. Name each sector.

m Primary: taking natural resources from the
earth = the farm.

m Secondary: making or processing goods =
the mill and the bakery.

m Tertiary: providing a service = the shop
that sells the bread.

m Each stage adds value to what it bought
from the stage before.

As a country develops,
employment shifts primary
— secondary — tertiary.
One firm can sit in several
sectors at once — a bakery
with a shop does.

Understanding s Activity

L Recap

Topic 1 — key takeaways

o Name the four factors of production.

o Factors o Added value

land, labour, capital, enterprise selling price minus bought-in
materials

What is opportunity cost?

e Sectors o Growth

primary, secondary, tertiary internal vs external
(merger/takeover)

What does a limited company give its
owners?

e Which sector provides services?

tertiary sector 4. limited liability

Answers 1. land, labour, capital, enterprise 2. the next best choice given up 3. the




