77. Internal and External Constraints
1. Fill in the gaps
Constraints are factors that can prevent a firm from achieving its ______________________.  Well managed firms think ahead to anticipate likely internal constraints such as lack of finance, too few staff or insufficiently strong brand names. Harder is to plan for ____________________ constraints such as an economic downturn, a sharp rise in the £ or a major ____________________ group campaign.  Ideally, firms should bear constraints in mind when setting their objectives. Sometimes these constraints are self-imposed, such as TopShop avoiding the Chinese market until 2015. When looking at business opportunities globally, it is to be hoped that UK companies will see that constraints are there to be broken through – not to be taken as a __________________ to progress.
Missing words from: internal, external, barrier, industrial, pressure, strategy, objectives

2. Internal, External or Nothing/Neither? (Put an I an E or an N by each of the following)

	1. Shortage of skilled labour
	
	6. Sharp rise in interest rates
	

	2. Rise in market share
	
	7. New competitor enters the market
	

	3. Fall in consumer confidence
	
	8. Setting a profit goal of £1 million
	

	4. Rise in price of raw materials
	
	9. No spare capacity
	

	5. Firm has high level of debt
	
	10. Directors are focused on other issues
	


3. What might a firm do? (State briefly how a firm might tackle each of these constraints) 

3.1 Insufficient working capital to launch a new product. ____________________________________________

_______________________________________________________________________________

3.2 Cannot retain skilled IT staff. _____________________________________________________________
______________________________________________________________________________________
3.3 Cosmetics brand Olay has a promising, youth-focused new product, but an ‘old’ brand image. ______________   

______________________________________________________________________________________
4. Match the constraint to the objective (draw arrows to show which constraint threatens which objective)

	Objective
	Constraint

	1. Profit increase by 40% to £4 million this year 
	A. Strong brand image has validity only for one product

	2. Boost market share from 17% to 22% this year
	B. A recession may change consumer buying habits

	3. Re-launch products to make them more upmarket
	C. Staff demand pay rises to share in the firm’s success 

	4. Marlboro wants to diversify into snack foods
	D. A major new competitor breaks into the market


5.  Internalising external constraints (all firms want to bring external constraints within their own control; how might a firm attempt to achieve this in each of the following cases?)

5.1 Threats of protests over child labour used by a Vietnamese supplier. ________________________________

______________________________________________________________________________________
5.2 Reduce vulnerability to a high value of the £. __________________________________________________ 

______________________________________________________________________________________
5.3 Reduce vulnerability to a price war started by competitors. _______________________________________

______________________________________________________________________________________
77. ANSWERS: Internal and External Constraints
1. objectives … external … pressure … barrier
2. 1E (or I, possibly)     2N      3E      4E       5I       6E      7E      8N      9I       10 I

3.1 Sell a fixed asset for cash to generate the funds (or sell off an under-performing division of the business)

3.2 Find out why they’re leaving. Then, if necessary, offer better remuneration or more flexible working hours

3.3 May need to create a new, more youthful brand name, though this is likely to be very expensive, so would only be worthwhile if there were further, youth-focused products under development
4. Draw arrows from: 1 to C;  2 to D;  3 to B;  4 to A

5.1 Buy up that supplier (to change its policies) or set up own subsidiary factories in low cost, developing countries

5.2 Find component suppliers in the countries you export to (so that problems with export prices are offset by lower import costs)

5.3 Maximise your product differentiation (when The Times cut its cover price sharply, sales of The Guardian were unaffected)
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