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Business Expansion and Development
IB / A Level exam-prep notes (AO1/AO2/AO3 + evaluation). Date: 27 Feb 2026.

1. Why businesses expand
Growth is often a deliberate strategy to improve competitiveness in changing markets
(technology, consumer preferences, global competition). Scaling up can lower costs, increase
bargaining power, and build brand recognition.

• Increase revenue and long-run profitability.

• Reduce unit costs through economies of scale (spreading fixed costs).

• Increase market power: stronger bargaining with suppliers and distributors.

• Spread risk through diversification (more products/markets).

• Access technology/skills via acquisitions, alliances, or hiring specialists.

• Enter new markets (geographic expansion) and reduce dependence on one region.

• Improve brand and attract investors/lenders (credibility).

• Strategic flexibility: ethical reputation and transparency can help attract partners and win
shareholder support in M&A.;

2. Why some firms stay small (AO3)
• Control and independence: avoid external investors/debt that reduce founder autonomy.

• Flexibility and speed: quicker decisions; less bureaucracy.

• Personal relationships: stronger customer loyalty and staff cohesion.

• Avoid aggressive retaliation: large rivals may cut prices or outspend small entrants.

• Lower regulatory scrutiny: dominant firms may attract competition investigations.

• Lower complexity/risk: growth increases admin burden, coordination costs, and financial
exposure.
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3. Methods of expansion (AO2)
Route Meaning Examples Pros Cons

Internal
(organic) growth

Expand own
operations using
retained
profit/investment.

New factory, more
staff, new
complementary
products, more
branches.

Keeps culture/
control; lower
integration
risk; gradual.

Slower; may
miss market
windows;
capital
constraints.

External growth Grow by joining
with/buying other
firms or partnering.

Merger,
acquisition,
takeover, JV,
alliance,
franchising.

Fast market
share and
resources;
access to new
markets/tech.

Integration/cul
ture clashes;
higher
financial risk;
complexity.

4. External growth forms (AO2)
• Merger: two firms agree to combine into one new entity (shareholders approve).

• Acquisition: one firm buys another with board agreement (friendly).

• Takeover: one firm gains control by buying a majority of shares without board agreement
(hostile possible).

• Payment methods: cash, shares, or a mix.

5. Types of integration (AO2/AO3)
Type Definition Typical motives Risks/limits

Horizontal Combine with a firm at the
same stage in same
industry.

Increase market share;
reduce competition; gain
economies of scale.

Regulatory/compet
ition concerns;
culture clashes.

Vertical
(backward)

Acquire/join with a supplier. Secure inputs; improve
quality control; reduce
supply risk.

High capital; less
flexible supplier
switching.

Vertical
(forward)

Acquire/join with a
distributor/retailer.

Control distribution;
closer to customers;
capture retail margins.

Operational
complexity;
channel conflict.

Conglomerat
e

Combine with a firm in an
unrelated industry.

Diversify risk; new
revenue streams.

Little synergy;
management
complexity; focus
dilution.
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6. Joint ventures, strategic alliances, franchising (AO2/AO3)
Approach What it is Why use it Key problems

Joint venture New jointly owned company
created for a specific
project/market.

Share risk/cost;
combine skills; enter
foreign markets with
local partner.

Disputes over
control/profit; culture
differences; exit
complexity.

Strategic
alliance

Cooperation without
creating a new company.

Faster collaboration
(R&D;, distribution,
marketing); keep
independence.

Conflicting priorities;
weaker control than
ownership.

Franchising Franchisor licenses
brand/model to franchisee
for a fee + royalties.

Rapid expansion with
less capital; local
entrepreneur
motivation.

Quality control;
brand damage if
outlet performs
poorly; franchisee
lacks flexibility.

Franchising: quick evaluation points
• Franchisee benefits: proven model, training/support, brand recognition, group

purchasing/marketing.

• Franchisee drawbacks: fees/royalties reduce profit; strict rules reduce flexibility.

• Franchisor benefits: faster growth with lower capital; franchisees are motivated operators.

• Franchisor drawbacks: monitoring costs; reputational risk from weak outlets.
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7. Economies and diseconomies of scale (AO2/AO3)
Economies of scale occur when average costs fall as output rises. Diseconomies of scale occur
when average costs rise as the firm becomes too large/complex.

7.1 Internal economies of scale (within the firm)
• Technical: automation/robots become affordable at high volumes (lower unit cost).

• Division of labour: specialization increases speed and skill (higher productivity).

• Bulk purchasing: negotiate lower input prices due to large orders.

• Marketing: spread advertising costs across more sales (lower cost per unit sold).

• Managerial specialization: hire expert managers (finance/legal/HR) → fewer costly mistakes.

• Financial: easier/cheaper credit; ability to issue shares/bonds (lower cost of capital).

• Learning/experience: process improvements over time reduce waste and time.

7.2 Internal diseconomies of scale (within the firm)
• Communication barriers: more layers, sites, and time zones → misunderstandings and delays.

• Coordination/control: harder to align departments/divisions; more monitoring/compliance costs.

• Bureaucracy: slower decisions; reduced innovation.

• Reduced motivation: staff feel less valued; turnover rises; productivity falls.

• Post-merger integration issues: system incompatibility, cultural clashes, duplicated roles.

8. External economies and diseconomies of scale (AO2/AO3)
Type What causes it Examples Effect

External
economies

Cost reductions from
outside the firm.

Cheaper cloud services;
government infrastructure
upgrades; industry clusters
(agglomeration).

Average costs
fall at all
output levels.

External
diseconomies

Cost increases from outside
the firm.

Rising rents/wages in
crowded business districts;
logistics fuel spikes; stricter
industry-wide regulations.

Average costs
rise at all
output levels.
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9. Competition and innovation/knowledge development (AO3)
• Competition can drive innovation (e.g., safer and more fuel-efficient vehicles).

• But in R&D-intensive; sectors, rivalry may increase secrecy and reduce collaboration, slowing
knowledge spillovers.

• Conclusion: relationship is context-dependent (industry, IP protection, collaboration norms).

10. Exam toolkit (IB + A Level)
10.1 Key definitions (AO1)

• Internal (organic) growth: expansion using a firm’s own resources and operations.

• External growth: expansion by merger/acquisition/takeover or cooperation with other firms.

• Economies of scale: falling average costs as output increases.

• Diseconomies of scale: rising average costs as firm becomes too large/complex.

• Horizontal/vertical/conglomerate integration: types of external growth based on relationship
between firms.

• Joint venture / strategic alliance / franchising: collaboration-based growth methods.

10.2 10/12-mark evaluation structure (AO3)
• 1) Define growth method(s) and key terms.

• 2) Apply to the business context (industry, capital intensity, market conditions, objectives).

• 3) Analyse benefits (costs, market power, risk, speed) and downsides (integration, finance,
culture).

• 4) Consider stakeholders (employees, customers, shareholders, regulators).

• 5) Conclude with a justified judgement (best method and why).

10.3 Practice questions
• Discuss why a firm might prefer internal growth rather than acquisition.

• Evaluate whether economies of scale are likely in labour-intensive services (e.g., cleaning,
design).

• Analyse why mergers sometimes fail to deliver cost savings (synergies).

• Discuss advantages and disadvantages of franchising for franchisor and franchisee.

• Evaluate how external economies of scale (clusters/infrastructure) can improve
competitiveness.


